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IMPORTANT NOTICES

This Registration Document has been approved by the Federal Financial Services Supervisory Authority
(Bundesanstalt fir Finanzdienstleistungsaufsicht — "BaFin") in accordance with § 13 (1) of the WpPG after
completing a review of this document for completeness, including a review of the coherence and
comprehensibility of the information provided. This Registration Document as well as any securities notes or
(base) prospectuses, either incorporating information from this Registration Document by reference or of which
this Registration Document forms part, are available to the public in printed format, free of charge, at the
registered offices of the Issuer. In addition, the Registration Document as well as any securities notes or (base)
prospectuses, either incorporating information from this Registration Document by reference or of which this
Registration Document forms part, are published on the UBS website, at www.ubs.com/keyinvest or any
successor address notified by the Issuer to the Securityholders for this purpose by way of publication on
www. ubs.com/keyinvest.

No person has been authorised to give any information or to make any representation not contained in or not
consistent with this Registration Document, and, if given or made, such information or representation must not
be relied upon as having been authorised by the Issuer, or any trustee or any dealer appointed in relation to
any issue of debt or derivative securities by the Issuer.

This Registration Document should not be considered as a recommendation by the Issuer, any trustee or any
dealer appointed in relation to any issue of debt or derivative securities by the Issuer that any recipient of this
Registration Document should purchase any debt or derivative securities issued by the Issuer. Each investor
contemplating purchasing debt or derivative securities issued by the Issuer should make its own independent
investigation of the financial condition and affairs, and its own appraisal of the creditworthiness, of the Issuer.
No part of this Registration Document constitutes an offer or invitation by or on behalf of the Issuer, any
trustee or any dealer appointed in relation to any issue of debt or derivative securities by the Issuer or any of
them to any person to subscribe for or to purchase any of the debt or derivative securities issued by the Issuer.

This Registration Document is valid for a period of twelve months from the date of its approval. Neither the
delivery of this Registration Document or of any securities notes or (base) prospectuses, either incorporating
information from this Registration Document by reference or of which this Registration Document forms part,
nor the offering, sale or delivery of any debt or derivative securities shall, in any circumstances, create any
implication that there has been no change in the affairs of the Issuer since the date hereof. The contents of this
Registration Document will be updated in accordance with the provisions of the Prospectus Directive and the
WpPG. Any dealer or trustee appointed in relation to any issue of debt or derivative securities by the Issuer
expressly does not undertake to review the financial condition or affairs of the Issuer or its subsidiary
undertakings during the life of such securities.

The distribution of this Registration Document and the offer or sale of securities issued by the Issuer may be
restricted by law in certain jurisdictions. Persons into whose possession this Registration Document or any
securities issued by the Issuer come must inform themselves about, and observe, any such restrictions.
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I.  Persons Responsible

UBS AG, having its registered offices at Bahnhofstrasse 45, 8001 Zurich, Switzerland, and Aeschenvorstadt 1,
4051 Basel, Switzerland, accepts responsibility for the information contained in this Registration Document and
declares that the information contained in this Registration Document is, to the best of its knowledge, accurate
and that no material facts have been omitted.

Where this Registration Document contains information obtained from third parties, such information was
reproduced accurately, and to the best knowledge of the Issuer - as far as it is able to ascertain from
information provided or published by such third party - no facts have been omitted which would render the
reproduced information inaccurate or misleading.

Il.  Statutory Auditors

Based on article 39 of the articles of association of UBS AG, dated 4 May 2016 ("Articles of Association"), UBS
AG shareholders elect the auditors for a term of office of one year. At the Annual General Meeting of
shareholders ("AGM") of 7 May 2014, 7 May 2015, 4 May 2016 and 2 March 2017, Ernst & Young Ltd.,
Aeschengraben 9, CH-4002 Basel ("Ernst & Young") were elected as auditors for the consolidated and
standalone financial statements of UBS AG for a one-year term.

Ernst & Young is a member of EXPERTsuisse, the Swiss Expert Association for Audit, Tax and Fiduciary.

lll. Risk Factors

Investing in the debt or derivative securities of the Issuer involves certain issuer-specific risks. Investments in
debt or derivative securities of the Issuer should not be made until all these risk factors have been
acknowledged and carefully considered. When making decisions relating to investments in the debt or
derivative securities of the Issuer, potential investors should consider following risks factors in respect of the
Issuer, which may affect the Issuer'’s ability to fulfil its obligations under its debt or derivative securities and, if
necessary, consult their legal, tax, financial or other advisor.

Prospective investors in any debt or derivative securities of the Issuer should read the entire Registration
Document and the relevant summary and securities note, base prospectus or other prospectus, either
incorporating information from this Registration Document by reference, containing disclosure on certain
debt or derivative securities (and where appropriate, the relevant summary note applicable to the relevant
debt or derivative securities).

As a global financial services provider, the business activities of UBS AG ("lIssuer") with its subsidiaries
(together, "UBS AG (consolidated)" or "UBS AG Group"; together with UBS Group AG, which is the holding
company of UBS AG, "UBS Group" "Group", "UBS" or "UBS Group AG (consolidated)") are affected by
certain risks, including those described below, which may affect UBS's ability to execute its strategy or its
business activities, financial condition, results of operations and prospects. Because a broad-based
international financial services firm such as UBS is inherently exposed to multiple risks many of which become
apparent only with the benefit of hindsight, risks of which UBS is not presently aware or which UBS currently
does not consider to be material could also adversely affect UBS. The order of presentation of the risk factors
below does not indicate the likelihood of their occurrence or the potential magnitude of their consequences.

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 Issuer, Securityholders may,
consequently, suffer a total loss of their investment in the Securities.
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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 Credit Market Services Europe Limited, Fitch Ratings Limited, Moody's Investors Service,
Inc. and Scope Ratings AG. 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.

Continuing low or negative interest rates may have a detrimental effect on UBS's capital strength, liquidity
and funding position, and profitability

Low and negative interest rates in Switzerland and the eurozone negatively affected UBS's net interest
income in 2016 and a continuing low or negative interest rate environment may further erode interest
margins and adversely affect the net interest income generated by the Personal & Corporate Banking and
Wealth Management businesses. UBS's performance is also affected by the cost of maintaining the high-
quality liquid assets required to cover regulatory outflow assumptions embedded in the liquidity coverage
ratio ("LCR"). The Swiss National Bank permits Swiss banks to make deposits up to a threshold at zero
interest. Any reduction in, or limitations on the use of this exemption from the otherwise applicable negative
interest rates could exacerbate the effect of negative interest rates in Switzerland. Low and negative interest
rates may also affect customer behaviour and hence UBS's overall balance sheet structure. Mitigating actions
that UBS has taken, or may take in the future, such as the introduction of selective deposit fees or minimum
lending rates, have resulted and may further result in the loss of customer deposits, a key source of funding
for UBS, net new money outflows and / or a declining market share in UBS's domestic lending business.

UBS's equity and capital are also affected by changes in interest rates. In particular, the calculation of UBS's
pension plan net defined benefit assets and liabilities is sensitive to the discount rate applied. Any further
reduction in interest rates would lower the discount rates and result in pension plan deficits due to the long
duration of corresponding liabilities. This would lead to a corresponding reduction in UBS's equity and fully
applied common equity tier 1 ("CET1") capital.

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 its assets,
liabilities, invested assets, revenues and expenses, equity of foreign operations and risk-weighted assets
("RWA") are denominated in US dollars, euros, British pounds and in other foreign currencies. Accordingly,
changes in foreign exchange rates may adversely affect UBS's profits, balance sheet, including deferred tax
assets, and capital, leverage and liquidity ratios. In particular, the portion of UBS's operating income
denominated in non-Swiss franc currencies is greater than the portion of operating expenses denominated in
non-Swiss franc currencies. Therefore, the appreciation of the Swiss franc against other currencies generally
has an adverse effect on UBS's profits, in the absence of any mitigating actions. Moreover, in order to hedge
UBS's CET1 capital ratio, CET1 capital needs to have foreign currency exposure, leading to currency sensitivity
of CET1 capital. As a consequence, it is not possible to simultaneously fully hedge both the amount of capital
and the capital ratio. As the proportion of RWA denominated in non-Swiss franc currencies outweighs the
capital in these currencies, a significant appreciation of the Swiss franc against these currencies could benefit
UBS's capital ratios, while a significant depreciation of the Swiss franc against these currencies could
adversely affect its capital ratios.

Swiss counterparties are, in general, highly reliant on the domestic economy and the economies to which
they export, in particular the EU and the US. In addition, the EUR / CHF exchange rate is an important risk
factor for Swiss corporates. The stronger Swiss franc may have a negative effect on the Swiss economy,
particularly on exporters, which could adversely affect some of the counterparties within UBS's domestic
lending portfolio and lead to an increase in the level of credit loss expenses in future periods from the low
levels recently observed.

Regulatory and legal changes may adversely affect UBS's business and its ability to execute its strategic plans

Fundamental changes in the laws and regulations affecting financial institutions can have a material and
adverse effect on UBS's business. In the wake of the 2007-2009 financial crisis and the subsequent instability
in global financial markets, regulators and legislators are considering, have proposed or have adopted 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:

a) significantly higher regulatory capital requirements, including changes in the definition and
calculation of regulatory capital as well as in the calculation of RWA,

b) prudential adjustments to the valuation of assets at the discretion of regulators;
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d) introduction of a more demanding leverage ratio as well as new or significantly enhanced liquidity
and stable funding requirements;

d) requirements to maintain liquidity and capital in jurisdictions in which activities are conducted and
booked, and requirements to adopt risk, corporate and other governance structures at a local
jurisdiction or entity level,

e) limitations on principal trading and other activities and limitations on risk concentrations and
maximum levels of risk;

f) new licensing, registration and compliance regimes, and cross-border market access restrictions;

o) taxes and government levies that would effectively limit balance sheet growth or reduce the
profitability of trading and other activities;

h) a variety of measures constraining, taxing or imposing additional requirements relating to
compensation;

i) requirements to maintain loss-absorbing capital or debt instruments subject to write-down as part of

recovery measures or a resolution of the Group or a Group company, including requirements for
subsidiaries to maintain such instruments;

)i requirements to adopt structural and other changes designed to reduce systemic risk and to make
major financial institutions easier to manage, restructure, disassemble or liquidate, including ring-
fencing certain activities and operations within separate legal entities, and adoption of new
liquidation regimes intended to prioritise the preservation of systemically significant functions.

There remains significant 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 the dates of their effectiveness. There is also uncertainty as to whether the laws and
regulations that have been adopted will be repealed or modified as a result of geopolitical developments,
particularly in the US with its recent change in presidential administration.

Notwithstanding attempts by regulators to align their efforts, the measures adopted or proposed differ
significantly across the major jurisdictions, making it increasingly difficult to manage a global institution like
UBS. Swiss regulatory changes with regard to such matters as capital and liquidity have generally proceeded
more quickly than those in other major jurisdictions, and the requirements for Swiss major international banks
are among the strictest of the major financial centres. This could put Swiss banks, such as UBS, at a
disadvantage when they compete with peer financial institutions subject to more lenient regulation or with
unregulated non-bank competitors.

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 its ability to execute its strategic plans, on
the profitability or viability of certain business lines globally or in particular locations, and in some cases, on its
ability to compete with other financial institutions, and may require UBS to increase prices for or cease to
offer certain services and products. The developments have been and will likely continue to be costly to
implement. They could also have a negative effect on UBS's legal structure or business model, potentially
generating capital, liquidity and other resource inefficiencies, all of which may adversely affect UBS's
profitability. 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 its success in attracting client business.

Capital and TBTF' regulation

As an internationally active Swiss systemically relevant bank ("SRB"), UBS is subject to capital and total loss-
absorbing capacity ("TLAC") requirements that are among the most stringent in the world. New Swiss SRB
capital requirements impose significantly higher requirements based on RWA and a significantly higher
leverage ratio requirement. In addition, a TLAC requirement has become applicable.

UBS may be subject to further increases in capital requirements in the future, from the imposition of further
add-ons in the calculation of RWA or from other changes to other components of minimum capital

' TBTF = Too Big To Fail
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requirements. The Basel Committee on Banking Supervision ("BCBS") and other regulators are considering
changes to the Basel Il capital framework, including revisions related to the credit risk and operational risk
frameworks, as well as the introduction of an output floor. If the proposed changes to the capital framework
are adopted in their current form in Switzerland, UBS expects its overall RWA would significantly increase,
absent any mitigating measures. UBS also expects that it would incur significant costs to implement the
proposed changes.

Liguidity and funding

The requirements to maintain an LCR of high-quality liquid assets to estimated stressed short-term net cash
outflows and a net stable funding ratio ("NSFR"), or other similar liquidity and funding requirements UBS is
subject to, oblige UBS to maintain substantially higher levels of overall liquidity than was previously the case,
may limit its efforts to optimise interest income and expense, make certain lines of business less attractive and
reduce UBS's overall ability to generate profits. Both the LCR and NSFR requirements are intended to ensure
that UBS is not overly reliant on short-term funding and that it has sufficient long-term funding for illiquid
assets, and the relevant calculations make assumptions about the relative likelihood and amount of outflows
of funding and available sources of additional funding in a market- or firm-specific stress situation. There can
be no assurance that in an actual stress situation UBS's funding outflows would not exceed the assumed
amounts. Moreover, many of UBS's subsidiaries must comply with existing, or may in the future be required
to comply with, minimum capital, liquidity, funding, and similar requirements and as a result UBS Group AG
and UBS AG have contributed a significant portion of their capital and provide substantial liquidity to them.
These funds are available to meet funding and collateral needs in the relevant jurisdictions, but are generally
not readily available for use by the Group as a whole.

Banking structure and activity limitations

UBS has undertaken and continues to undertake significant changes in its legal and operational structure to
meet legal and regulatory requirements and expectations.

Changes to its legal and operational structure, particularly the transfer of operations to subsidiaries, require
significant time and resources to implement and create operational, capital, liquidity, funding and tax
inefficiencies. In addition, they may increase UBS's aggregate credit exposure to counterparties as they
transact with multiple entities within the UBS Group, expose UBS's businesses to local capital, liquidity and
funding requirements, and potentially give rise to client and counterparty concerns about the credit quality of
individual subsidiaries. Such changes could also negatively affect UBS's funding model, limit its operational
flexibility and negatively affect its ability to benefit from synergies between business units.

In the US, UBS has incurred substantial costs for implementing a compliance and monitoring framework in
connection with the Volcker Rule under the Dodd-Frank Act. It has also been required to modify its business
activities both inside and outside the US to conform to its activity limitations. The Volcker Rule may also have
a substantial impact on market liquidity and the economics of market-making activities. UBS may incur
additional costs in the short term if aspects of the Volcker Rule are repealed or modified. It may become
subject to other similar regulations substantively limiting the types of activities in which it may engage or the
way it conducts its operations. If adopted as proposed, the rule on single counterparty risk proposed by the
US Federal Reserve Board may affect how UBS conducts its operations in the US, including its use of other
financial firms for payments and securities clearing services and as transactional counterparties.

Resolvability and resolution and recovery planning

Under the Swiss TBTF framework, and similar requirements in other jurisdictions, UBS is required to put in
place viable emergency plans to preserve the operation of systemically important functions in the event of a
failure, to the extent that such activities are not sufficiently separated in advance. If UBS adopts measures to
reduce resolvability risk beyond what is legally required, it is eligible for a limited rebate on the gone concern
requirements. Such actions include changes to the legal structure of a bank group, such as the creation of
separate legal entities, in a manner that would insulate parts of the group to exposure from risks arising from
other parts of the group, thereby making it easier to dispose of certain parts of the group in a recovery
scenario, to liquidate or dispose of certain parts of the group in a resolution scenario or to execute a debt
bail-in. Additionally, if a recovery or resolution plan that UBS is required to produce in a jurisdiction is
determined by the relevant authority to be inadequate or not credible, relevant regulation may permit the
authority to place limitations on the scope or size of its business in that jurisdiction, oblige UBS to hold higher
amounts of capital or liquidity, or to change UBS's legal structure or business in order to remove the relevant
impediments to resolution.
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The Swiss Banking Act and implementing ordinances provide FINMA with significant powers to intervene in
order to prevent a failure of, or to resolve, a failing financial institution. FINMA has considerable discretion in
determining whether, when, or in what manner to exercise such powers. In case of a threatened insolvency,
FINMA may impose more onerous requirements on UBS, including restrictions on the payment of dividends
and interest. FINMA could also require UBS, directly or indirectly, for example, to alter its legal structure,
including by separating lines of business into dedicated entities, with limitations on intra-group funding and
certain guarantees, or to further reduce business risk levels in some manner. FINMA also has the ability to
write down or convert into common equity the capital instruments and other liabilities of UBS Group AG, UBS
AG and UBS Switzerland AG in connection with a resolution. Refer to "/f UBS experiences financial
difficulties, FINMA has the power to open resolution or liquidation proceedings or impose protective
measures in relation to UBS Group AG, UBS AG or UBS Switzerland AG, and such proceedings or measures
may have a material adverse effect on UBS's shareholders and creditors" below.

Market regulation

The implementation by the G20 countries of the commitment to require all standardised over-the-counter
("OTC") derivative contracts to be traded on exchanges or trading facilities and cleared through central
counterparties has had and will continue to have a significant effect on UBS's OTC derivatives business, which
is conducted primarily in the Investment Bank. These market changes are likely to reduce the revenue
potential of certain lines of business for market participants generally, and UBS may be adversely affected. 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. Also, these laws may have a material impact on the market
infrastructure that UBS uses, available platforms, collateral management and the way UBS interacts with
clients, and may cause UBS to incur material implementation costs. Margin requirements for non-cleared OTC
derivatives will require significant changes to collateral agreements with counterparties and UBS's clients'
operational processes. In some jurisdictions implementation is ongoing, while rule-making and
implementation are delayed in others. This may result in market dislocation, disruption of cross-border
trading, and concentration of counterparty trading. It also affects UBS's ability to implement the required
changes and may limit its ability to transact with clients.

Some of the regulations applicable to UBS AG as a registered swap dealer with the Commodity Futures
Trading Commission ("CFTC") in the US, and certain regulations that will be applicable when UBS AG
registers as a security-based swap dealer with the SEC, apply to UBS AG globally, including those relating to
swap data reporting, recordkeeping, compliance and supervision. As a result, in some cases US rules will likely
duplicate or conflict with legal requirements applicable to UBS elsewhere, including in Switzerland, and may
place UBS at a competitive disadvantage to firms that are not required to register in the US with the SEC or
CFTC.

In many instances, UBS provides services on a cross-border basis, and it is therefore sensitive to barriers
restricting market access for third-country firms. In particular, efforts in the EU to harmonise 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. In addition, a number of
jurisdictions are increasingly regulating cross-border activities based on determinations of equivalence of
home country regulation, substituted compliance or similar principles of comity. A negative determination
could limit UBS's access to the market in those jurisdictions and may negatively influence its ability to act as a
global firm. In addition, as such determinations are typically applied on a jurisdictional level rather than on an
entity level, UBS will generally need to rely on jurisdictions’ willingness to collaborate.

If UBS is unable to maintain its capital strength, this may adversely affect its ability to execute its strategy,
client franchise and competitive position

Maintaining its capital strength is a key component of UBS's strategy. It enables UBS to support the growth of
its businesses as well as to meet potential regulatory changes in capital requirements. It provides comfort to
its stakeholders, forms the basis for its capital return policy, and contributes to its credit ratings. UBS's capital
ratios are determined primarily by RWA, eligible capital and leverage ratio denominator ("LRD"), all of which
may fluctuate based on a number of factors, some of which are outside UBS's control.

UBS's eligible capital may be reduced by losses recognised within net profit or other comprehensive income.
Eligible capital may also be reduced for other reasons, including certain reductions in the ratings of
securitisation exposures, acquisitions and divestments changing the level of goodwill, adverse currency
movements affecting the value of equity, prudential adjustments that may be required due to the valuation
uncertainty associated with certain types of positions, and changes in the value of certain pension fund assets
and liabilities or in the interest rate and other assumptions used to calculate the changes in UBS's net defined
benefit obligation recognised in other comprehensive income.
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RWA are driven by UBS's business activities, by changes in the risk profile of its exposures, changes in its
foreign currency exposures and foreign exchange rates and by regulation. For instance, substantial market
volatility, a widening of credit spreads, which is a major driver of UBS's value-at-risk, adverse currency
movements, increased counterparty risk, deterioration in the economic environment, or increased operational
risk could result in a rise in RWA. UBS has significantly reduced its market risk and credit risk RWA in recent
years. However, increases in operational risk RWA, particularly those arising from litigation, regulatory and
similar matters, and regulatory changes in the calculation of RWA and regulatory add-ons to RWA have offset
a substantial portion of this reduction. Changes in the calculation of RWA, or, as discussed above, the
imposition of additional supplemental RWA charges or multipliers applied to certain exposures, or the
imposition of an RWA floor based on the standardised approach or other methodology changes could
substantially increase UBS's RWA. In addition, UBS may not be successful in its plans to further reduce RWA,
either because it is unable to carry out fully the actions it has planned or because other business or regulatory
developments or actions counteract the effects of its actions.

UBS is also subject to significantly higher leverage ratio-based capital and TLAC requirements under the
revised Swiss Capital Adequacy Ordinance. The leverage ratio is a simple balance sheet measure and
therefore limits balance sheet-intensive activities, such as lending, more than activities that are less balance
sheet intensive, and it may constrain UBS's business activities even if UBS satisfies other risk-based capital
requirements. UBS's leverage ratio denominator is driven by, among other things, the level of client activity,
including deposits and loans, foreign exchange rates, interest rates and other market factors. Many of these
factors are wholly or partially outside UBS's control.

UBS may not be successful in the ongoing execution of its strategic plans

In October 2012, UBS announced a significant acceleration in the implementation of its strategy. The strategy
included transforming UBS's Investment Bank to focus it on its traditional strengths, very significantly
reducing RWA and further strengthening UBS's capital position, and significantly reducing costs and
improving efficiency. UBS also set targets and expectations for its performance. It has substantially completed
the transformation of its business. However, the risk remains that it may not succeed in executing the rest of
its plans, or may need to delay them, that market events or other factors may adversely affect their
implementation or that their effects may differ from those intended. Macroeconomic conditions, geopolitical
uncertainty, the changes to the Swiss TBTF framework and the continuing costs of meeting new regulatory
requirements have prompted UBS to adapt its targets and expectations in the past and UBS may need to do
so again in the future.

UBS has substantially reduced the RWA and LRD usage of its Corporate Center - Non-core and Legacy
Portfolio positions, but there is no assurance that it will continue to be able to exit the remaining positions as
quickly as its plans suggest or that it will not incur significant losses in doing so. The continued illiquidity and
complexity of many of UBS's legacy risk positions in particular could make it difficult to sell or otherwise exit
these positions and reduce the RWA and LRD usage associated with these exposures.

As part of its strategy, UBS also has a programme underway to achieve significant incremental cost
reductions, but a number of factors could negatively affect its plans. Higher permanent regulatory costs and
business demand than it had originally anticipated have partly offset UBS's gross cost reductions and delayed
the achievement of cost reduction targets in the past, and UBS could continue to be challenged in the
execution of its ongoing plans. Moreover, as is often the case with major effectiveness and efficiency
programs, cost reduction plans involve significant risks, including that restructuring costs may be higher and
may be recognised sooner than projected, that UBS may not be able to identify feasible cost reduction
opportunities that are also consistent with its business goals, and that cost reductions may be realised later or
may be less than UBS anticipates. Changes in UBS's workforce as a result of outsourcing, nearshoring or
offshoring or staff reductions may introduce new operational risks that, if not effectively addressed could
affect UBS's ability to recognise the desired cost and other benefits from such changes or could result in
operational losses. Such changes can also lead to expenses recognised in the income statement well in
advance of the cost savings intended to be achieved through such workforce strategy, for example, if
provisions for real estate lease contracts need to be recognised or when, in connection with the closure or
disposal of non-profitable operations, foreign currency translation losses previously recorded in other
comprehensive income are reclassified to the income statement.

As UBS implements its effectiveness and efficiency programs, it may also experience unintended
consequences, such as the loss or degradation of capabilities that it needs in order to maintain its competitive
position, achieve its targeted returns or meet existing or new regulatory requirements and expectations.
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Material legal and regulatory risks arise in the conduct of UBS's business

As a global financial services firm operating in more than 50 countries, UBS is subject to many different legal,
tax and regulatory regimes and it is subject to extensive regulatory oversight and exposed to significant
liability risk. UBS is subject to a large number of claims, disputes, legal proceedings and government
investigations, and it expects that its ongoing business activities will continue to give rise to such matters in
the future. The extent of UBS's financial exposure to these and other matters is material and could
substantially exceed the level of provisions that UBS has established. UBS is not able to predict the financial
and non-financial consequences these matters may have when resolved. Resolution of regulatory proceedings
may require UBS to obtain waivers of regulatory disqualifications to maintain certain operations, may entitle
regulatory authorities to limit, suspend or terminate licenses and regulatory authorisations, and may permit
financial market utilities to limit, suspend or terminate UBS's participation in such utilities. Failure to obtain
such waivers, or any limitation, suspension or termination of licenses, authorisations or participations, could
have material consequences for UBS.

UBS's settlements with governmental authorities in connection with foreign exchange, LIBOR and benchmark
interest rates starkly illustrate the significantly increased level of financial and reputational risk now associated
with regulatory matters in major jurisdictions. In December 2012, UBS announced settlements totalling
approximately CHF 1.4 billion in fines by and disgorgements to US, UK and Swiss authorities. UBS entered
into a non-prosecution agreement ("NPA") with the US Department of Justice ("DOJ"), and UBS Securities
Japan Co. Ltd. pleaded guilty to one count of wire fraud relating to the manipulation of certain benchmark
interest rates. In May 2015, the DOJ exercised its discretion to terminate the NPA based on its determination
that certain UBS employees had committed a US crime related to foreign exchange matters. As a
consequence, UBS AG has pleaded guilty to one count of wire fraud for conduct in the LIBOR matter, and
paid a USD 203 million fine and is subject to a three-year term of probation. The very large fines and
disgorgement amounts were assessed against UBS, and UBS was required to enter guilty pleas, despite its full
cooperation with the authorities in the investigations, and despite its receipt of conditional leniency or
conditional immunity from antitrust authorities in a number of jurisdictions, including the US and Switzerland.
UBS understands that, in determining the consequences for UBS, the authorities considered the fact that it
had in the recent past been determined that UBS had engaged in serious misconduct in several other matters.

Ever since its material losses arising from the 2007 - 2009 financial crisis, UBS has been subject to a very high
level of regulatory scrutiny and to certain regulatory measures that constrain its strategic flexibility. While UBS
believes that it has remediated the deficiencies that led to those losses as well as to the unauthorised trading
incident announced in September 2011, the effects on its reputation and relationships with regulatory
authorities of the LIBOR-related settlements of 2012 and settlements with some regulators of matters related
to UBS's foreign exchange and precious metals business, have proven to be more difficult to overcome. UBS
is in active dialogue with its regulators concerning the actions that it is taking to improve its operational risk
management and control framework, but there can be no assurance that its efforts will have the desired
effects. As a result of this history, UBS's level of risk with respect to regulatory enforcement may be greater
than that of some of its peers.

Operational risks affect UBS's business

UBS's businesses depend on its ability to process a large number of transactions, many of which are complex,
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,
unauthorised, fictitious or fraudulent transactions. UBS also relies on access to, and on the functioning of,
systems maintained by third parties, including clearing systems, exchanges, information processors and
central counterparties. Failure of its or third-party systems could have an adverse effect on UBS. UBS's
operational risk management and control systems and processes are designed to help ensure that the risks
associated with its activities, including those arising from process error, failed execution, misconduct,
unauthorised trading, fraud, system failures, financial crime, cyberattacks, breaches of information security
and failure of security and physical protection, are appropriately controlled. If UBS's internal controls fail or
prove ineffective in identifying and remedying these risks, UBS could suffer operational failures that might
result in material losses, such as the loss from the unauthorised trading incident announced in September
2011.

UBS and other financial services firms have been subject to breaches of security and to cyber and other forms
of attack, some of which are sophisticated and targeted attacks intended to gain access to confidential
information or systems, disrupt service or destroy data. It is possible that UBS may not be able to anticipate,
detect or recognise threats to its systems or data or that its preventative measures will not be effective to
prevent an attack or a security breach. A successful breach or circumvention of security of UBS's systems or
data could have significant negative consequences for UBS, including disruption of its operations,
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misappropriation of confidential information concerning UBS or its customers, damage to its systems,
financial losses for UBS or its customers, violations of data privacy and similar laws, litigation exposure and
damage to UBS's reputation.

A major focus of US and other countries’ governmental policies relating to financial institutions in recent
years has been fighting money laundering and terrorist financing. UBS is required to maintain effective
policies, procedures and controls to detect, prevent and report money laundering and terrorist financing, and
to verify the identity of its clients. It is also subject to laws and regulations related to corrupt and illegal
payments to government officials by others, such as the US Foreign Corrupt Practices Act and the UK Bribery
Act. UBS has implemented policies, procedures and internal controls that are designed to comply with such
laws and regulations. Failure to maintain and implement adequate programs to combat money laundering,
terrorist financing or corruption, or any failure of UBS's programs in these areas, could have serious
consequences both from legal enforcement action and from damage to UBS's reputation.

As a result of new and changed regulatory requirements and the changes UBS has made in its legal structure
to meet regulatory requirements and improve its resolvability, the volume, frequency and complexity of UBS's
regulatory and other reporting has significantly increased. Regulators have also significantly increased
expectations for UBS's internal reporting and data aggregation. UBS has incurred and continues to incur
significant costs to implement infrastructure to meet these requirements. Failure to timely and accurately
meet external reporting requirements or to meet regulatory expectations for internal reporting could result in
enforcement action or other adverse consequences for UBS.

Certain types of operational control weaknesses and failures could also adversely affect UBS's ability to
prepare and publish accurate and timely financial reports. Following the unauthorised trading incident
announced in September 2011, management determined that UBS had a material weakness in its internal
control over financial reporting as of the end of 2010 and 2011, although this did not affect the reliability of
its financial statements for either year.

In addition, despite the contingency plans UBS has in place, its ability to conduct business may be adversely
affected by a disruption in the infrastructure that supports its businesses and the communities in which it 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 it
conducts business.

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

UBS's reputation is critical to the success of its strategic plans, business and prospects. Reputational damage
is difficult to reverse, and improvements tend to be slow and difficult to measure. UBS's very large losses
during the financial crisis, the investigations into its cross-border private banking services to US private clients
and the settlements entered into with US authorities with respect to this 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 its asset-gathering businesses, and contributed to UBS's loss of, and difficulty in attracting, staff
in 2008 and 2009. These developments had short-term and also more lasting adverse effects on UBS's
financial performance, and UBS recognised that restoring its reputation would be essential to maintaining its
relationships with clients, investors, regulators and the general public, as well as with its employees. The
unauthorised trading incident announced in September 2011 and UBS's involvement in the LIBOR matter and
investigations relating to its foreign exchange and precious metals business have 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 its ability to achieve its strategic goals and financial targets.

Performance in the financial services industry is affected by market conditions and the macroeconomic
climate

UBS's businesses are materially affected by market and economic conditions. Adverse changes in interest
rates, credit spreads, securities' prices, market volatility and liquidity, foreign exchange rates, commodity
prices, and other market fluctuations, as well as changes in investor sentiment, can affect UBS's earnings and
ultimately its financial and capital positions.

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, acts of violence, war or terrorism. Macroeconomic and political developments can
have unpredictable and destabilising effects and, because financial markets are global and highly
interconnected, even local and regional events can have widespread impact well beyond the countries in
which they occur. UBS is closely monitoring developments in Europe following the UK referendum on EU
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membership, with potential adverse consequences for the UK economy and for the recovery of a weak EU
economy. Moreover, 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
eurozone), UBS could suffer losses from enforced default by counterparties, be unable to access its own
assets, and / or be impeded in, or prevented from, managing its risks.

UBS could be materially affected if a crisis develops, regionally or globally, as a result of disruptions in
emerging markets or developed markets that are susceptible to macroeconomic and political developments,
or as a result of the failure of a major market participant. UBS's strategic plans depend more heavily on its
ability to generate growth and revenue in emerging markets, including China, causing UBS to be more
exposed to the risks associated with such markets. The binding scenario UBS uses in its combined stress test
framework reflects these aspects, and assumes a hard landing in China leading to severe contagion of Asian
and emerging markets economies and at the same time multiple debt restructurings in Europe, related direct
losses for European banks and fear of a eurozone breakup severely affecting developed markets such as
Switzerland, the UK and the US.

UBS has material exposures to a number of markets, and the regional balance of its business mix also exposes
UBS to risk. UBS's Investment Bank's Equities business, for example, is more heavily weighted to Europe and
Asia, and within this business its derivatives business is more heavily weighted to structured products for
wealth management clients, in particular with European and Asian underlyings. Turbulence in these markets
can therefore affect UBS more than other financial service providers.

A decrease in business and client activity and market volumes, for example, as a result of significant market
volatility, adversely affects transaction fees, commissions and margins, particularly in UBS's wealth
management businesses and in the Investment Bank, as UBS experienced in 2016. A market downturn is
likely to reduce the volume and valuations of assets that UBS manages on behalf of clients, reducing its asset
and performance-based fees, and could also cause a decline in the value of assets that UBS owns and
accounts for as investments or trading positions. On the other hand, reduced market liquidity or volatility limit
trading opportunities and impede UBS's ability to manage risks, impacting both trading income and
performance-based fees.

Credit risk is an integral part of many of UBS's activities, including lending, underwriting and derivatives
activities. Worsening economic conditions and adverse market developments could lead to impairments and
defaults on credit exposures and on UBS's trading and investment positions. Losses may be exacerbated by
declines in the value of collateral UBS holds. UBS is exposed to credit risk in activities, such as its prime
brokerage, reverse repurchase and Lombard lending, as the value or liquidity of the assets against which UBS
provides financing may decline rapidly. Macroeconomic developments, such as the continuing strength of the
Swiss franc and its effect on Swiss exports, the adoption of negative interest rates by the Swiss National Bank
or other central banks or any return of crisis conditions within the eurozone or the EU, and the potential
implications of the decision in Switzerland to reinstate immigration quotas for EU and European Economic
Area citizens, could also adversely affect the Swiss economy, UBS's business in Switzerland in general and, in
particular, UBS's Swiss mortgage and corporate loan portfolios.

The aforementioned developments have in the past affected, and could materially affect, the financial
performance of business divisions and of UBS as a whole including through impairment of goodwill and the
adjustment of deferred tax asset levels.

UK withdrawal from the EU

On 29 March 2017, the UK prime minister formally notified the European Council of the UK’s intention to
withdraw from the EU under Article 50 of the Treaty on European Union. This has triggered a two-year
period during which the UK will negotiate its withdrawal agreement with the EU. It is currently expected that
the UK will formally leave the EU in March 2019. The nature of the UK'’s future relationship with the EU
remains unclear. Any future limitations on providing financial services from UBS's UK operations into the EU
that could arise following the UK's exit from the EU may require UBS to implement potentially significant
changes to its operations in the UK and its legal entity structure. UBS is evaluating the potential effects of a
UK exit from the EU and potential mitigating actions, although the effects and actions may vary considerably
depending on the timing of withdrawal and the nature of any transition or successor agreements with the
EU.

UBS may not be successful in implementing changes in its wealth management businesses to meet changing
market, regulatory and other conditions

UBS's wealth and asset management businesses operate in an environment of increasing regulatory scrutiny
and changing standards also with respect to fiduciary and other standards of care and the focus on
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mitigating or eliminating conflicts of interest between a manager or advisor and the client, which require
effective implementation across the global systems and processes of investment managers and other industry
participants. For example, the US Department of Labor has adopted a rule expanding the definition of
"fiduciary" under the Employee Retirement Income Security Act ("ERISA"), which required UBS to implement
changes to its compensation programs for Wealth Management Americas financial advisors in relation to
retirement plan accounts as well as to the product offerings for these plans. UBS will likely be required to
materially change business processes, policies and the terms on which it interacts with these clients in order
to comply with these and related implementation rules when they become effective.

UBS is exposed to possible outflows of client assets in its asset-gathering businesses and to changes affecting
the profitability of its wealth management businesses and it may not be successful in implementing the
business changes needed to address them.

UBS experienced substantial net outflows of client assets in its 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, damage to its reputation, the loss of client advisors, difficulty in recruiting qualified client
advisors and tax, legal and regulatory developments concerning UBS's cross-border private banking business.
Many of these factors have been successfully addressed. However, long-term changes affecting the cross-
border private banking business model will continue to affect client flows in the wealth management
businesses for an extended period of time.

UBS has experienced cross-border outflows over a number of years as a result of heightened focus by fiscal
authorities on cross-border investment and fiscal amnesty programmes, in anticipation of the implementation
in Switzerland of the global automatic exchange of tax information, and as a result of the measures UBS has
implemented in response to these changes. Further changes in local tax laws or regulations and their
enforcement, the implementation of cross-border tax information exchange regimes, national tax amnesty or
enforcement programs or similar actions may affect UBS's clients' ability or willingness to do business with
UBS and result in additional cross-border outflows.

In recent years, UBS's Wealth Management net new money inflows have come predominantly from clients in
Asia Pacific and in the ultra high net worth segment globally. Over time, inflows from these lower-margin
segments and markets have been replacing outflows from higher-margin segments and markets, in particular
cross-border clients. This dynamic, combined with changes in client product preferences as a result of which
low-margin products account for a larger share of UBS's revenues than in the past, has put downward
pressure on UBS's Wealth Management’s margins.

Initiatives that UBS may implement to overcome the effects of changes in the business environment on its
profitability, balance sheet and capital positions give no assurance that UBS will be able to counteract those
effects and may cause net new money outflows and reductions in client deposits, as happened with UBS's
balance sheet and capital optimisation programme in 2015. In addition, UBS has made changes to its
business offerings and pricing practices in line with the Swiss Supreme Court case concerning retrocessions
and other industry developments. These changes may adversely affect UBS's margins on these products, and
UBS's current offering may be less attractive to clients than the products it replaces. There is no assurance
that UBS will be successful in its efforts to offset the adverse effect of these or similar trends and
developments.

UBS may be unable to identify or capture revenue or competitive opportunities, or retain and attract qualified
employees

The financial services industry is characterised by intense competition, continuous innovation, restrictive,
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. Its competitive strength
and market position could be eroded if UBS is unable to identify market trends and developments, does not
respond to them by devising and implementing adequate business strategies, adequately developing or
updating its technology, particularly in trading businesses, and its digital channels and tools, or is unable to
attract or retain the qualified people needed to carry them out.

The amount and structure of UBS's employee compensation is affected not only by its business results but
also by competitive factors and regulatory considerations.

In recent years, in response to the demands of various stakeholders, including regulatory authorities and
shareholders, and in order to better align the interests of UBS's staff with those of other stakeholders, UBS
has made changes to the terms of compensation awards. Among other things, UBS has introduced individual
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caps on the proportion of fixed to variable pay for the Group Executive Board members, as well as certain
other employees. UBS has increased average deferral periods for stock awards, expanded forfeiture
provisions, and, to a more limited extent, introduced claw-back provisions for certain awards linked to
business performance.

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. The loss of key staff and the inability to attract qualified
replacements, depending on which and how many roles are affected, could seriously compromise UBS's
ability to execute its strategy and to successfully improve its operating and control environment and may
affect its business performance.

UBS depends on its risk management and control processes to avoid or limit potential losses in its businesses
Controlled risk-taking is a major part of the business of a financial services firm. 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 its 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 its risk measures and systems. The deterioration
of financial markets since the beginning of the crisis was extremely severe by historical standards. 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 crisis. Moreover, stress loss and
concentration controls and the dimensions in which UBS aggregated risk to identify potentially highly
correlated exposures proved to be inadequate. As a result, UBS recorded substantial losses on fixed income
trading positions, particularly in 2008 and 2009. Notwithstanding the steps it has taken to strengthen its risk
management and control framework, UBS could suffer further losses in the future if, for example:

a) it does not fully identify the risks in its portfolio, in particular risk concentrations and correlated risks;

b) its assessment of the risks identified or its response to negative trends proves to be untimely,
inadequate, insufficient or incorrect;

) 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 resulting environment is, therefore, affected;

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

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

UBS holds positions related to real estate in various countries, and could suffer losses on these positions.
These positions include a substantial Swiss mortgage portfolio. Although management believes that this
portfolio is 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 continues to hold substantial legacy risk positions, primarily in Corporate Center -
Non-core and Legacy Portfolio. They remain illiquid in many cases, and UBS continues to be exposed to the
risk that they may again deteriorate in value.

UBS also manages risk on behalf of its clients in its asset and wealth management businesses. The
performance of assets UBS holds for its clients in these activities could be adversely affected by the same
factors mentioned above. 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.

Investment positions, such as equity investments made as 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 effect on UBS's earnings.
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Liquidity and funding management are critical to UBS's ongoing performance

The viability of UBS's business depends on the availability of funding sources, and its success depends on its
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. 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 substantial part of UBS's liquidity and funding requirements
is met using short-term unsecured funding sources, including retail and wholesale deposits and the regular
issuance of money market securities. A change in the availability of short-term funding could occur quickly.

Moreover, more stringent capital and liquidity and funding requirements will likely lead to increased
competition for both secured funding and deposits as a stable source of funding, and to higher funding
costs. The addition of loss-absorbing debt as a component of capital requirements, the regulatory
requirements to maintain minimum TLAC at holding company level and / or at subsidiaries level, as well as
the power of resolution authorities to bail in TLAC and other debt obligations, and uncertainty as to how
such powers will be exercised, will increase UBS's cost of funding and could potentially increase the total
amount of funding required absent other changes in UBS's business.

Reductions in UBS's credit ratings may adversely affect the market value of the securities and other
obligations and 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 in
connection with Moody’s downgrade of UBS's long-term rating in June 2012, rating downgrades can require
UBS to post additional collateral or make additional cash payments under master trading agreements relating
to its derivatives businesses. UBS's credit ratings, together with its capital strength and reputation, also
contribute to maintaining client and counterparty confidence and it is possible that rating changes could
influence the performance of some of UBS's businesses.

UBS's financial results may be negatively affected by changes to assumptions and valuations, as well as
changes to accounting standards

UBS prepares its consolidated financial statements in accordance with IFRS. The application of these
accounting standards requires the use of judgment based on estimates and assumptions that may involve
significant uncertainty at the time they are made. This is the case, for example, with respect to the
measurement of fair value of financial instruments, the recognition of deferred tax assets, or the assessment
of the impairment of goodwill. Such judgments, including the underlying estimates and assumptions, which
encompass historical experience, expectations of the future and other factors are regularly evaluated to
determine their continuing relevance based on current conditions. Using different assumptions could cause
the reported results to differ. Changes in assumptions, or failure to make the changes necessary to reflect
evolving market conditions, may have a significant effect on the financial statements in the periods when
changes occur. Moreover, if the estimates and assumptions in future periods deviate from the current
outlook, UBS's financial results may also be negatively affected.

Changes to IFRS or interpretations thereof, may cause UBS future reported results and financial position to
differ from current expectations, or historical results to differ from those previously reported due to the
adoption of accounting standards on a retrospective basis. Such changes may also affect UBS's regulatory
capital and ratios. Currently, there are a number of issued but not yet effective IFRS changes, as well as
potential IFRS changes, some of which could be expected to affect UBS's reported results, financial position
and regulatory capital in the future. For example, IFRS 9, when fully adopted, will require UBS to record loans
at inception net of expected losses instead of recording credit losses on an incurred loss basis and is generally
expected to result in an increase in recognised credit loss allowances.

The effect of taxes on UBS's financial results is significantly influenced by reassessments of its deferred tax
assets

UBS's effective tax rate is highly sensitive both to its performance and its expectation of future profitability.
Based on prior years’ tax losses, UBS has recognised deferred tax assets ("DTAs") reflecting the probable
recoverable level based on future taxable profit as informed by its business plans. If UBS's performance is
expected to produce diminished taxable profit in future years, particularly in the US or the UK, UBS may be
required to write down all or a portion of the currently recognised DTAs through its income statement. This
would have the effect of increasing its effective tax rate in the year in which any write-downs are taken.
Conversely, if its performance is expected to improve, particularly in the US or the UK, UBS could potentially
recognise additional DTAs as a result of that assessment. The effect of doing so would be to significantly
reduce UBS's effective tax rate in years in which additional DTAs are recognised and to increase the effective
tax rate in future years. UBS generally revalues its deferred tax assets in the second half of the financial year
based on a reassessment of future profitability taking into account updated business plan forecasts. UBS's
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results in recent periods have demonstrated that changes in the recognition of DTAs can have a very
significant effect on its reported results.

UBS's full-year effective tax rate could also change if aggregate tax expenses in respect of profits from
branches and subsidiaries without loss coverage differ from what is expected, or in case of changes to the
forecast period used for DTA recognition purposes as part of the aforementioned reassessment of future
profitability. Moreover, tax laws or the tax authorities in countries where UBS has undertaken legal structure
changes may prevent the transfer of tax losses incurred in one legal entity to newly organised or reorganised
subsidiaries or affiliates or may impose limitations on the utilisation of tax losses that relate to businesses
formerly conducted by the transferor. Were this to occur in situations where there were also limited planning
opportunities to utilise the tax losses in the originating entity, the DTAs associated with such tax losses could
be written down through the income statement.

UBS's effective tax rate is also sensitive to any future reductions in statutory tax rates, particularly in the US
and Switzerland, which would cause the expected future tax benefit from items such as tax loss carry-
forwards in the affected locations to diminish in value. This in turn would cause a write-down of the
associated DTAs. For example, for every percentage point reduction in the US federal corporate income tax
rate, UBS would expect a CHF 0.2 billion decrease in the Group's 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.

UBS's stated capital returns objective is based, in part, on capital ratios that are subject to regulatory change
and may fluctuate significantly

UBS's capital return policy envisages total capital returns to shareholders of at least 50% of net profit
attributable to shareholders, provided that UBS maintains a fully applied CET1 capital ratio of at least 13%
and consistent with UBS's objective of maintaining a post-stress fully applied CET1 capital ratio of at least
10%.

UBS's ability to maintain a fully applied CET1 capital ratio of at least 13% is subject to numerous risks,
including the financial results of its businesses, the effect of changes to capital standards such as those
recently introduced in Switzerland, methodologies and interpretation that may adversely affect the calculation
of its fully applied CET1 capital ratio, the imposition of risk add-ons or capital buffers, and the application of
additional capital, liquidity and similar requirements to subsidiaries. Refer to the discussion of these risks
earlier in this section and in particular to “ Continuing low or negative interest rates may have a detrimental
effect on UBS's capital strength, liquidity and funding position, and profitability’ above for more information
on the effect on capital of changes to pension plan defined benefit obligations.

To calculate UBS's post-stress CET1 capital ratio, UBS forecasts capital one year ahead based on internal
projections of earnings, expenses, distributions to shareholders and other factors affecting CET1 capital,
including its net defined benefit plan assets and liabilities. UBS also forecasts one-year developments in RWA.
It adjusts these forecasts based on assumptions as to how they may change as a result of a severe stress
event. It then further deducts from capital the stress loss estimated using its combined stress test ("CST")
framework.

UBS's CST framework relies on various risk exposure measurement methodologies, which are predominantly
proprietary, on UBS's selection and definition of potential stress scenarios and on its assumptions regarding
estimates of changes in a wide range of macroeconomic variables and certain idiosyncratic events for each of
those scenarios. UBS periodically reviews these methodologies. Assumptions are also subject to periodic
review and change on a regular basis. UBS's risk exposure measurement methodologies may change in
response to developing market practice and enhancements to its own risk control environment, and input
parameters for models may change due to changes in positions, market parameters and other factors.

UBS's stress scenarios, the events comprising a scenario and the assumed shocks and market and economic
consequences applied in each scenario are subject to periodic review and change. UBS's business plans and
forecasts are subject to inherent uncertainty, its choice of stress test scenarios and the market and
macroeconomic assumptions used in each scenario are based on judgments and assumptions about possible
future events. UBS's risk exposure measurement methodologies are subject to inherent limitations, rely on
numerous assumptions as well as on data which may have inherent limitations. In particular, certain data is
not available on a monthly basis and UBS may therefore rely on prior-month or prior-quarter data as an
estimate. Changes to UBS's results, business plans and forecasts, in the assumptions used to reflect the effect
of a stress event on its business forecasts or in the results of its CST, could have a material effect on its stress
scenario results and on the calculation of its post-stress fully applied CET1 capital ratio. In assessing whether
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UBS's post-stress fully applied CET1 capital ratio objective has been met at any time, UBS may consider both
the current ratio and its expectation as to its future developments.

UBS AG's operating results, financial condition and ability to pay its obligations in the future may be affected
by funding, dividends and other distributions received from UBS Switzerland AG, UBS Americas Holding LLC,
UBS Limited and other subsidiaries, which may be subject to restrictions

UBS AG's ability to pay its obligations in the future may be affected by the level of funding, dividends and
other distributions, if any, received from UBS Switzerland AG and other subsidiaries. The ability of such
subsidiaries to make loans or distributions, directly or indirectly, to UBS AG may be restricted as a result of
several factors, including restrictions in financing agreements and the requirements of applicable law and
regulatory, fiscal or other restrictions. In particular, UBS AG’s direct and indirect subsidiaries, including UBS
Switzerland AG, UBS Limited and UBS Americas Holding LLC, are subject to laws and regulations that restrict
dividend payments, authorise regulatory bodies to block or reduce the flow of funds from those subsidiaries
to UBS AG, could impact their ability to repay any loans made to, or other investments in, such subsidiary by
UBS AG or another member of the Group, or limit or prohibit transactions with affiliates, and could be
subject to additional restrictions in the future. Restrictions and regulatory actions of this kind could impede
access to funds that UBS AG may need to make payments. In addition, UBS AG's right to participate in a
distribution of assets upon a subsidiary’s liquidation or reorganisation is subject to all prior claims of the
subsidiary’s creditors.

Furthermore, UBS AG may guarantee some of the payment obligations of certain of its subsidiaries from time
to time. These guarantees may require UBS AG to provide substantial funds or assets to subsidiaries or their
creditors or counterparties at a time when UBS AG is in need of liquidity to fund its own obligations.

If UBS experiences financial difficulties, FINMA has the power to open resolution or liquidation proceedings or
impose protective measures in relation to UBS Group AG, UBS AG or UBS Switzerland AG, and such
proceedings or measures may have a material adverse effect on UBS's shareholders and creditors

Under the Swiss Banking Act, FINMA is able to exercise broad statutory powers with respect to Swiss banks
and Swiss parent companies of financial groups, such as UBS AG, UBS Group AG and UBS Switzerland AG, if
there is justified concern that the entity is over-indebted, has serious liquidity problems or, after the expiration
of any relevant deadline, no longer fulfils capital adequacy requirements. Such powers include ordering
protective measures, instituting restructuring proceedings (and exercising any Swiss resolution powers in
connection therewith), and instituting liquidation proceedings, all of which may have a material adverse
effect on shareholders and creditors or may prevent UBS Group AG, UBS AG or UBS Switzerland AG from
paying dividends or making payments on debt obligations.

Protective measures may include, but are not limited to, certain measures that could require or result in a
moratorium on, or the deferment of, payments. UBS would have limited ability to challenge any such
protective measures, and creditors would have no right under Swiss law or in Swiss courts to reject them,
seek their suspension, or challenge their imposition, including measures that require or result in the
deferment of payments.

If restructuring proceedings are opened with respect to UBS Group AG, UBS AG or UBS Switzerland AG, the
resolution powers that FINMA may exercise include the power to (i) transfer all or some of the assets, debt
and other liabilities, and contracts of the entity subject to proceedings to another entity, (ii) stay for a
maximum of two business days the termination of, or the exercise of rights to terminate, netting rights, rights
to enforce or dispose of certain types of collateral or rights to transfer claims, liabilities or certain collateral,
under contracts to which the entity subject to proceedings is a party, and / or (iii) partially or fully write down
the equity capital and, if such equity capital is fully written down, convert into equity or write down the
capital and other debt instruments of the entity subject to proceedings. Shareholders and creditors would
have no right to reject, or to seek the suspension of, any restructuring plan pursuant to which such resolution
powers are exercised. They would have only limited rights to challenge any decision to exercise resolution
powers or to have that decision reviewed by a judicial or administrative process or otherwise.

Upon full or partial write-down of the equity and of the debt of the entity subject to restructuring
proceedings, the relevant shareholders and creditors would receive no payment in respect of the equity and
debt that is written down, the write-down would be permanent, and the investors would not, at such time or
at any time thereafter, receive any shares or other participation rights, or be entitled to any write-up or any
other compensation in the event of a potential recovery of the debtor. If FINMA orders the conversion of debt
of the entity subject to restructuring proceedings into equity, the securities received by the investors may be
worth significantly less than the original debt and may have a significantly different risk profile, and such
conversion would also dilute the ownership of existing shareholders. In addition, creditors receiving equity
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would be effectively subordinated to all creditors in the event of a subsequent winding up, liquidation or
dissolution of the entity subject to restructuring proceedings, which would increase the risk that investors
would lose all or some of their investment.

FINMA has broad powers and significant discretion in the exercise of its powers in connection with a
resolution proceeding. Furthermore, certain categories of debt obligations, such as certain types of deposits,
are subject to preferential treatment. As a result, holders of obligations of an entity subject to a Swiss
restructuring proceeding may have their obligations written down or converted into equity even though
obligations ranking on par with or junior to such obligations are not written down or converted.

Moreover, FINMA has expressed its preference for a "single-point-of-entry" resolution strategy for global
systemically important financial groups, led by the bank's home supervisory and resolution authorities and
focused on the top-level group company. This would mean that, if UBS AG or one of UBS Group AG's other
subsidiaries faces substantial losses, FINMA could open restructuring proceedings with respect to UBS Group
AG only and order a bail-in of its liabilities if there is a justified concern that in the near future such losses
could impact UBS Group AG. In that case, it is possible that the obligations of UBS AG or any other subsidiary
of UBS Group AG would remain unaffected and outstanding, while the equity capital and the capital and
other debt instruments of UBS Group AG would be written down and / or converted into equity of UBS
Group AG in order to recapitalise UBS AG or such other subsidiary.

IV. Information about UBS AG

UBS AG with its subsidiaries (together, "UBS AG (consolidated)", or "UBS AG Group"; together with UBS
Group AG, which is the holding company of UBS AG, and its subsidiaries, "UBS Group", "Group", "UBS" or
"UBS Group AG (consolidated)") provides financial advice and solutions to private, institutional and corporate
clients worldwide, as well as private clients in Switzerland. The operational structure of the Group is comprised
of the Corporate Center and five business divisions: Wealth Management, Wealth Management Americas,
Personal & Corporate Banking, Asset Management and the Investment Bank. UBS's strategy is centered on its
leading wealth management businesses and its premier universal bank in Switzerland, which are enhanced by
Asset Management and the Investment Bank. UBS focuses on businesses that, in its opinion, have a strong
competitive position in their targeted markets, are capital efficient, and have an attractive long-term structural
growth or profitability outlook.

On 30 September 2017, UBS Group’s common equity tier 1 ("CET1") capital ratio was 13.7% on a fully
applied basis and 15.1% on a phase-in basis and the CET1 leverage ratio was 3.7% on a fully applied basis and
4.1% on a phase-in basis, the gone concern loss-absorbing capacity ratio was 15.5% on a fully applied basis
and 12.1% on a phase-in basis, and the gone concern leverage ratio was 4.2% on a fully applied basis and
3.3% on a phase-in basis.? On the same date, invested assets stood at CHF 3,067 billion, equity attributable to
UBS Group AG shareholders was CHF 53,493 million and market capitalization was CHF 63,757 million. On the
same date, UBS employed 60,796 people’.

On 30 September 2017, UBS AG consolidated CET1 capital ratio was 14.0% on a fully applied basis and
15.4% on a phase-in basis and the CET1 leverage ratio was 3.8% on a fully applied basis and 4.1% on a
phase-in basis, the gone concern loss-absorbing capacity ratio was 15.9% on a fully applied basis and 12.6%
on a phase-in basis, and the gone concern leverage ratio was 4.3% on a fully applied basis and 3.4% on a
phase-in basis." On the same date, invested assets stood at CHF 3,067 billion and equity attributable to UBS AG
shareholders was CHF 53,246 million. On the same date, UBS AG Group employed 48,949 people 2.

The rating agencies Standard & Poor’s Credit Market Services Europe Limited ("Standard & Poor's"), Moody's
Deutschland GmbH ("Moody's"), Fitch Ratings Limited ("Fitch Ratings"), and Scope Ratings AG ("Scope
Ratings") have published solicited credit ratings reflecting their assessment of the creditworthiness of UBS AG,
i.e. its ability to fulfil 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, Standard & Poor's and Scope Ratings
may be attributed a plus or minus sign, and those from Moody's a number. These supplementary attributes

2 All figures based on the Basel lll framework as applicable to Swiss systemically relevant banks.
3 Full-time equivalents.
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indicate the relative position within the respective rating class. UBS AG has a long-term counterparty credit
rating of A+ (outlook: stable) from Standard & Poor's, long-term senior debt rating of A1 (outlook: stable) from
Moody's, long-term issuer default rating of AA- (outlook: stable) from Fitch Ratings and issuer rating of AA-
(outlook: stable) from Scope Ratings.

Generally, rating agencies base their ratings on such material and information, and such of their own
investigations, studies and assumptions, as they deem appropriate. The ratings of UBS AG should be evaluated
independently from similar ratings of other entities, and from the rating, if any, of its securities. A credit rating
is not a recommendation to buy, sell or hold securities issued or guaranteed by the rated entity and may be
subject to review, revision, suspension, reduction or withdrawal at any time by the assigning rating agency. All
the above-mentioned rating agencies are registered as credit rating agencies under Regulation (EC) No

1060/2009 as amended by Regulation (EU) No 513/2011.

The following table gives an overview of the rating classes as used by the above
respective meaning. UBS AG's rating is indicated by the red box.

rating agencies and their

Moody's
‘ Long-Term Issuer credit rating
Extremely strong  capacity : : : : : Exceptionally strong credit
to  meet financial Highest quality Highest credit quality | AAA quality with the lowest risk
commitments of a default-like event
AA+
Very strong capacity to : : Very high credit Very strong credit quality
meet financial High quality quality AA with an extremely low risk
commitments of a default-like event
AA-
A+
Strong capacity to meet its R ‘ : : , Strong credit quality with a
finandial commitments Upper-medium grade High credit quality A very low risk of a default-
like event
A-
BBB+
Adequate capacity to meet . . . Good credit quality with a
L — —— Medium grade Good credit quality BBB oy sk of & demuldie
event.
BBB-
Less
vulnerable in BB+
the (LT Speculative, ~ subject : Moderate-to-modest credit
term  than to substantial credit Speculative BB quality with a moderate
other lower- risk risk of a default-like event
rated
obligors BB-
More B+
vulnerable . . ; ; :
Speculative,  subject . . Weak credit quality with a
Significant | than the to high credit risk Highly speculative B material risk of a default-
speculative ObI'%O,rS \ like event
characteris | rated ‘BB B-
tics
. o Very weak credit quality
Substantial creditrisk | ccc with a significant risk of a
default-like-event
Speculative, of poor
Current! : ! ; : .
vulnerab>lle standing and subject Very high levels of Very weak credit quality
to very high credit risk credit risk de with a very significant risk
of a default-like-event
Exceptionally high
levels of credit risk C Extremely  weak credit
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quality with a highly
significant risk of a default-
like-event
Highly  speculative,
likely in, or very near,
ﬁigﬁﬁlmly Sl il seme Restricted default
vulnerable prospect of recovery
of  principal  and
interest
Typically in default,
Under regulatory with little prospect for ; .
supervision recovery of principal Dzl D Credit default-like event
or interest

Selective Default

Default

All the above rating agencies are registered as credit rating agencies under Regulation (EC) No 1060/2009 as
amended by Regulation (EU) No 513/2011.

Corporate Information

The legal and commercial name of the Issuer is UBS AG.

The company was incorporated under the name SBC AG on 28 February 1978 for an unlimited duration and
entered in the Commercial Register of Canton Basel-City on that day. On 8 December 1997, the company
changed its name to UBS AG. The company in its present form was created on 29 June 1998 by the merger of
Union Bank of Switzerland (founded 1862) and Swiss Bank Corporation (founded 1872). UBS AG is entered in
the Commercial Registers of Canton Zurich and Canton Basel-City. The registration number is CHE-
101.329.561.

UBS AG is incorporated and domiciled in Switzerland and operates under the Swiss Code of Obligations as an
Aktiengesellschaft, a corporation limited by shares.

According to article 2 of the Articles of Association of UBS AG, the purpose of UBS AG is the operation of a
bank. Its scope of operations extends to all types of banking, financial, advisory, trading and service activities in
Switzerland and abroad. UBS AG may establish branches and representative offices as well as banks, finance
companies and other enterprises of any kind in Switzerland and abroad, hold equity interests in these
companies, and conduct their management. UBS AG is authorized to acquire, mortgage and sell real estate and
building rights in Switzerland and abroad. UBS AG may borrow and invest money on the capital markets. UBS
AG is part of the group of companies controlled by the group parent company UBS Group AG. It may promote
the interests of the group parent company or other group companies. It may provide loans, guarantees and
other kinds of financing and security for group companies.

The addresses and telephone numbers of UBS AG's two registered offices and principal places of business are:
Bahnhofstrasse 45, CH-8001 Zurich, Switzerland, telephone +41 44 234 1111; and Aeschenvorstadt 1, CH-
4051 Basel, Switzerland, telephone +41 61 288 5050.

Any statements regarding the competitive position of UBS AG, UBS AG Group or the Group contained in this
document are made on the basis of the opinion of UBS AG or the Group.

V. Organisational Structure of UBS AG

UBS AG is a Swiss bank and the parent company of the UBS AG Group. It is 100% owned by UBS Group AG,
which is the holding company of the UBS Group. UBS operates as a group with five business divisions (Wealth
Management, Wealth Management Americas, Personal & Corporate Banking, Asset Management and the
Investment Bank) and a Corporate Center.

Since 2014, UBS has undertaken a series of measures to improve the resolvability of the Group in response to
too big to fail requirements in Switzerland and other countries in which the Group operates.
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In December 2014, UBS Group AG completed an exchange offer for the shares of UBS AG and became the
holding company of the UBS Group. During 2015, UBS Group AG completed a court procedure under the
Swiss Stock Exchange and Securities Trading Act resulting in the cancellation of the shares of the remaining
minority shareholders of UBS AG. As a result, UBS Group AG owns 100% of the outstanding shares of UBS
AG.

In June 2015, UBS AG transferred its Personal & Corporate Banking and Wealth Management businesses
booked in Switzerland to UBS Switzerland AG, a banking subsidiary of UBS AG in Switzerland. Also in 2015,
UBS implemented a more self-sufficient business and operating model for UBS Limited, UBS's investment
banking subsidiary in the UK, and established UBS Business Solutions AG as a direct subsidiary of UBS Group
AG to act as the Group service company. The purpose of the service company structure is to improve the
resolvability of the Group by enabling UBS to maintain operational continuity of critical services should a
recovery or resolution event occur.

In the second half of 2015, UBS transferred the ownership of the majority of its existing service subsidiaries
outside the US to UBS Business Solutions AG. As of 1 January 2017, UBS completed the transfer of the shared
service employees in the US to the US service company, UBS Business Solutions US LLC, a subsidiary of UBS AG.
In the second quarter of 2017, UBS transferred shared services functions in Switzerland from UBS AG to UBS
Business Solutions AG. UBS expects to complete the transfer of shared services functions in the UK in the
fourth quarter of 2017.

As of 1 July 2016, UBS Americas Holding LLC was designated as intermediate holding company for UBS’s US
subsidiaries as required under the enhanced prudential standards regulations pursuant to the Dodd-Frank Act.
UBS Americas Holding LLC holds all of UBS's US subsidiaries and is subject to US capital requirements,
governance requirements and other prudential regulation.

In addition, UBS transferred the majority of the operating subsidiaries of Asset Management to UBS Asset
Management AG during 2016. Furthermore, UBS merged its Wealth Management subsidiaries in Italy,
Luxembourg (including its branches in Austria, Denmark and Sweden), the Netherlands and Spain into UBS
Deutschland AG, which was renamed to UBS Europe SE, to establish UBS’s new European legal entity which is
headquartered in Frankfurt, Germany.

UBS continues to consider further changes to the Group's legal structure in response to regulatory
requirements and other external developments, including the anticipated exit of the United Kingdom from the
European Union. Such changes may include the transfer of operating subsidiaries of UBS AG to become direct
subsidiaries of UBS Group AG, further consolidation of operating subsidiaries in the EU and adjustments to the
booking entity or location of products and services. These structural changes are being discussed on an
ongoing basis with the Swiss Financial Market Supervisory Authority FINMA ("FINMA") and other regulatory
authorities and remain subject to a number of uncertainties that may affect their feasibility, scope or timing.
Refer to "Risk Factors - UBS has announced its intention to make certain structural changes in light of
regulatory trends and requirements and the Terms and Conditions do not contain any restrictions on the
Issuer's or UBS's ability to restructure its business" above.

UBS Group AG's interests in subsidiaries and other entities as of 31 December 2016, including interests in
significant subsidiaries, are discussed in "Note 28 Interests in subsidiaries and other entities" to the UBS Group
AG's consolidated financial statements as contained in the UBS Group AG and UBS AG Annual Report 2016
published on 10 March 2017 ("Annual Report 2016") and included in this Registration Document in
Appendix 2 (¢ pages G-167-G-175 (inclusive)).

UBS AG's interests in subsidiaries and other entities as of 31 December 2016, including interests in significant
subsidiaries, are discussed in "Note 28 Interests in subsidiaries and other entities" to the UBS AG's consolidated
financial statements as contained in the Annual Report 2016 and included in this Registration Document in
Appendix 2 (¢ pages G-167-G-175 (inclusive)).

UBS AG is the parent company of, and conducts a significant portion of its operations through, subsidiaries.
UBS AG has contributed a significant portion of its capital and provides substantial liquidity to subsidiaries. In
addition, UBS Business Solutions AG provides substantial services to group companies including UBS AG and its
subsidiaries. To this extent, UBS AG is dependent on certain of the entities of the UBS AG Group and of the
UBS Group.
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VI. Business Overview

Business Divisions and Corporate Center

UBS operates as a group with five business divisions (Wealth Management, Wealth Management Americas,
Personal & Corporate Banking, Asset Management, and the Investment Bank) 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 under "Our strategy" in the "Operating environment and strategy" section of the Annual
Report 2016 as included in this Registration Document in Appendix 2 (¢7. pages G-11-G-12 (inclusive)); a
description of the businesses, strategies, clients, organisational structures, products and services of the
business divisions and the Corporate Center can also be found in the "Operating environment and strategy"
section of the Annual Report 2016 as included in this Registration Document in Appendix 2 (c7. pages G-2-G-
39 (inclusive)).

Wealth Management

Wealth Management provides comprehensive advice and tailored financial services to wealthy private clients
around the world, except those served by Wealth Management Americas. Its clients benefit from the full
spectrum of resources that UBS as a global firm can offer, including banking and lending solutions, wealth
planning, investment management solutions, and corporate finance advice. Wealth Management's guided
architecture model gives clients access to a wide range of products from the world's leading third-party
institutions that complement its own products.

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 their clients. Its business
is primarily domestic US but includes Canada and international business booked in the US.

Personal & Corporate Banking

Personal & Corporate Banking provides comprehensive financial products and services to private, corporate
and institutional clients in Switzerland and is among the leading players in the private and corporate loan
market in Switzerland, with a well-collateralized and conservatively managed lending portfolio. Its business is
a central element of UBS's universal bank delivery model in Switzerland. Personal & Corporate Banking works
with the wealth management, investment bank and asset management businesses to ensure that clients
receive the best products and solutions for their specific financial needs. Personal & Corporate Banking is also
an important source of growth for other business divisions in Switzerland through client referrals. In addition,
Personal & Corporate Banking manages a substantial part of UBS's Swiss infrastructure and banking products
platform, both of which are leveraged across the Group.

Asset Management

Asset Management provides investment management products and services, platform solutions and advisory
support to institutions, wholesale intermediaries and wealth management clients around the world, with an
onshore presence in 22 countries. Asset Management's global investment capabilities include all major
traditional and alternative asset classes.

Investment Bank

The Investment Bank is present in over 35 countries, with principal offices in all major financial centers,
providing investment advice, financial solutions and capital markets access. It serves corporate, institutional
and wealth management clients across the globe and forms a synergetic partnership with UBS’s wealth
management, personal and corporate banking and asset management businesses. The business division is
organized into Corporate Client Solutions and Investor Client Services, and also includes UBS Securities
Research.

Corporate Center

Corporate Center is comprised of Services, Group Asset and Liability Management ("Group ALM") and Non-
core and Legacy Portfolio. Services consists of the Group Chief Operating Officer area (Group Corporate
Services, Group Operations, Group Sourcing, Group Technology), Group Finance, Group Legal, Group Human
Resources, Group Risk Control, Group Communications and Branding, Group Regulatory and Governance,
and UBS and Society. Group ALM manages the structural risks of UBS’s balance sheet, including interest rate
risk in the banking book, currency risk and collateral risk, as well as the risks associated with the Group’s
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liquidity and funding portfolios. Group ALM also seeks to optimize the Group’s financial performance by
better matching assets and liabilities within the context of the Group’s liquidity, funding and capital targets.
Group ALM serves all business divisions and other Corporate Center units through three main risk
management areas, and its risk management is fully integrated into the Group’s risk governance framework.
Non-core and Legacy Portfolio is comprised of the positions from businesses that were part of the Investment
Bank prior to its restructuring and is overseen by a committee chaired by the Group Chief Risk Officer.

Competition

The financial services industry is characterised by intense competition, continuous innovation, restrictive,
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:
UBS AG (consolidated) key figures

UBS AG took the selected consolidated financial information included in the table below for the years ended 31
December 2016, 2015 and 2014, except where indicated, from the Annual Report 2016, which contains the
audited consolidated financial statements of UBS AG, as well as additional unaudited consolidated financial
information, for the year ended 31 December 2016 and comparative figures for the years ended 31 December
2015 and 2014. The selected consolidated financial information included in the table below for the nine
months ended 30 September 2017 and 30 September 2016 was taken from the UBS AG Third Quarter 2017
Report, which contains UBS AG interim consolidated financial statements (unaudited), as well as additional
unaudited consolidated financial information, for the nine months ended 30 September 2017 and comparative
figures for the nine months ended 30 September 2016.

The consolidated financial statements were prepared in accordance with International Financial Reporting
Standards ("IFRS") issued by the International Accounting Standards Board ("IASB") and are stated in Swiss
francs ("CHF"). Information for the years ended 31 December 2016, 2015 and 2014 which is indicated as
being unaudited in the table below was included in the Annual Report 2016, but has not been audited on the
basis that the respective disclosures are not required under IFRS, and therefore are not part of the audited
financial statements. The Annual Report 2016 and the UBS AG Third Quarter 2017 Report are included in this
Registration Document in Appendix 2 (c¢7. pages G-41-G-197 (inclusive)) and in Appendix 9 (c¢7. pages N-2-N-37
(inclusive)) respectively. The section “Measurement of performance” of the Annual Report 2016 contains an
explanation of the use of the information contained under the heading “Key performance indicators” in the
table below and the definitions of each of these key performance indicators. Prospective investors should read
the whole of this Prospectus and should not rely solely on the summarized information set out below:

As of or for the nine

months ended As of or for the year ended

CHF million, except where indicated 30.9.17 30.9.16 31.12.16 31.12.15 ¢ 31.12.14
unaub’/z‘@a’ audited, Vexcept where indicated

Results

Operating income 22,237 21,303 28,421 30,605 28,026

Operating expenses 17,993 17,979 24,352 25,198 25,557

Operating profit / (loss) before tax 4,244 3,324 4,069 5,407 2,469

Net profit / (loss) attributable to shareholders 3,257 2,568 3,207 6,235 3,502

Key performance indicators

Profitability
Return on tangible equity (%) ' 9.6 7.3 6.9* 13.5*
Cost / income ratio (%) 2 80.8 843 85.6
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Growth
Net profit growth (%) 3 26.8 (51.4) (48.6)* 78.0* 10.4*

Net new money growth for combined wealth

management businesses (%) * 19 3.2 21" 2.2t 2.57
Resources

6Common equity tier 1 capital ratio (fully applied, %) > 14.0 148 14,5+ 15.4% 14.2%
Going concern leverage ratio (fully applied, %) 78 4.2 4.1 4.2* - -
Additional information

Profitability

Return on equity (RoE) (%) ° 8.3 6.3 5.9*% 11.7* 7.0*
Return on risk-weighted assets, gross (%) '° 12.9 13.3 13.2*% 14.3* 12.6*
Return on leverage ratio denominator, gross (%) " 3.4 3.2 3.2* - -
Resources

Total assets 914,551 935,683 935,353 943,256 1,062,327
Equity attributable to shareholders 53,556 53,662 55,248 52,108
Common equity tier 1 capital (fully applied) © 32,110 32,447 32,042 30,805
Common equity tier 1 capital (phase-in) ® 38,994 39,474 41,516 44,090
Risk-weighted assets (fully applied) ® 237,322 217,297 223,232* 208,186* 217,158*
Common equity tier 1 capital ratio (phase-in, %) >° 15.4 17.7 17.5% 19.5*% 19.9*
Going concern capital ratio (fully applied, %) ® 15.6 16.5 16.3* - -
Going concern capital ratio (phase-in, %) 8 19.7 23.0 22.6* - -
:F:)F:}ieed’cg/r:)cgrn loss-absorbing capacity ratio (fully 15.9 126 13.3* i )
Leverage ratio denominator (fully applied) ™ 885,896 877,926 870,942* 898,251* 999,124*
Eommon equity tier 1 leverage ratio (fully applied, %) 38 37 37+ 3 6% : 39
Going concern leverage ratio (phase-in, %) 78 5.7 5.8* - -
Gone concern leverage ratio (fully applied, %) ® 3.1 3.4* - -
Other

Invested assets (CHF billion) ™ 3,067 2,747 2,821 2,689 2,734
Personnel (full-time equivalents) 48,949 57,012 56,208* 58,131* 60,155*
* unaudited

' Net profit attributable to shareholders before amortization and impairment of goodwill and intangible assets (annualized as
applicable) / average equity attributable to shareholders less average goodwill and intangible assets.

2 Operating expenses / operating income before credit loss (expense) or recovery.

3 Change in net profit attributable to shareholders from continuing operations between current and comparison periods / net profit
attributable to 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.

4 Net new money growth for combined wealth management businesses is calculated as the aggregate of the net new money for
the period (annualized as applicable) of the business divisions Wealth Management and Wealth Management Americas / aggregate
invested assets at the beginning of the period of the business divisions Wealth Management and Wealth Management Americas.
Net new money and invested assets are each derived from the “Wealth Management” and “Wealth Management Americas”
sections of the management report contained in the UBS Group Third Quarter 2017 Report, under “UBS business divisions and
Corporate Center", and in the Annual Report 2016, under “Financial and operating performance”. Net new money growth for
combined wealth management businesses is based on adjusted net new money, which excludes the negative effect on net new
money in 2015 of CHF 9.9 billion in Wealth Management from UBS's balance sheet and capital optimization program.

5 Common equity tier 1 capital / risk-weighted assets.

6Based on the Basel lll framework as applicable for Swiss systemically relevant banks.

7 Total going concern capital / leverage ratio denominator.

8Based on the revised Swiss SRB framework that became effective on 1 July 2016. Figures for prior periods are not available.
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9Net profit attributable to shareholders (annualized as applicable) / average equity attributable to shareholders.

' Based on fully applied risk-weighted assets. Figures as of 31 December 2015 and 31 December 2014 were derived from the UBS
Group 2016 Form 20-F and do not correspond to the figures contained in the UBS Group 2015 Form 20-F, which were calculated
based on phase-in risk-weighted assets.

""Based on the fully applied leverage ratio denominator. From 31 December 2015 onward, the leverage ratio denominator
calculation is aligned with the Basel Ill rules. For periods prior to 31 December 2015 the leverage ratio denominator is calculated in
accordance with former Swiss SRB rules. Therefore the figures for the periods ended on 31 December 2015 and 31 December 2014
are not presented as they are not available on a fully comparable basis.

12 Calculated in accordance with Swiss SRB rules. From 31 December 2015 onward, the leverage ratio denominator calculation is
aligned with the Basel lll rules. Figures for periods prior to 31 December 2015 are calculated in accordance with former Swiss SRB
rules and are therefore not fully comparable.

3 Includes invested assets for Personal & Corporate Banking.

1. Postponed implementation of NSFR and revision of LCR in Switzerland

In September 2017, the Swiss Federal Department of Finance informed banks that the net stable funding ratio
(NSFR) requirements will not be finalized in 2017. Taking international developments into account, the Swiss
Federal Council is expected to decide on next steps at the end of 2018.

UBS expects that proposed changes to liquidity coverage ratio (LCR) requirements will take effect on 1 January
2018, subject to approval by the Swiss Federal Council; however, the final version of the changes has not yet
been published.

2. Increase in gone concern requirement rebate

Under the Swiss SRB framework, banks are eligible for a rebate of up to 2% of the leverage ratio denominator
("LRD")-based gone concern capital requirement if they take actions that facilitate recovery and resolvability
beyond the minimum requirement. FINMA has communicated its annual assessment and has increased UBS's
rebate to approximately one-third of the maximum based on actions UBS completed in 2016 to improve
resolvability. The rebate will be phased in until 1 January 2020. As UBS completes additional measures to
improve the resolvability of the Group, it expects to qualify for a larger rebate and therefore aims to operate
with a gone concern ratio of less than 4% of the LRD on completion of the phase-in period.

Refer to "Regulatory and legal developments” in the UBS Group AG third quarter 2017 report, published on
27 October 2017, ("UBS Group Third Quarter 2017 Report") as included in this Registration Document in
Appendix8 (cf. pages M-2-M-3 (inclusive)) for information on further recent regulatory and legal
developments. "

VIl. Trend Information

As indicated in the UBS Group Third Quarter 2017 Report, UBS expects the global economic recovery to
strengthen further, but geopolitical tensions and macroeconomic uncertainty still pose risks to client sentiment.
In particular, high asset prices, uncertainty over central bank balance sheet and interest rate policies, seasonality
factors and the persistence of low volatility may continue to affect overall client activity. Low and negative
interest rates, particularly in Switzerland and the eurozone, put pressure on net interest margins, which may be
partly offset by the effect of a further normalization of US monetary policy. Implementing Switzerland’s new
bank capital standards and further changes to national and international regulatory frameworks for banks will
result in increased capital requirements, funding and operating costs. UBS is well positioned to mitigate these
challenges and benefit from further improvements in market conditions.

VIII. Administrative, Management and Supervisory Bodies of UBS AG

UBS AG complies with all relevant Swiss legal and regulatory corporate governance requirements, as well as
with the NYSE standards as a foreign company with debt securities listed on the NYSE.

UBS AG operates under a strict dual board structure, as mandated by Swiss banking law. The Board of
Directors ("BoD") exercises the ultimate supervision over management, whereas the Executive Board ("EB"),
headed by the President of the Executive Board ("President of the EB"), has executive management
responsibility. The functions of Chairman of the BoD and President of the EB are assigned to two different
people, ensuring a separation of power. This structure establishes checks and balances and preserves the
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institutional independence of the BoD from the day-to-day management of UBS AG, for which responsibility is
delegated to the EB under the leadership of the President of the EB. No member of one board may
simultaneously be a member of the other.

The supervision and control of the EB remains with the BoD. 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 five and no more than 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, which expires after the completion of the next AGM. Shareholders

also elect the Chairman upon proposal of the BoD.

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

Members of the Board of Directors

. Term
Member and  business Title of Current principal positions outside UBS AG
address .
office

Axel A. Weber Chairman of the Board of Directors of UBS Group AG; board member of
the Swiss Bankers Association; member of the Board of Trustees of Avenir
Suisse; Advisory Board member of the "Beirat Zukunft Finanzplatz"; board
member of the Swiss Finance Council; Chairman of the board of the
Institute of International Finance; President of the International Monetary

Chairman 2018 Conference; member of the European Financial Services Round Table;
member of the European Banking Group; member of the Monetary
Economics and International Advisory Panel, Monetary Authority of

UBS AG, Bahnhofstrasse Singapore; member of the Group of Thirty, Washington, D.C.; Chairman

45, CH-8001 Zurich of the DIW Berlin Board of Trustees; Advisory Board member of the
Department of Economics at the University of Zurich; member of the
Trilateral Commission.

Michel Demaré Independent Vice-Chairman of the Board of Directors of UBS Group AG;

Independent Vice Chairman of the board of Syngenta; board member of Louis-Dreyfus

Syngenta International Vice 2018 Commodities Holdlngs BV; Vice Chairman of the Supervisory Board of

AG Schwarzwaldallee ) IMD, Lausanne;lChalrman of the Syngenta Foundation for Susltalnable

21t CH-4058 Basel Chairman Agriculture; Advisory Board member of the Department of Banking and

! Finance at the University of Zurich.

David Sidwell Senior Independent Director of the Board of Directors of UBS Group AG;

Senior Advisor at Oliver Wyman, New York; board member of Chubb
Member 2018 Limited; board member of GAVI Alliance; Chairman of the Board of Village
Care, New York; Director of the National Council on Aging, Washington

UBS AG, Bahnhofstrasse D.C.

45, CH-8001 Zurich

Reto Francioni Member of the Board of Directors of UBS Group AG; professor at the
University of Basel; board member of Coca-Cola HBC AG; Chairman of the

UBS AG. Bahnhofstrasse Member 2018 poard of Swiss International Air Lines AG; board member of Francioni AG;

45 CH-8001 Zurich board member of MedTech Innovation Partners AG.

Ann F. Godbehere Member of the Board of Directors of UBS Group AG; board member of Rio
Tinto plc (chairman of the audit committee); board member of Rio Tinto

Member 2018 | |imited (chairman of the audit committee); board member of British

UBS AG, Bahnhofstrasse Armerican Tobacco plc

45, CH-8001 Zurich ’

William G. Parrett Member of the Board of Directors of UBS Group AG; board member of the
Eastman Kodak Company (chairman of the audit and finance committee);
board member of the Blackstone Group LP (chairman of the audit
committee and chairman of the conflicts committee); board member of

Member 2018 : Thermo Fisher Scientific Inc. (chairman of the audit committee); Chairman

of the Board of Conduent Inc; member of the Committee on Capital

gESCﬁ%’OOBﬁ;BESLSUaSSG Markets Regulation; member of the Carnegie Hall Board of Trustees; Past

! Chairman of the board of the United States Council for International
Business; Past Chairman of United Way Worldwide.

Julie G. Richardson Member of the Board of Directors of UBS Group AG; board member of

Member 2018 ! The Hartford Financial Services Group, Inc. (chairman of the audit

.committee); board member of Yext (chairman of the audit committee);

UBS AG
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UBS AG, Bahnhofstrasse board member of Arconic Inc.; board member of Vereit, Inc. (chairman of

45, CH-8001 Zurich the compensation committee).

Isabelle Romy Member of the Board of Directors of UBS Group AG; partner and board
member at Froriep Legal AG, Zurich; associate professor at the University
of Fribourg and at the Federal Institute of Technology, Lausanne; vice

Froriep Legal AG, Member 2018 ! chairman of the Sanction Commission of SIX Swiss Exchange; member of

Bellerivestrasse 201, CH- the Fundraising Committee of the Swiss National Committee for UNICEF;

8034 Zurich Supervisory Board member of the CAS program Financial Regulation of the
University of Bern and University of Geneva.

Robert W. Scully Member of the Board of Directors of UBS Group AG; board member of
Chubb Limited; board member of Zoetis Inc.; board member of KKR & Co

Member 2018 LP; board member of the Dean's Advisors of Harvard Business School.

UBS AG, Bahnhofstrasse

45, CH-8001 Zurich

Beatrice Weder di Mauro Member of the Board of Directors of UBS Group AG; distinguished fellow
at INSEAD in Singapore (on leave from the University of Mainz);
Supervisory Board member of Robert Bosch GmbH; board member of

Johannes Gutenberg- Member 2018 : Bombardier Inc.; member of the ETH Zurich Foundation Board of Trustees;

University Mainz, Jakob Economic Advisory Board member of Fraport AG; Advisory Board member

Welder-Weg 4, D-55099 of Deloitte Germany; Deputy Chairman of the University Council of the

Mainz University of Mainz.

Dieter Wemmer Member of the Board of Directors of UBS Group AG; CFO at Allianz SE;
Administrative Board member of Allianz Asset Management AG and
Allianz Investment Management SE, both Allianz Group mandates;

Member 2018 member of the CFO Forum; member of the Systemic Risk Working Group
of the European Central Bank and the Bank for International Settlements;

Allianz SE, Kéniginstr. 28, Chairman of the Economic & Finance Committee of Insurance Europe;

80802 Munich, Germany member of the Berlin Center of Corporate Governance.

Organizational principles and structure

Following each AGM, the BoD meets to appoint one or more Vice Chairmen, BoD committee 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 and the Risk Committee. The BoD has also established a
Special Committee, which is an ad-hoc committee, called and held on an ad-hoc basis, focused on internal and
regulatory investigations.

Audit Committee

The Audit Committee ("AC") consists of five BoD members, all of whom were determined by the BoD to be
fully independent. As a group, members of the Audit Committee must have the necessary qualifications and
skills to perform all of their duties and together must possess financial literacy and experience in banking and
risk management.

The AC itself does not perform audits but monitors the work of the external auditors who in turn are
responsible for auditing UBS AG's consolidated and standalone 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) UBS AG's
accounting policies, financial reporting and disclosure controls and procedures, (ii) the quality, adequacy and
scope of external audit, (i) UBS AG’'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 Internal Audit in
conjunction with the Chairman of the BoD.

Together with the external auditors and Internal Audit, the AC in particular reviews the annual financial
statements of UBS AG and, where applicable, the quarterly financial statements as well as the consolidated
annual and quarterly financial statements and consolidated annual report of UBS AG, as proposed by
management, in order to recommend their approval to the BoD or propose any adjustments the AC considers
appropriate.
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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 to the rotation of the lead
audit partner. The BoD then submits these proposals to the shareholders for approval at the AGM.

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

Executive Board
Under the leadership of the President of the EB, the EB has executive management responsibility for UBS AG

and its business. All EB members (with the exception of the President of the EB) are proposed by the President
of the EB. The appointments are made by the BoD.

Members of the Executive Board

Member and business

address

Function

Current principal positions outside UBS AG

Sergio P. Ermotti

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

President of the Executive Board

Member of the Group Executive Board and Group Chief
Executive Officer of UBS Group AG; Member of the Board of
Directors of UBS Switzerland AG; Chairman of the Board of
Directors of UBS Business Solutions AG; Chairman of the UBS
Optimus Foundation board; Chairman of the Fondazione
Ermotti, Lugano; Chairman and President of the board of the
Swiss-American Chamber of Commerce; board member of the
Fondazione Lugano per il Polo Culturale, Lugano; board
member of the Global Apprenticeship Network; member of the
Institut International D'Etudes Bancaires; member of the Said
Business School Global Leadership Council, University of
Oxford.

Christian Bluhm

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

Chief Risk Officer

Member of the Group Executive Board and Group Chief Risk
Officer of UBS Group AG; board member of UBS Business
Solutions AG; board member of UBS Switzerland AG.

Markus U. Diethelm

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

General Counsel

Member of the Group Executive Board and Group General
Counsel of UBS Group AG; board member of UBS Business
Solutions AG; Chairman of the Swiss-American Chamber of
Commerce’s legal committee; Chairman of the Swiss Advisory
Council of the American Swiss Foundation; member of the
Foundation Council of the UBS International Center of
Economics in Society; Foundation Board member of the
International Red Cross and Red Crescent Museum; member of
the Professional Ethics Commission of the Association of Swiss
Corporate Lawyers.

Kirt Gardner

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

Chief Financial Officer

Member of the Group Executive Board and Group Chief
Financial Officer of UBS Group AG; board member of UBS
Business Solutions AG.

Sabine Keller-Busse

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

Head Human Resources

Member of the Group Executive Board and Group Head
Human Resources of UBS Group AG; vice-chairman of the
Board of Directors of SIX Group (Chairman of the nomination &
compensation committee); Foundation Board member of the
UBS Pension Fund; Foundation Board member of the University
Hospital Zurich.

Ulrich Koérner

UBS AG, Bahnhofstrasse
45, CH-8001 Zurich

President Asset Management and
President UBS Europe, Middle
East and Africa

Member of the Group Executive Board, President Asset
Management and President UBS Europe, Middle East and
Africa of UBS Group AG; member of the Supervisory Board of
UBS Europe SE; Chairman of the Foundation Board of the UBS
Pension Fund; Chairman of the Widder Hotel AG, Zurich;
member of the UBS Optimus Foundation Board; Vice President
of the board of Lyceum Alpinum Zuoz; member of the Financial
Service Chapter Board of the Swiss-American Chamber of
Commerce; Advisory Board member of the Department of
Banking and Finance at the University of Zurich; member of the
business advisory council of the Laureus Foundation
Switzerland.

Axel P. Lehmann

Chief Operating Officer

Member of the Group Executive Board and Group Chief

UBS AG
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Operating Officer of UBS Group AG; board member and
President of the Executive Board of UBS Business Solutions AG;
Co-Chair of the Global Future Council of the Future of Financial
and Monetary Systems of the World Economic Forum;
Chairman of the board of the Institute of Insurance Economics
UBS AG, Bahnhofstrasse at the University of St. Gallen; member of the International and
45, CH-8001 Zurich Alumni Advisory Board at the University of St. Gallen; member
of the Swiss-American Chamber of Commerce Chapter Doing
Business in USA; Adjunct Professor of Business Administration
and Service Management at the University of St. Gallen.
Tom Naratil President Wealth Management : Member of the Group Executive Board and President Wealth
Americas and President UBS : Management Americas and President UBS Americas of UBS
Americas Group AG; Chairman of UBS Americas Holding LLC; board
member of the American Swiss Foundation; board member of
UBS AG, 1200 Harbor the Clearing House Supervisory Board; member of the Board of
Boulevard, Weehawken, Consultors for the College of Nursing at Villanova University.
NJ 07086 USA
Andrea Orcel President Investment Bank Member of the Group Executive Board and President
UBS AG, Bahnhofstrasse Investment Bank of UBS Group AG; board member of UBS
45, CH-8001 Zurich Limited; board member of UBS Americas Holding LLC.
Kathryn Shih President UBS Asia Pacific Member of the Group Executive Board of UBS Group AG and
UBS AG, 2 International President UBS Asia Pacificc board member of Kenford
Finance  Centre, 3 International Ltd.; board member of Shih Co Charitable
Finance Street, Central, Foundation Ltd.; member of the Hong Kong Trade
Hong Kong Development Council (Financial Services Advisory Committee).
Jurg Zeltner President Wealth Management Member of the Group Executive Board and President Wealth
UBS AG, Bahnhofstrasse Management of UBS Group AG; board member of the
45, CH-8001 Zurich German-Swiss Chamber of Commerce; member of the IMD
Foundation Board, Lausanne.

Potential Conflicts of Interest

Members of the BoD and the EB may act as directors or executive officers of other companies (for current
principal positions outside UBS AG, if any, of BoD and EB members, please see sections 4.1.1 and 4.2.1 above,
respectively) and may have economic or other private interests that differ from those of UBS AG. Conflicts of
interest may potentially arise from these positions or interests. For example, it cannot be excluded that a
member of the BoD or EB has or will have a function within a company, the shares of which are or will be
traded by UBS AG or which has or will have a business relationship with UBS AG. UBS AG 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.

IX. Major Shareholders
UBS Group AG owns 100% of the outstanding shares of UBS AG.

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

The consolidated and standalone financial accounts are closed on 31 December of each year. Detailed
information about UBS AG (consolidated) and UBS AG assets and liabilities, financial position and profits and
losses

e for financial year 2016 is available in the section "UBS AG consolidated financial statements" of the
Annual Report 2016 as included in this Registration Document in Appendix 2 (¢ pages G-41-G-197
(inclusive)) and in the UBS AG's standalone financial statements for the year ended 31 December 2016
(the "Standalone Financial Statements") as included in this Registration Document in Appendix 3 (¢~
pages H-2-H-22 (inclusive)), respectively; and

e for financial year 2015 it is available in the "Consolidated financial statements" and "Legal entity
financial and regulatory information" sections of the UBS Group AG and UBS AG annual report 2015,
in English, published on 18 March 2016 ("Annual Report 2015") as included in this Registration
Document in Appendix 1 (c7. pages F-4-F-195 (inclusive)).
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The consolidated and standalone financial accounts are closed on 31 December of each year.

1. Historical Financial Information

With respect to the financial year 2016, reference is made to the following parts of the Annual Report 2016
(within the Financial information section, English version) as included in, and repaginated for the purposes of,
this Registration Document:

(i) the following parts of the Annual Report 2016: the UBS AG consolidated financial statements, in
particular to the Income statement on page G-41 of Appendix 2, the Balance sheet on page G-44, the
Statement of changes in equity on pages G-45-G-48 (inclusive), the Statement of cash flows on pages G-
50-G-51 (inclusive) and the Notes to the consolidated financial statements on pages G-52-G-197
(inclusive); and

(i) the following parts of the Standalone Financial Statements: the Income statement on page H-2, the
Balance sheet on pages H-3- H-4 (inclusive), the Statement of appropriation of retained earnings and
proposed dividend distribution out of capital contribution reserve on page H-5, and the Notes to the UBS
AG Standalone Financial Statements and Regulatory Information for the Year Ended 31 December 2016
("UBS AG Standalone Financial Statements", included in this Registration Document in Appendix 3) on
pages H-6-H-22 (inclusive).

With respect to the financial year 2015, reference is made to the following parts of the Annual Report 2015
(within the Financial information section, English version) as included in, and repaginated for the purposes of,
this Registration Document:

(i) the UBS AG consolidated financial statements, in particular to the Income statement on page F-4, the
Balance sheet on page F-7, the Statement of changes in equity on pages F-8-F-10 (inclusive), the
Statement of cash flows on pages F-13-F-14 (inclusive) and the Notes to the consolidated financial
statements on pages F-15-F-174 (inclusive); and

(i)  the UBS AG standalone financial statements, in particular to the Income statement on page F-175, the
Balance sheet on page F-176-F-177, the Statement of appropriation of retained earnings and proposed
dividend distribution on page F-178, the Notes to the UBS AG standalone financial statements on pages
F-179-F-195 (inclusive).

The annual financial reports form an essential part of UBS AG's reporting. They include the audited
consolidated financial statements of UBS AG, prepared in accordance with International Financial Reporting
Standards, as issued by the International Accounting Standards Board. The annual reports also include
discussions and analysis of the consolidated financial and business results of UBS, its business divisions and the
Corporate Center. In addition, UBS AG prepares and publishes standalone financial statements in accordance
with Swiss GAAP, as well as certain additional disclosures required under US Securities and Exchange
Commission regulations.

2. Auditing of Historical Annual Financial Information

The consolidated financial statements of UBS AG and the standalone financial statements of UBS AG for
financial years 2016 and 2015 were audited by Ernst & Young. The reports of the auditors on the consolidated
financial statements can be found in the relevant sections of the Annual Report 2016 as included in this
Registration Document in Appendix 2 on pages G-40 and in the relevant sections of the Annual Report 2015 as
included in this Registration Document in Appendix 1 on pages F-1-F-2 (inclusive). The reports of the auditors
on the standalone financial statements of UBS AG can be found in the relevant sections of the UBS AG
Standalone Financial Statements as included in this Registration Document in Appendix 3 on pages H-23-H-26
(inclusive) and in the relevant sections of the Annual Report 2015 as included in this Registration Document in
Appendix 1 on pages F-196-F-197 (inclusive).

There are no qualifications in the auditors' reports on the consolidated financial statements of UBS AG and the
standalone financial statements of UBS AG for the years ended on 31 December 2016 and 31 December 2015.
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3. Interim Financial Information

Reference is also made to (i) the UBS Group AG first quarter 2017 report published on 28 April 2017 ("UBS
Group First Quarter 2017 Report") as included in this Registration Document in Appendix 4 (c7. pages I-2--40
(inclusive)) and the UBS AG first quarter 2017 report, published on 3 May 2017 ("UBS AG First Quarter 2017
Report") as included in this Registration Document in Appendix 5 (¢7. pages J-2-J-38 (inclusive)), which contain
information on the financial condition and results of operations, including the interim consolidated financial
statements, of UBS Group AG consolidated and UBS AG consolidated, respectively, as of and for the period
ended 31 March 2017; to (ii) the UBS Group AG second quarter 2017 report, published on 28 July 2017 ("UBS
Group Second Quarter 2017 Report") as included in this Registration Document in Appendix 6 (c7. pages K-2-
K-41 (inclusive)) and the UBS AG second quarter 2017 report, published on 3 August 2017 ("UBS AG Second
Quarter 2017 Report") as included in this Registration Document in Appendix 7 (c7. pages L-2-L-48 (inclusive)),
which contain information on the financial condition and results of operations, including the interim
consolidated financial statements, of UBS Group AG consolidated and UBS AG consolidated, respectively, as of
and for the period ended 30 June 2017; and to (iii) the UBS Group third quarter 2017 report, published on 1
November 2017 ("UBS Group Third Quarter 2017 Report") as included in this Registration Document in
Appendix 8 (cf. pages M-4-M-41 (inclusive)) and the UBS AG third quarter 2017 report, published on 1
November 2017 ("UBS AG Third Quarter 2017 Report") as included in this Registration Document in
Appendix 9 (c/. pages N-2-N-37 (inclusive)), which contain information on the financial condition and results of
operations, including the interim consolidated financial statements, of UBS Group AG consolidated and UBS
AG consolidated, respectively, as of and for the period ended 30 September 2017. The interim consolidated
financial statements are not audited.

XI. Litigation, Regulatory and Similar Matters

UBS operates in a legal and regulatory environment that exposes it to significant litigation and similar risks
arising from disputes and regulatory proceedings. As a result, UBS (which for purposes of this section may refer
to UBS AG and / or one or more of its subsidiaries, as applicable) is involved in various disputes and legal
proceedings, including litigation, arbitration, and regulatory and criminal investigations.

Such matters are subject to many uncertainties, and the outcome and the timing of resolution are often
difficult to predict, particularly in the earlier stages of a case. There are also situations where UBS 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 UBS 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. UBS 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 UBS 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. Where these factors are otherwise satisfied, a provision may be established
for claims that have not yet been asserted against UBS, but are nevertheless expected to be, based on UBS’s
experience with similar asserted claims. If any of those conditions is not met, such matters result in contingent
liabilities. If the amount of an obligation cannot be reliably estimated, a liability exists that is not recognized
even if an outflow of resources is probable. Accordingly, no provision is established even if the potential
outflow of resources with respect to such matters could be significant.

Specific litigation, regulatory and other matters are described below, including all such matters that
management considers to be material and others that management believes to be of 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
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the matter because it would reveal the fact that UBS believes an outflow of resources to be probable and
reliably estimable.

With respect to certain litigation, regulatory and similar matters for which UBS has established provisions, UBS
is able to estimate the expected timing of outflows. However, the aggregate amount of the expected outflows
for those matters for which it is able to estimate expected timing is immaterial relative to its current and
expected levels of liquidity over the relevant time periods.

The aggregate amount provisioned for litigation, regulatory and similar matters as a class is disclosed in "Note
13a Provisions" to the UBS AG's interim consolidated financial statements included in the UBS AG Third
Quarter 2017 Report and included in this Registration Document in Appendix 9 (¢ page N-27). 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 unigue fact patterns or novel legal theories, that 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.
Although it therefore cannot provide a numerical estimate of the future losses that could arise from litigation,
regulatory and similar matters, UBS believes that the aggregate amount of possible future losses from this class
that are more than remote substantially exceeds the level of current provisions. Litigation, regulatory and similar
matters may also result in non-monetary penalties and consequences. For example, the Non-Prosecution
Agreement ("NPA") described in item 5 of this section, which UBS entered into with the US Department of
Justice ("DQJ"), Criminal Division, Fraud Section in connection with UBS's submissions of benchmark interest
rates, including, among others, the British Bankers’ Association London Interbank Offered Rate ("LIBOR"), was
terminated by the DOJ based on its determination that UBS had committed a US crime in relation to foreign
exchange matters. As a consequence, UBS AG pleaded guilty to one count of wire fraud for conduct in the
LIBOR matter, paid a USD 203 million fine and is subject to a three-year term of probation. A guilty plea to, or
conviction of, a crime (including as a result of termination of the NPA) could have material consequences for
UBS. Resolution of regulatory proceedings may require UBS to obtain waivers of regulatory disqualifications to
maintain certain operations, may entitle regulatory authorities to limit, suspend or terminate licenses and
regulatory authorizations and may permit financial market utilities to limit, suspend or terminate UBS's
participation in such utilities. Failure to obtain such waivers, or any limitation, suspension or termination of
licenses, authorizations or participations, could have material consequences for UBS.

The risk of loss associated with litigation, regulatory and similar matters is a component of operational risk for
purposes of determining UBS's capital requirements. Information concerning UBS's capital requirements and
the calculation of operational risk for this purpose is included in the “Capital management” section of the UBS
Group Third Quarter 2017 Report.

Provisions for litigation, regulatory and similar matters by business division and Corporate Center unit !

Wealth Wealth Personal & Asset Invest- cC- C —Non-
. Manage cC- core and
CHF million Manage- Corporate  Manage- ment : Group UBS
ment . Services Legacy
ment . Banking ment Bank ALM -
Americas Portfolio
Balance as of 31 December  5qp 425 78 5 616 259 0 1585 3261
Balance as of 30 June 2017 249 361 77 5 391 253 0 1,110 2,446
Increase in provisions
recognized in  the income 20 10 0 0 2 248 0 31 310
statement
Release of provisions
recognized in the income 0 (3) 0 (5)2 (47) )] 0 (7) (63)
statement
Provisions used in conformity
with designated purpose M (46) 0 0 (5) (259 0 @) (313)
Foreign currency translation / 11 3 1 0 3 ] 0 11 30
unwind of discount
Balance as of 30 September  ,,q 325 78 0 344 241 0 1144 2,410

2017

1 Provisions, if any, for the matters described in this section "XI. Litigation, Regulatory and Similar Matters" are recorded in Wealth
Management (item 3 "Madoff" below), Wealth Management Americas (item 4 "Puerto Rico" below), the Investment Bank (item 8
"Investigation of UBS's role in initial public offerings in Hong Kong" below), Corporate Center — Services (item 7 "Banco UBS
Pactual tax indemnity" below) and Corporate Center — Non-core and Legacy Portfolio (item 2 "Claims related to sales of residential
mortgage-backed securities and mortgages"). Provisions, if any, for the matters described in items 1 "Inquiries regarding cross-
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border wealth management businesses" and 6 "Swiss retrocessions" of this section "XI. Litigation, Regulatory and Similar Matters"
are allocated between Wealth Management and Personal & Corporate Banking, and provisions, if any, for the matters described in
this section in item 5 "Foreign exchange, LIBOR, and benchmark rates, and other trading practices" below are allocated between
the Investment Bank, Corporate Center — Services and Corporate Center — Non-core and Legacy Portfolio.

2 In the third quarter of 2017, a release of CHF 5 million was recognized in Provisions for litigation, regulatory and similar matters,
with a corresponding increase in Other provisions.

1. Inquiries regarding cross-border wealth management businesses

Tax and regulatory authorities in a number of countries have made inquiries, served requests for information or
examined employees located in their respective jurisdictions relating to the cross-border wealth management
services provided by UBS and other financial institutions. It is possible that implementation of automatic tax
information exchange and other measures relating to cross-border provision of financial services could give rise
to further inquiries in the future. UBS has received disclosure orders from the Swiss Federal Tax Administration
("FTA") to transfer information based on requests for international administrative assistance in tax matters. The
requests concern a number of UBS account numbers pertaining to current and former clients and are based on
data from 2006 and 2008. UBS has taken steps to inform affected clients about the administrative assistance
proceedings and their procedural rights, including the right to appeal. The requests are based on data received
from the German authorities, who seized certain data related to UBS clients booked in Switzerland during their
investigations and have apparently shared this data with other European countries. UBS expects additional
countries to file similar requests.

The Swiss Federal Administrative Court ruled in 2016 that in the administrative assistance proceedings related
to a French bulk request, UBS has the right to appeal all final FTA client data disclosure orders.

Since 2013, UBS (France) S.A. and UBS AG and certain former employees have been under investigation in
France for alleged complicity in having illicitly solicited clients on French territory and regarding the laundering
of proceeds of tax fraud and of banking and financial solicitation by unauthorized persons. In connection with
this investigation, the investigating judges ordered UBS AG to provide bail (caution) of EUR 1.1 billion and UBS
(France) S.A. to post bail of EUR 40 million, which was reduced on appeal to EUR 10 million.

In February 2016, the investigating judges notified UBS AG and UBS (France) S.A. that they have closed their
investigation. In July 2016, UBS AG and UBS (France) S.A. received the National Financial Prosecutor’s
recommendation (réquisitoire”). In March 2017, the investigating judges issued the trial order (ordonnance de
renvo)) that charges UBS AG and UBS (France) S.A., as well as various former employees, with illicit solicitation
of clients on French territory and with participation in the laundering of the proceeds of tax fraud, and which
transfers the case to court. The trial schedule has not yet been announced.

In 2016, UBS was notified by the Belgian investigating judge that it is under formal investigation (/ncujpé)
regarding the laundering of proceeds of tax fraud and of banking, financial solicitation by unauthorized
persons and serious tax fraud.

In 2015, UBS received inquiries from the US Attorney’s Office for the Eastern District of New York and from the
US Securities and Exchange Commission ("SEC"), which are investigating potential sales to US persons of
bearer bonds and other unregistered securities in possible violation of the Tax Equity and Fiscal Responsibility
Act of 1982 ("TEFRA") and the registration requirements of the US securities laws. UBS is cooperating with the
authorities in these investigations.

UBS has, and reportedly numerous other financial institutions have, received inquiries from authorities
concerning accounts relating to the Fédération Internationale de Football Association ("FIFA") and other
constituent soccer associations and related persons and entities. UBS is cooperating with authorities in these
inquiries.

UBS'’s balance sheet at 30 September 2017 reflected provisions with respect to matters described in this item 1
in an amount that UBS believes to be appropriate under the applicable accounting standard. As in the case of
other matters for which 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.
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2. Claims related to sales of residential mortgage-backed securities and mortgages

From 2002 through 2007, prior to the crisis in the US residential loan market, UBS was a substantial issuer and
underwriter of US residential mortgage-backed securities ("RMBS") and was a purchaser and seller of US
residential mortgages. A subsidiary of UBS, UBS Real Estate Securities Inc. ("UBS RESI"), acquired pools of
residential 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 branch 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.

Lawsuits related to contractual representations and warranties concerning 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 the representations related or to
indemnify certain parties against losses.

In 2012, certain RMBS trusts filed an action ("Trustee Suit") in the US District Court for the Southern District of
New York ("SDNY") seeking to enforce UBS RESI's obligation to repurchase loans in the collateral pools for
three RMBS securitizations with an original principal balance of approximately USD 2 billion. Approximately
9,000 loans were at issue in a bench trial in the SDNY in 2016, following which the court issued an order ruling
on numerous legal and factual issues and applying those rulings to 20 exemplar loans. The court further
ordered that a lead master be appointed to apply the court’s rulings to the loans that remain at issue following
the trial. In October 2017, UBS and certain holders of the RMBS in the Trustee Suit entered into an agreement
under which UBS has agreed to pay an aggregate of USD 543 million into the relevant RMBS trusts, plus certain
attorneys’ fees. A portion of these settlement costs will be borne by other parties that indemnified UBS. The
agreement is subject to the trustee for the RMBS trusts becoming a party thereto. The security holders who are
parties to the settlement agreement have requested that the trustee conduct a vote of security holders to
approve or reject the settlement, and each of these security holders has agreed to vote its securities in favor of
the settlement. Giving effect to this settlement, UBS considers claims relating to substantially all loan
repurchase demands to be resolved, and believes that new demands to repurchase US residential mortgage
loans are time-barred under a decision rendered by the New York Court of Appeals.

Mortgage-related regulatory matters: In 2014, UBS received a subpoena from the US Attorney’s Office for the
Eastern District of New York issued pursuant to the Financial Institutions Reform, Recovery and Enforcement
Act of 1989 ("FIRREA"), which seeks documents and information related to UBS’'s RMBS business from 2005
through 2007. In 2015, the Eastern District of New York identified a number of transactions that are the focus
of their inquiry, and has subsequently provided a revised list of transactions. UBS has provided and continues to
provide information. UBS continues to respond to the FIRREA subpoena and to subpoenas from the New York
State Attorney General and other state attorneys general relating to its RMBS business. In addition, UBS has
also been responding to inquiries from both the Special Inspector General for the Troubled Asset Relief
Program ("SIGTARP") (who is working in conjunction with the US Attorney’s Office for Connecticut and the
DOJ) and the SEC relating to trading practices in connection with purchases and sales of mortgage-backed
securities in the secondary market from 2009 through 2014. UBS is cooperating with the authorities in these
matters.

UBS’s balance sheet at 30 September 2017 reflected a provision with respect to matters described in this item 2
in an amount that UBS believes to be appropriate under the applicable accounting standard. As in the case of
other 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.

3. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC ("BMIS") investment fraud, UBS AG, UBS
(Luxembourg) S.A. (now UBS Europe SE, Luxembourg branch) and certain other UBS subsidiaries have been
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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 Europe SE, Luxembourg branch, 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 trustee for the
liquidation of BMIS ("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 were 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. The Luxembourg Court of Appeal has found in favor of UBS
and dismissed all of these test case appeals, confirming that the claims are inadmissible. The Luxembourg
Supreme Court has also dismissed a further appeal brought by the claimant in one of the test cases.

In the US, the BMIS Trustee filed claims in 2010 against UBS entities, among others, in relation to the two
Luxembourg funds and one of the offshore funds. The total amount claimed against all defendants in these
actions was not less than USD 2 billion. The SDNY 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 SDNY decision was affirmed on appeal
and is now final. In 2016, the bankruptcy court issued an opinion dismissing the remaining claims for recovery
of transfers of fraudulent conveyances and preference payments on the ground that the US Bankruptcy Code
does not apply to transfers that occurred outside the US. The BMIS Trustee has appealed that ruling. In 2014,
several claims, including a purported class action, were filed in the US by BMIS customers against UBS entities,
asserting claims similar to the ones made by the BMIS Trustee, seeking unspecified damages. One claim was
voluntarily withdrawn by the plaintiff. In 2015, the SDNY dismissed the two remaining claims on the basis that
the New York courts did not have jurisdiction to hear the claims against the UBS entities. The plaintiff in one of
those claims has appealed the dismissal.

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. In 2015, a court of appeal ordered UBS to pay EUR 49 million, plus interest of approximately EUR 15.3
million.

4. Puerto Rico

Declines since 2013 in the market prices of Puerto Rico municipal bonds and of closed-end funds ("funds")
that are sole-managed and co-managed by UBS Trust Company of Puerto Rico and distributed by UBS Financial
Services Incorporated of Puerto Rico ("UBS PR") have led to multiple regulatory inquiries, as well as customer
complaints and arbitrations with aggregate claimed damages of USD 2.2 billion, of which claims with
aggregate claimed damages of USD 1.2 billion have been resolved through settlements, arbitration or
withdrawal of the claim. The claims are filed by clients in Puerto Rico who own the funds or Puerto Rico
municipal bonds and / or who used their UBS account assets as collateral for UBS non-purpose loans; customer
complaint and arbitration allegations include fraud, misrepresentation and unsuitability of the funds and of the
loans. A shareholder derivative action was filed in 2014 against various UBS entities and current and certain
former directors of the funds, alleging hundreds of millions of US dollars in losses in the funds. In 2015,
defendants’ motion to dismiss was denied. Defendants’ requests for permission to appeal that ruling were
denied by the Puerto Rico Court of Appeals and the Puerto Rico Supreme Court. In 2014, a federal class action
complaint also was filed against various UBS entities, certain members of UBS PR senior management and the
co-manager of certain of the funds, seeking damages for investor losses in the funds during the period from
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May 2008 through May 2014. In 2016, defendants’ motion to dismiss was granted in part and denied in part.
In 2015, a class action was filed in Puerto Rico state court against UBS PR seeking equitable relief in the form of
a stay of any effort by UBS PR to collect on non-purpose loans it acquired from UBS Bank USA in December
2013 based on plaintiffs’ allegation that the loans are not valid. The trial court denied defendant’s motion to
dismiss the action based on a forum selection clause in the loan agreements. The Puerto Rico Supreme Court
reversed that decision and remanded the case back to the trial court for reconsideration.

In 2014, UBS reached a settlement with the Office of the Commissioner of Financial Institutions for the
Commonwealth of Puerto Rico ("OCFI") in connection with OCFI's examination of UBS's operations from
January 2006 through September 2013, pursuant to which UBS is paying up to an aggregate of USD 7.7
million in investor education contributions and restitution.

In 2015, the SEC and the Financial Industry Regulatory Authority ("FINRA") announced settlements with UBS
PR of their separate investigations stemming from the 2013 market events. Without admitting or denying the
findings in either matter, UBS PR agreed in the SEC settlement to pay USD 15 million and USD 18.5 million in
the FINRA matter. UBS also understands that the DOJ is conducting a criminal inquiry into the impermissible
reinvestment of non-purpose loan proceeds. UBS is cooperating with the authorities in this inquiry.

In 2011, a purported derivative action was filed on behalf of the Employee Retirement System of the
Commonwealth of Puerto Rico ("System") against over 40 defendants, including UBS PR, which was named in
connection with its underwriting and consulting services. Plaintiffs alleged that defendants violated their
purported fiduciary duties and contractual obligations in connection with the issuance and underwriting of USD
3 billion of bonds by the System in 2008 and sought damages of over USD 800 million. In December 2016, the
court granted the System’s request to join the action as a plaintiff, but ordered that plaintiffs must file an
amended complaint. In March 2017, the court denied defendants’ motion to dismiss the amended complaint.

Also, in 2013, an SEC Administrative Law Judge dismissed a case brought by the SEC against two UBS
executives, finding no violations. The charges had stemmed from the SEC’s investigation of UBS'’s sale of
closed-end funds in 2008 and 2009, which UBS settled in 2012. Beginning in 2012, two federal class action
complaints, which were subsequently consolidated, were filed against various UBS entities, certain of the funds
and certain members of UBS PR senior management, seeking damages for investor losses in the funds during
the period from January 2008 through May 2012 based on allegations similar to those in the SEC action. In
2016, the court denied plaintiffs’ motion for class certification. In March 2017, the US Court of Appeals for the
First Circuit denied plaintiffs’ petition seeking permission to bring an interlocutory appeal challenging the denial
of their motion for class certification.

In 2015, certain agencies and public corporations of the Commonwealth of Puerto Rico ("Commonwealth")
defaulted on certain interest payments, in 2016, the Commonwealth defaulted on payments on its general
obligation debt ("GO Bonds"), and in 2017 the Commonwealth defaulted on payments on its debt backed by
the Commonwealth's Sales and Use Tax (" COFINA Bonds") as well as on bonds issued by the Commonwealth's
Employee Retirement System ("ERS Bonds"). The funds hold significant amounts of both COFINA and ERS
Bonds and the defaults on interest payments are expected to adversely affect dividends from the funds.
Executive orders of the Governor that have diverted funds to pay for essential services instead of debt payments
and stayed any action to enforce creditors’ rights on the Puerto Rico bonds continue to be in effect. In 2016,
US federal legislation created an oversight board with power to oversee Puerto Rico’s finances and to
restructure its debt. The oversight board is authorized to impose, and has imposed, a stay on exercise of
creditors’ rights. In May and June 2017, the oversight board placed the GO, COFINA and ERS Bonds, among
others, into a bankruptcy-like proceeding under the supervision of a Federal District Judge as authorized by the
oversight board's enabling statute. These events, further defaults, any further legislative action to create a legal
means of restructuring Commonwealth obligations or to impose additional oversight on the Commonwealth’s
finances, or any restructuring of the Commonwealth’s obligations may increase the number of claims against
UBS concerning Puerto Rico securities, as well as potential damages sought.

UBS'’s balance sheet at 30 September 2017 reflected provisions with respect to matters described in this item 4
in amounts 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 provisions that UBS has recognized.
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5.  Foreign exchange, LIBOR and benchmark rates, and other trading practices

Foreign exchange-related regulatory matters: Following an initial media report in 2013 of widespread
irregularities in the foreign exchange markets, UBS immediately commenced an internal review of its foreign
exchange business, which includes UBS's precious metals and related structured products businesses.
Numerous authorities commenced investigations concerning possible manipulation of foreign exchange
markets and precious metals prices. In 2014 and 2015, UBS reached settlements with the UK Financial Conduct
Authority ("FCA") and the US Commodity Futures Trading Commission ("CFTC") in connection with their
foreign exchange investigations, FINMA issued an order concluding its formal proceedings relating to UBS’s
foreign exchange and precious metals businesses, and the Board of Governors of the Federal Reserve System
("Federal Reserve Board") and the Connecticut Department of Banking issued a Cease and Desist Order and
assessed monetary penalties to UBS AG. In addition, the DOJ's Criminal Division ("Criminal Division")
terminated the December 2012 Non-Prosecution Agreement ("NPA") with UBS AG related to UBS's
submissions of benchmark interest rates and UBS AG pleaded guilty to one count of wire fraud, paid a fine and
is subject to probation through January 2020. UBS has ongoing obligations to cooperate with these authorities
and to undertake certain remediation. UBS has also been granted conditional immunity by the Antitrust
Division of the DOJ ("Antitrust Division") and by authorities in other jurisdictions in connection with potential
competition law violations relating to foreign exchange and precious metals businesses. Refer to Note 20b in
the "Consolidated financial statements" section of the Annual Report 2016 and included in this Registration
Document in Appendix 2 (cf. pages G-103-G-113 (inclusive)). for more information on regulatory actions
related to foreign exchange and precious metals and grants of conditional immunity or leniency. Investigations
relating to foreign exchange and precious metals matters by numerous authorities, including the CFTC, remain
ongoing notwithstanding these resolutions.

Foreign exchange-related civil litigation: Putative class actions have been filed since 2013 in US federal courts
and in other jurisdictions against UBS and other banks on behalf of putative classes of persons who engaged in
foreign currency transactions with any of the defendant banks. They allege collusion by the defendants and
assert claims under the antitrust laws and for unjust enrichment. In 2015, additional putative class actions were
filed in federal court in New York against UBS and other banks on behalf of a putative class of persons who
entered into or held any foreign exchange futures contracts and options on foreign exchange futures contracts
since January 2003. The complaints assert claims under the Commodity Exchange Act ("CEA") and the US
antitrust laws. In 2015, a consolidated complaint was filed on behalf of both putative classes of persons
covered by the US federal court class actions described above. UBS has entered into a settlement agreement
that would resolve all of these US federal court class actions. The agreement, which has been preliminarily
approved by the court and is subject to final court approval, requires, among other things, that UBS pay an
aggregate of USD 141 million and provide cooperation to the settlement classes.

A putative class action has been filed in federal court in New York against UBS and other banks on behalf of
participants, beneficiaries and named fiduciaries of plans qualified under the Employee Retirement Income
Security Act of 1974 ("ERISA") for whom a defendant bank provided foreign currency exchange transactional
services, exercised discretionary authority or discretionary control over management of such ERISA plan, or
authorized or permitted the execution of any foreign currency exchange transactional services involving such
plan’s assets. The complaint asserts claims under ERISA. The parties filed a stipulation to dismiss the case with
prejudice. The plaintiffs have appealed the dismissal. The appeals court heard oral argument in June 2017.

In 2015, a putative class action was filed in federal court against UBS and numerous other banks on behalf of a
putative class of persons and businesses in the US who directly purchased foreign currency from the defendants
and their co-conspirators for their own end use. That action has been transferred to federal court in New York.
In March 2017, the court granted UBS’s (and the other banks’) motions to dismiss the complaint. The plaintiffs
filed an amended complaint in August 2017.

In 2016, a putative class action was filed in federal court in New York against UBS and numerous other banks
on behalf of a putative class of persons and entities who had indirectly purchased FX instruments from a
defendant or co-conspirator in the US. The complaint asserts claims under federal and state antitrust laws. In
response to defendants’ motion to dismiss, plaintiffs agreed to dismiss their complaint. In April and June 2017,
two new putative class actions were filed in federal court in New York against UBS and numerous other banks
on behalf of different proposed classes of indirect purchasers of currency, and a consolidated complaint was
filed in June 2017.

In 2015, UBS was added to putative class actions pending against other banks in federal court in New York and
other jurisdictions on behalf of putative classes of persons who had bought or sold physical precious metals
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and various precious metal products and derivatives. The complaints in these lawsuits assert claims under the
antitrust laws and the CEA, and other claims. In October 2016, the court in New York granted UBS’s motions
to dismiss the putative class actions relating to gold and silver. Plaintiffs in those cases sought to amend their
complaints to add new allegations about UBS, which the court granted. The plaintiffs filed their amended
complaints in June 2017. In March 2017, the court in New York granted UBS’s motion to dismiss the platinum
and palladium action. In May 2017, plaintiffs in the platinum and palladium action filed an amended complaint
that did not allege claims against UBS.

LIBOR and other benchmark-related regulatory matters: Numerous government agencies, including the SEC,
the CFTC, the DOJ, the FCA, the UK Serious Fraud Office ("SFO"), the Monetary Authority of Singapore
("MAS"), the Hong Kong Monetary Authority ("HKMA"), FINMA, various state attorneys general in the US and
competition authorities in various jurisdictions have conducted or are continuing to conduct investigations
regarding potential improper attempts by UBS, among others, to manipulate LIBOR and other benchmark rates
at certain times. In 2012, UBS reached settlements relating to benchmark interest rates with the FSA, the CFTC
and the Criminal Division of the DOJ, and FINMA issued an order in its proceedings with respect to UBS relating
to benchmark interest rates. In addition, UBS entered into settlements with the European Commission ("EC")
and with the Swiss Competition Commission ("WEKQO") regarding its investigation of bid-ask spreads in
connection with Swiss franc interest rate derivatives. UBS has ongoing obligations to cooperate with the
authorities with whom UBS has reached resolutions and to undertake certain remediation with respect to
benchmark interest rate submissions. UBS has been granted conditional leniency or conditional immunity from
authorities in certain jurisdictions, including the Antitrust Division of the DOJ and WEKO, in connection with
potential antitrust or competition law violations related to certain rates. However, UBS has not reached a final
settlement with WEKO as the Secretariat of WEKO has asserted that UBS does not qualify for full immunity.
Refer to Note 20b in the “Consolidated financial statements” section of the Annual Report 2016 and included
in this Registration Document in Appendix 2 (¢/. pages G-103-G-113 (inclusive)) for more information on
regulatory actions relating to benchmark rates and grants of conditional immunity or leniency. Investigations by
certain governmental authorities remain ongoing notwithstanding these resolutions.

LIBOR and other benchmark-related civil litigation: A number of putative class actions and other actions are
pending in the federal courts in New York against UBS and numerous other banks on behalf of parties who
transacted in certain interest rate benchmark-based derivatives. Also pending in the US and in other
jurisdictions are actions asserting losses related to various products whose interest rates were linked to LIBOR
and other benchmarks, including adjustable rate mortgages, preferred and debt securities, bonds pledged as
collateral, loans, depository accounts, investments and other interest-bearing instruments. All of the complaints
allege manipulation, through various means, of various benchmark interest rates, including USD LIBOR, Euroyen
TIBOR, Yen LIBOR, EURIBOR, CHF LIBOR, GBP LIBOR, USD and SGD SIBOR and SOR, Australian BBSW and USD
ISDAFIX, and seek unspecified compensatory and other damages under varying legal theories.

In 2013, the US district court in the USD LIBOR action dismissed the federal antitrust and racketeering claims of
certain USD LIBOR plaintiffs and a portion of their claims brought under the CEA and state common law.
Certain plaintiffs appealed the decision to the Second Circuit, which, in 2016, vacated the district court’s ruling
finding no antitrust injury and remanded the case back to the district court for a further determination on
whether plaintiffs have antitrust standing. In December 2016, the district court again dismissed plaintiffs’
antitrust claims, this time for lack of personal jurisdiction over UBS and other foreign banks. In 2014, the court
in one of the Euroyen TIBOR lawsuits dismissed certain of the plaintiff's claims, including federal antitrust
claims. In 2015, the same court dismissed plaintiff's federal racketeering claims and affirmed its previous
dismissal of plaintiff's antitrust claims. In 2017, the court also dismissed the other Yen LIBOR / Euroyen TIBOR
action in its entirety on standing grounds, as did the court in the CHF LIBOR action. Also in 2017, the courts in
the EURIBOR and the SIBOR and SOR lawsuits dismissed the cases as to UBS and certain other foreign
defendants for lack of personal jurisdiction. UBS and other defendants in other lawsuits including those related
to GBP LIBOR and Australian BBSW have filed motions to dismiss. In 2016, UBS entered into an agreement with
representatives of a class of bondholders to settle their USD LIBOR class action. The agreement has received
preliminary court approval and remains subject to final approval. Since 2014, putative class actions have been
filed in federal court in New York and New Jersey against UBS and other financial institutions, among others,
on behalf of parties who entered into interest rate derivative transactions linked to ISDAFIX. The complaints,
which have since been consolidated into an amended complaint, allege that the defendants conspired to
manipulate ISDAFIX rates from January 2006 through June 2013, in violation of US antitrust laws and certain
state laws, and seek unspecified compensatory damages, including treble damages. On 12 July 2017, the court
overseeing the ISDAFIX class action preliminarily approved a settlement agreement between UBS AG and the
plaintiffs, whereby UBS AG agreed to pay USD 14 million to settle the case in its entirety.
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Government bonds: Putative class actions have been filed in US federal courts against UBS and other banks on
behalf of persons who participated in markets for US Treasury securities since 2007. The complaints generally
allege that the banks colluded with respect to, and manipulated prices of, US Treasury securities sold at
auction. They assert claims under the antitrust laws and the CEA and for unjust enrichment. The cases have
been consolidated in the SDNY. Following filing of these complaints, UBS and reportedly other banks are
responding to investigations and requests for information from various authorities regarding US Treasury
securities and other government bond trading practices. As a result of its review to date, UBS has taken
appropriate action.

With respect to additional matters and jurisdictions not encompassed by the settlements and order referred to
above, UBS's balance sheet at 30 September 2017 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.

6. Swiss retrocessions

The Federal Supreme Court of Switzerland ruled in 2012, in a test case against UBS, that distribution fees paid
to a firm 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 firm,
absent a valid waiver.

FINMA has issued a supervisory note to all Swiss banks in response to the Supreme Court decision. UBS has
met the FINMA requirements and has notified all potentially affected clients.

The Supreme Court decision has resulted, and may continue to result, in a number of client requests for UBS to
disclose and potentially surrender retrocessions. Client requests are assessed on a case-by-case basis.
Considerations taken into account when assessing these cases include, among other things, 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 30 September 2017 reflected a provision with respect to matters described in this item 6
in an amount that UBS believes to be appropriate under the applicable accounting standard. The ultimate
exposure will depend on client requests and the resolution thereof, factors that are difficult to predict and
assess. Hence, as in the case of other matters for which 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.

7. 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. 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 challenged in administrative and judicial
proceedings. In August 2017, UBS and BTG agreed to resolve the largest indemnification claim (UBS'’s portion
of which was approximately BRL 2 billion) relating to a tax assessment that had disallowed goodwill
amortization deductions. In connection with this resolution, UBS paid CHF 245 million to BTG, which then
submitted the underlying tax assessment for resolution in a Brazilian tax amnesty program. Of the remaining
BRL 732 million in indemnification claims, administrative courts have ruled in favor of BTG in respect of BRL 455
million of assessments related to profit-sharing plans, with the remainder of the assessments pending at various
levels of the administrative or judicial court system.

8.  Investigation of UBS's role in initial public offerings in Hong Kong

The Hong Kong Securities and Futures Commission ("SFC") has been conducting investigations into UBS’s role
as a sponsor of certain initial public offerings listed on the Hong Kong Stock Exchange. In 2016, the SFC
informed UBS that it intends to commence action against UBS and certain UBS employees with respect to
sponsorship work in those offerings, which could result in financial ramifications for UBS, including fines and
obligations to pay investor compensation, and suspension of UBS's ability to provide corporate finance advisory
services in Hong Kong for a period of time.
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In January 2017, a writ was filed by the SFC with Hong Kong’s High Court in which UBS was named as one of
six defendants from whom the SFC was seeking investor compensation in an unspecified amount for losses
incurred by certain shareholders of China Forestry Holdings Company Limited, for whom UBS acted as a
sponsor in connection with their 2009 listing application. In August 2017, the SFC filed an amended writ that
did not name UBS and some of the other defendants, thereby discontinuing this action against UBS.

The specific litigation, regulatory and other matters described above under items (1) to (8) include 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 as described in "Note 13 Provisions and contingent
liabilities” to the UBS AG interim consolidated financial statements included in the UBS AG Third Quarter 2017
Report and included in this Registration Document in Appendix 9 (cf. page N-27-N-35 (inclusive)). The
proceedings indicated below are matters that have recently been considered material, but are not currently
considered material, by UBS. Besides the proceedings described above and below, there are no governmental,
legal or arbitration proceedings (including any such proceedings which are pending or threatened, of which
UBS AG is aware) which may have, or have had in the recent past, significant effects on UBS AG Group's
and/or UBS AG's financial position or profitability and are or have been pending during the last twelve months
until the date of this document.

RMBS-related lawsuits concerning disclosures: UBS has been named as a defendant in lawsuits relating to its
role as underwriter and issuer of RMBS. In April 2017, UBS reached a final settlement in a lawsuit brought in
the US District Court for the District of Kansas by the National Credit Union Administration ("NCUA") as
conservator for certain failed credit unions, asserting misstatements and omissions in the offering documents
for USD 1.15 billion in original principal balance of RMBS purchased by the credit unions. UBS and the NCUA
settled this matter for USD 445 million. A similar case brought by the NCUA in the SDNY was settled in 2016.
UBS has indemnification rights against surviving third-party issuers or originators for losses or liabilities incurred
by UBS in connection with certain of these matters.

XlI. Significant Changes in the Financial or Trading Position; Material Adverse Change in Prospects

As indicated in "Note 17 Events after the reporting period" to the UBS AG's interim consolidated financial
statements included in the UBS AG Third Quarter 2017 Report and as included in this Registration Document in
Appendix 9 (c¢7 page N-37), on 1 October 2017, UBS AG Group completed the sale of Asset Management's
fund administration servicing units in Luxembourg and Switzerland to Northern Trust, resulting in a pre-tax gain
on sale of approximately CHF 140 million. This gain will be recognized in the income statement within Asset
Management in the fourth quarter of 2017. Other than this, there has been no significant change in the
financial or trading position of UBS AG or UBS AG Group since 30 September 2017, which is the end of the
last financial period for which interim financial information has been published.

There has been no material adverse change in the prospects of UBS AG or UBS AG Group since 31 December
2016.

Xlll. Material Contracts

No material contracts have been entered into outside of the ordinary course of UBS AG's or UBS AG Group's
business, which could result in any member of the UBS AG Group being under an obligation or entitlement
that is material to UBS AG's ability to meet its obligations to the investors in relation to the issued securities.

XIV. Documents on Display

e The annual report of UBS Group AG and UBS AG as of 31 December 2016, comprising the
introductory section, as well as 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 statements (including the "Statutory auditor’ s report
on the audit of the consolidated financial statements” and the “Report of Independent Registered
Public Accounting Firm"), (6) Additional regulatory information, and the Appendix thereto;
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The UBS AG Standalone Financial Statements for the year ended 31 December 2016 and the "Report
of the statutory auditor on the financial statements";

The annual report of UBS Group AG and UBS AG as of 31 December 2015, comprising the
introductory section, as well as 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) Consolidated financial statements (including the "Report of the
statutory auditor and the independent registered public accounting firm on the consolidated financial
statements"), (6) Legal entity financial and regulatory information (including the "Report of the
statutory auditor on the financial statements"), (7) Additional regulatory information, and the
Appendix thereto;

The UBS Group First Quarter 2017 Report and the UBS AG First Quarter 2017 Report;
The UBS Group Second Quarter 2017 Report and the UBS AG Second Quarter 2017 Report;
The UBS Group Third Quarter 2017 Report and the UBS AG Third Quarter 2017 Report and

The Articles of Association of UBS AG,

shall be maintained in printed format, for free distribution, at the offices of UBS AG for a period of twelve
months after the publication of this document. In addition, the annual and quarterly reports, as well as
quarterly result materials of UBS Group AG and 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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Appendix 1 — Excerpts from the Annual Report 2015 as at 31 December 2015

It should be noted that the term "pro-forma" as used in this Appendix 1 does not refer to the term "pro forma
financial information" within the meaning of Regulation (EC) 809/2004.
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Ernst & Young Ltd Phone +41 58 286 86 86

Aeschengraben 9 Fax +41 58 286 86 00
P.0. Box www.ey.com/ch

CH-4002 Basel
Building a better
working world

To the General Meeting of
UBS AG, Zurich and Basel

Basel, 10 March 2016

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

As statutory auditor, we have audited the consolidated financial statements of UBS AG and subsidiaries
which are comprised of the consolidated balance sheets as of 31 December 2015 and 2014, and the
related consolidated statements of income , comprehensive income, changes in equity and cash flows,
and notes thereto, for each of the three years in the period ended 31 December 2015 on pages 568 to738.

Board of Directors’ responsibility

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

Auditor’s responsibility

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

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

accounting estimates made, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of UBS AG and subsidiaries at 31 December 2015 and 2014, and the

consolidated results of operations and the cash flows for each of the three years in the period ended 31
December 2015 in accordance with IFRS, as issued by the IASB, and comply with Swiss law.

Report on other legal and regulatory requirements

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

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

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

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the internal control over financial reporting of UBS AG and subsidiaries as of 31
December 2015, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (2013 Framework), and our report
dated 10 March 2016 expresses an unqualified opinion thereon.

Ernst & Young Ltd

= Zoqa_

Marie-Laure Delarue Troy J. Butner
Licensed Audit Expert Certified Public Accountant (U.S.}
(Auditor in Charge)
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Income statement

For the year ended % change from
CHF million, except per share data Note 31.12.15 31.12.14 31.12.13 31.12.14
Interest income 3 13,178 13,194 13,137 0
Interestexpense 3 (6,449) (6639 73 G
Net interest income 3 6,729 6,555 5,786 3
Creditloss (expense)/recovery 2 wmn 7 s0) 50
Net interest income after credit loss expense 6,612 6,477 5,736 2
Net fee and commission income 4 17184 1706 16287 1
Nettrading income 3 569% D384 510 48
otherneome R : 112 .... o o B
Total operating income 30,605 28,026 27,732 9
Personnel expenses 6 15,954 15,280 15,182 4
General and administrative expenses 7 829 93 8380 (12)
Depreciation and impairment of property, equipment and software % 918 817 g6 2
Amortization and impairment of intangible assets 7 107 B8 3 29
Total operating expenses 25,198 25,557 24,461 (1)
Operating profit/(loss) before tax 5,407 2,469 3,272 119
Tax expense/(benefi) 8 (908)  (1180) 1o (23)
Net profit/(loss) 6,314 3,649 3,381 73
Net profit/(loss) attributable to preferred noteholders 77 142 204 (46)
Net profit/(loss) attributable to non-controlling interests 3 5 5 (40)
Net profit/(loss) attributable to UBS AG shareholders 6,235 3,502 3,172 78
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Statement of comprehensive income

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Comprehensive income attributable to UBS AG shareholders

Net profit/(loss) 6,235 3,502 3,172
Other comprehensive income that may be reclassified to the income statement

Foreign currency translation

Foreign currency ffanslation movefﬁénts, before tax . (17'4')' 1,8'3'9' ' (440)
Foreign exchang'é'amounts reclassified to the income statement from edhity (90) ' e (36)
Income tax relafihg to foreign curféhcy translation md\)ements . (1) ' (7) ' 5'
Subtotal foreign currency translation, net of tax (266) 1,834 471)
Financial investments available-for-sale

Net unrealized géins/(losses) on financial investment's'available—for—salé,' before tax 180 ' 335 ' (57')'
Impairment chafgés reclassified to the income statement from equity - 0 76 41
Realized gains reclassified to the income statement from equity (298) ' (244) ' (265')'
Realized losses reclassified to the income statement from equity 45 5 56
Income tax relafihg to net unrealized gains/(losses) on financial investments available-for-sale 8 ' (52) ' 71
Subtotal financial investments available-for-sale, net of tax (64) 140 (154)
Cash flow hedges

Effective portioh of changes in fair value of derivative instruments desig'n'ated as cash ﬂoW'hedges, before tax 550 . 2,08'6' . (652')
Net realized (gaihé)/losses reclassified to the income statement from edﬁity N . (1,1 99) . (1,197) (1 ,261')
Income tax relafihg to cash flow hédges - - 131 (196) . 393
Subtotal cash flow hedges, net of tax (518) 693 (1,520)
Total other comprehensive income that may be reclassified to the income statement, net of tax (848) 2,667 (2,145)
Other comprehensive income that will not be reclassified to the income statement

Defined benefit plans

Gains/ (losses) on defined benefit bléns, before tax 322 ' (1,454) ' 1,178”
Income tax relafihg to defined benefit plans (19) ' 247 ' (239')'
Subtotal defined benefit plans, net of tax 304 (1,208) 939
Property revaluation surplus

Gains on proper'ty'revaluation, before tax 0 0 0
Net (gains)/los§é§ reclassified to retained earnings . 0 . 0 . (6')7
Income tax relafihg to gains on prrorprerty revaluation 0 0 0
Subtotal changes in property revaluation surplus, net of tax 0 0 (6)
Total other comprehensive income that will not be reclassified to the income statement, net of tax 304 (1,208) 933
Total other comprehensive income (545) 1,459 (1,211)
Total comprehensive income attributable to UBS AG shareholders 5,690 4,961 1,961

Table continues on the next page.
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UBS AG consolidated financial statements

Statement of comprehensive income (continued)

Table continued from previous page.

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Comprehensive income attributable to preferred noteholders
Net profit/(loss) 77 142 204
Other comprehensive income that will not be reclassified to the income statement
Foreign currency translation movements, before tax (59) 119 355
Income tax relating to f'o.r.e.igt;n currency translation movements 0 0 0
Subtotal foreign currency translation, net of tax (59) 119 355
Total other comprehensive income that will not be reclassified to the income statement, net of tax (59) 119 355
Total comprehensivé income attributable to bféférred noteholders 18 260 559
Comprehensive income attributable to non-controlling interests
Net profit/(loss) 3 5 5
Other comprehensive income that will not be reclassified to the income statement
Foreign currency translation movements, before tax (2) 3 (1)
Income tax relating to f'o.r.e.igt;n currency translation movements 0 0 0
Subtotal foreign currency translation, net of tax (2) 3 (1)
Total other comprehensive income that will not be reclassified to the income statement, net of tax (2) 3 (1)
Total comprehensivé income attributable to hbﬁ;controlling interests 1 7 4
Total comprehensive income
Net profit/(loss) 6,314 3,649 3,381
‘Other comprehensivé iﬁcome """"""" (606) ' 1,58'0' ' (857)
‘ of which: other comp}éhéns/ve income that may be }éc/assiﬁed to the /'ncome's'té'tement """ (848) ' 2,65? ' (2745)
of which: other comp}éhénsive income that will noz‘ be reclassified to the /'nco'n}é'statement """ 243 ' (1, 087) ' 1288 :
Total comprehensive income 5,709 5,229 2,524
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Balance sheet

% change from

CHF million Note 31.12.15 31.12.14 31.12.14
Assets

Cash and balances with central banks 104,073 (12)
oo b 10" D e 13334 ................ (1 1)
Cash collateral on securities borowed 1,26 25584 2063 6
Reverse repurchase agreements 1,26 67,893 68414 (1)
Trading portfolio assets 13,24 124047 1381 (10)
 of which: assets pledged as collateral which may be sold or repledged by counterparties 25 51,943 56018 7
Positive replacement values 14,2426 256978 (35)
Cash collateral receivables on derivative instruments 1,26 23763 30979 (23)
Financial assets designated at fair valve 24,26,27 588 4493 29
e T 1012 315984 .................. (1)
Financial investments available-forsale 15,24 62543 57,15 9
Investments in associates 30 94 927 3
Property, equipment and software 6 768 684 2
Goodwill and intangible assets 7 6568 6785 @)
et o assets e e 11060 ................. o
ther sete o e 23069 .................. (4) .
Total assets 1,062,327 (1)
Liabilities

Due to banks 19 10,492 13
Cash collateral on securities lent 1,26 8029 9,180 (13)
Repurchase agreements 1,26 9653 1818 (18)
Trading portfolio liabilites 13,24 29137 27,98 4
Negative replacement values 14,2426 /4101 (36)
Cash collateral payables on derivative instruments 11,26 38282 23 (10)
Financial liabilities designated at fairvalue 20,2426 62995 75207 (16)
i to customere T o 410979 .................. (2)
Bebtiued g ayaee 91207 ................ (1 0)
v S e 4366 .................. (5) .
Other aliies 8,‘ s 70392 .................. .
Total liabilities 1,008,162 (12)
Equity

Share capital 384 1
e -7 amy 32057 ,,,,,,,,,,,,,,,,,, (8)
Tféééhry e T (37) ............... (100)
Retained P Vi B 22902 ................. 2
Other comprehensive income recognized directly in equity, net of tax ~~~~ (a047) 3199 7
Equity attributable to UBS AG shareholders 52,108 6
Equity attributable to preferred noteholders 494 203 @)
Equny attributable to hbh'—'c'o'ﬁt'rb'lling interests s (9)
Total equity 57,243 54,165 6
Total liabilities and equity 943,256 1,062,327 (1)
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Statement of changes in equity

CHF million

Share
capital

Share
premium

Treasury
shares

Retained
earnings

Balance as of 1 January 2013
Issuance of share tapital
Acquisition of treésury shares
Disposal of treasufy shares
Treasury share gaihs/(losses) and net premium/(discount) on own equity derivative activity
Premium on shares issued and warrants exercised ' '
Employee share and share option pléns
Tax (expense)/beﬁefit recognized in share premium
Dividends ' '
Equity classified as obligation to purﬁhase own shares
Preferred notes '
New consolidatiohs and other increéses/(decreases)
Deconsolidations and other decreases
Total comprehensi\/e income for the year
of which: Net pfoﬁt/(/oss) '

of which: Other comprehensive income that may be reclassified to the income siatement, net of tax
of which: Other comprehensive income that will not be reclassified to the income statement,

net of tax — defined benefit plans

of which: Other comprehensive income that will not be reclassified to the income statement,

net of tax — foreign currency translation

384
1 .

33,862

(1,071)

(846)
887

16,491

4111
3,172

939

Balance as of 31 December 2013
Issuance of share tapital '
Acquisition of treésury shares
Disposal of treasufy shares
Treasury share gaihs/(losses) and net premium/(discount) on own equity derivative activity
Premium on shares issued and warrants exercised ' '
Employee share and share option pléns
Tax (expense)/beﬁefit recognized in share premium
Dividends ' '
Equity classified as obligation to purthase own shares
Preferred notes '
New consolidations and other increéses/(decreases)
Deconsolidations and other decreases
Total comprehensiVe income for the year
of which: Net pfoﬁt/ (loss) :

of which: Other comprehensive income that may be reclassified to the income sfatement, net of tax
of which: Other comprehensive income that will not be reclassified to the income statement,

net of tax — defined benefit plans

of which: Other comprehensive income that will not be reclassified to the income statement,

net of tax — foreign currency translation

384

33,906

24
802
(1,785)

(9388
46

(1,031)

(953)
1946

20,608

2,294
3,502

(1,208)
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Other comprehensive of which: Total equity
income recognized of which: Financial invest- of which: attributable to
directly in equity, Foreign currency ments avail- Cash flow UBS AG Preferred  Non-controlling
net of tax' translation able-for-sale hedges shareholders noteholders interests Total equity
(3,715) (6,954) 249 2,983 45,949 3,109 22 49,100
, U . . R . a2 s
""" ®46) (846)
""" 887 887
""" 203 203
""" 3 30
""" 305 305
""" 9 91
""" 64 (204) 6 (773)
9) 9)
""" o a5 (1,572)
,,,,,, RN . b
""" an 0 (1)
@15y “471) (154) (1,520) 191 559 4 2,524
- - ' ' 3172 204 5 3,381
(2145 (471) (154 (1,520) (2145 ' - (2,145)
939 939
0 355 (1) 355
(5.866) (7,425) 95 1,463 48,002 1,893 M 49,936
, U . . R . Al i
""" ©s3 (953)
""" 1,946 1,946
""" u u
""" 82 802
""" a78s) (1,785)
,,,,,, e i
""" @8 (142) @) (1,084)
""" % ' - 46
,,,,,, S o o
,,,,,, IR . o g
,,,,,, IR L X
2667 1,834 140 693 491 260 7 5,229
- - ' 3502 142 5 3,649
2667 1,834 140 693 2667 ' - 2667
(1,208) (1,208)
0 119 3 121
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Statement of changes in equity (continued)

Share Share Treasury Retained

CHF million capital premium shares earnings
Balance as of 31 December 2014 384 32,057 (37) 22,902
Issuance of share tapital ' ' ' ' ' ' ' ' ' ) ' 1 ' ' o
Acquisition of treésury shares ' ' ' ' ' ' ' ' ) ' ' ' (292) '
Disposal of treasufy shares ' ' ' ' ' ' ' ' ) ' ' ' 328
Treasury share gaihs/(losseé) and net premiurﬁ/(discoﬂnt) on own equity derivative activity ' ' ' ) ' . 42 .
Premium on shares issued and warrants exercised ' ' ' ' ' ) ' . 290
Employee share and share dption pléns ' ' ' ' ' ' ' ) ' . (6) .
Tax (expense)/beﬁefit recognized in share prefnium ' ' ' ' ' ' ) ' . 9
Dividends ' ' ' ' ' ' ' ' ' ' - (2,914 ' )
Equity classified as obligatidn to purthase own shares ' ' ' ' ' ) ' . 0 . -
Preferred notes ' ' ' ' ' ' ' ' ' ) ' . .
New consolidations and other increéses/(decfeases) '
Deconsolidations and other decreases ' '
Total comprehensi\/e income for the year ' ' ' ' ' ' ' ) ' ' ' ' 6,538 '

of which: Net pfoﬁt/(/osé) ' ' ' ' ' ' ' ' ' 6, 235

of which: Other comprehensive income that may be reclassified to the income s'tatement,rnet of tax

of which: Other comprehensive income that will not be reclassified to the income statement,
net of tax — defined benefit plans ; ; ; ; 304

of which: Other comprehensive income that will not be reclassified to the income sz‘atemém‘,
net of tax — foreign currency translation

Balance as of 31 December 2015 386 29,477 0 29,433

1 Excludes defined benefit plans that are recorded directly in retained earnings. 2 Reflects the payment out of the capital contribution reserve of UBS AG of CHF 0.75 (2014: CHF 0.25, 2013: CHF 0.15) per CHF 0.10
par value share.
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Other comprehensive of which: Total equity
income recognized of which: Financial invest- of which: attributable to
directly in equity, Foreign currency ments avail- Cash flow UBS AG Preferred  Non-controlling
net of tax' translation able-for-sale hedges shareholders noteholders interests Total equity
(3,199) (5,591) 236

PSP P RO 04 e
0 (59) 2 (61)
(4,047) (5,857) 172 1,638 55,248 1,954 41 57,243
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UBS AG shares issued and treasury shares held

As of 31 December 2015, shares issued by UBS AG totaled
3,858,408,466 (31 December 2014: 3,844,560,913 shares).

As of 1 January 2015, UBS AG held 2,115,255 treasury shares,
which were exchanged with UBS Group AG shares in 2015. No
treasury shares were held as of 31 December 2015.

- Refer to the “UBS shares” section of this report for more

information
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Conditional share capital

As of 31 December 2015, UBS AG's share capital could have been
increased through the issuance of 136,200,312 shares upon exer-
cise of employee options.

Additional conditional capital up to a maximum number of
380,000,000 shares was available as of 31 December 2015 for
conversion rights and warrants granted in connection with the
issuance of bonds or similar financial instruments.

Furthermore, UBS AG’s share capital could have been increased
by a maximum of 36,152,447 shares as of 31 December 2015
through the exercise of options granted in connection with the
cash or title dividend distributed in 2015.
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Statement of cash flows

For the year ended

CHF million 31.12.15' 31.12.14' 31.12.13"
Cash flow from/(used in) operating activities

Net profit/(loss) 6,314 3,649 3,381

Adjustments to reconcile net prdfit to cash flow from/ (used in) opérating activities - ' - '

Non-cash items included in net profit'a'nd other adjustméh;[s: -

Depreciation and irﬁpairment of propéfty, equipment and software 918 817 816
Amortization and it;npairment of intahgible assets 107 83 83

Credit loss expen'sé'/(recovery) . 117 . 78 . 50
Share of net profit's' of associates '('169) . ”(94) . (49)
Deferred tax expéhée/(beneﬂt) (1',7614) . (1;635) . (545)
Net loss / (gain) from investing activities (934) (27) (522)
Net loss/(gain) from financing activities (1',7654). 2;135 . 3,988
Other net adjustments - 3,628 (7,250) 5,326
Net change in ohéréting assets and liabilities: - ' - '

Due from /to banks . 1',7768 ' (i;235) ' (7,551)
Cash collateral on securities borrowed and reverse repurthése agreements . (2,71 2) ' 32;262 ' 43,754
Cash collateral on securities lent and 'r'epurchase agreem'e'n'ts . (2,909) ' (3;698) ' (23,659)
Trading portfolio,r féplacement values and financial asset's'd'esignated at fair value 5,407 ' (2;879) ' 43,944
Cash collateral on derivative instruments . 3,285 . (7;301) . (22,412)
Loans - 841 (20,427) (7,108)
Due to customers (17,362) 8,803 19,195

Other assets, proViéions and other liabilities 7','516 . 4;751 . (3,935)
Income taxes pai'dr,'net of refunds '('551) . '('600) . (382)
Net cash flow from/(used in) operating activities 1,997 7,231 54,374
Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets (13) (18) (49)
Disposal of subsidiéries, associates and intangible assets? 477 70 136

Purchase of propéﬁy, equipment and software o (1',7841) ' (1 ;91 5) ' (1,236)
Disposal of propéfty, equipment and software 547 350 639

Net (investment i'n')'/divestment of finandial investments available-for-sale> (7,605) ' 4;108 ' 5,966

Net cash flow from/(used in) investing activities (8,434) 2,596 5,457

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

Table continued from previous page.
For the year ended
CHF million 31.12.15' 31.12.14! 31.12.13

Cash flow from/(used in) financing activities

Net short-term debt issued/(repaid) (6,404) (2,921) (4,290)
Net movements in ;[reasury shares and own equity derivative activity . o N - 0 ' '('719) ' (341)
Capitalissuancem - - - - o 0 1

Distributions paid'o'n UBS AG shares . N - (2,626) . '('938) . (564)
|ssuance of Iong»;[éfm debt, incIudingrfrinanciaI liabilities désignated at fair value N - 47,790 . 40;982 . 28,014
Repayment of Iohgiterm debt, includiﬁg financial Iiabilitiérs'designated at fair value N - (44,221) . (34;210) . (68,954)
Dividends paid and repayments of préferred notes . N - '('108) . '('1 10) . (1,415)
Net changes of nﬁh-controlling interests . N - . (5) . . (3) . (6)
Net cash flow from/(used in) financing activities (5,573) 2,081 (47,555)
Effects of exchange rate differences on cash and cash equivalents (1,742) 8,522 (2,705)
Net increase/(decrease) in cash and cash equivalents (13,753) 20,430 9,569
Cash and cash edtﬁvalents at the begihning of the year - - - 116,715 ' 96;284 ' 86,715
Cash and cash equivalents at the end of the year 102,962 116,715 96,284

Cash and cash gquivalents comprise:

Cash and balances with central banks . N - 91',7306 . 104;073 . 80,879
Due from banks - - - 10732 1772 11,117
Money market pa'u;)érA - - - - 924 869 4,288
Total® 102,962 116,715 96,284

Additional information

Net cash flow frormr/ (used in) operating activities incIudeV:V ;

Cash received asrirnrterest N 11:,:1 44 1 1:,:321 12,148
Cash paid as intgrgst N N N N 5,267 : 5360 : 7,176
Cash received as dividends on equity investments, investment funds and associates® 2,120 1,961 1,421

1 In 2015, UBS AG refined its definition of cash and cash equivalents to exclude cash collateral receivables on derivatives with bank counterparties. Prior periods were restated. Refer to Note 1b for more informa-
tion. 2 Includes dividends received from associates. 3 Includes gross cash inflows from sales and maturities (CHF 93,584 million for the year ended 31 December 2015, CHF 140,438 million for the year ended
31 December 2014, CHF 153,887 million for the year ended 31 December 2013) and gross cash outflows from purchases of (CHF 101,189 million for the year ended 31 December 2015, CHF 136,330 million for the
year ended 31 December 2014, CHF 147,921 million for the year ended 31 December 2013). 4 Money market paper is included in the balance sheet under Trading portfolio assets (31 December 2015: CHF 795 mil-
lion, 31 December 2014: CHF 835 million, 31 December 2013: CHF 1,716 million) and Financial investments available-for-sale (31 December 2015: CHF 129 million, 31 December 2014: CHF 34 million, 31 December
2013: CHF 2,571 million). 5 CHF 3,963 million, CHF 4,178 million and CHF 4,534 million of cash and cash equivalents (mainly reflected in Due from banks) were restricted as of 31 December 2015, 31 December
2014 and 31 December 2013, respectively. Refer to Note 25 for more information. 6 Includes dividends received from associates (2015: CHF 114 million, 2014: CHF 54 million, 2013: CHF 69 million) reported within
cash flow from/(used in) investing activities.
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Notes to the UBS AG consolidated financial statements

Note 1 Summary of significant accounting policies

a) Significant accounting policies

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

1) Basis of accounting

UBS AG provides a broad range of financial services including:
advisory services, underwriting, financing, market-making, asset
management and brokerage on a global level, and retail banking
in Switzerland. UBS AG was formed on 29 June 1998 when Swiss
Bank Corporation and Union Bank of Switzerland merged. UBS
Group AG was established in 2014 as the holding company of the
Group and in 2015 it increased its ownership interest in UBS AG
to 100%, following the successful completion of the procedure
under article 33 of the Swiss Stock Exchange Act (SESTA proce-
dure). Refer to Note 32 for more information.

The Financial Statements are prepared in accordance with IFRS
as issued by the International Accounting Standards Board (IASB),
and are presented in Swiss francs (CHF), the currency of Switzer-
land, where UBS AG is incorporated. On 10 March 2016, the
Financial Statements were authorized for issue by the Board of
Directors. The Financial Statements are prepared using uniform
accounting policies for similar transactions and other events.
Intercompany transactions and balances have been eliminated.

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

2) Use of estimates

Preparation of these Financial Statements under IFRS requires
management to make estimates and assumptions that affect
reported amounts of assets, liabilities, income and expenses and
disclosure of contingent assets and liabilities. These estimates and
assumptions are based on the best available information. Actual
results in the future could differ from such estimates and such
differences may be material to the Financial Statements. Estimates
are reviewed regularly and revisions are recognized in the period
in which they occur.

The following notes to the Financial Statements contain infor-
mation about those areas of estimation uncertainty considered to
require critical judgment and have the most significant effect on
the amounts recognized in the Financial Statements: Note 8
Income taxes, Note 12 Allowances and provisions for credit losses,
Note 17 Goodwill and intangible assets, Note 22 Provisions and
contingent liabilities, Note 24 Fair value measurement, Note 28
Pension and other post-employment benefit plans, Note 29 Equity
participation and other compensation plans and Note 30 Interests
in subsidiaries and other entities.

3) Subsidiaries and structured entities

The Financial Statements comprise those of UBS AG and its subsid-
iaries, including controlled structured entities (SEs), presented as a
single economic entity. Equity attributable to non-controlling inter-
ests is presented on the consolidated balance sheet within Equity,
separately from Equity attributable to UBS AG shareholders.

UBS AG controls an entity when it has power over the relevant
activities of the entity, exposure to variable returns and the ability
to use its power to affect its returns.

Where an entity is governed by voting rights, control is gener-
ally indicated by a direct shareholding of more than one-half of
the voting rights.
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Note 1 Summary of significant accounting policies (continued)

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

Subsidiaries, including SEs, are consolidated from the date
control is obtained and are deconsolidated from the date control
ceases. Control, or the lack thereof, is reassessed if facts and cir-
cumstances indicate that there is a change to one or more of the
elements needed to establish that control is present.

- Refer to Note 30 for more information on subsidiaries and

structured entities

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

UBS AG sponsors the formation of SEs and interacts with non-
sponsored SEs for a variety of reasons including allowing clients to
obtain or be exposed to particular risk profiles, to provide funding
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or to sell or purchase credit risk. Many SEs are established as
bankruptcy remote, meaning that only the assets in the SE are
available for the benefit of the SE’s investors and such investors
have no other recourse to UBS AG. UBS AG is deemed to be the
sponsor of an SE when it is involved in its creation, establishment
and promotion and facilitates its ongoing success through the
transfer of assets or the provision of explicit or implicit financial,
operational or other support. Where UBS AG acts purely as an

advisor, administrator or placement agent for an SE created by a

third-party entity, it is not considered to be sponsored by UBS AG.
Each individual entity is assessed for consolidation in line with

the consolidation principles described above, considering the
nature and scope of UBS AG's involvement. As the nature and
extent of UBS AG's involvement is unique to each entity, there is
no uniform consolidation outcome by entity — certain entities
within a class are consolidated and others are not. When UBS AG
does not consolidate an SE but has an interest in an SE or has

sponsored an SE, additional disclosures are provided in Note 30

on the nature of these interests and sponsorship activities. The

classes of SEs UBS AG is involved with include the following:

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

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

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

Business combinations are accounted for using the acquisition
method. As of the acquisition date, UBS AG recognizes the iden-
tifiable assets acquired and the liabilities assumed at their acquisi-
tion-date fair values. For each business combination, UBS AG
measures the non-controlling interests in the acquiree either at
fair value or at their proportionate share of the acquiree’s identifi-
able net assets. Generally, non-controlling interests are present
ownership interests that entitle their holders to a proportionate
share of the net assets of the acquiree in the event of liquidation.

The cost of an acquisition is the aggregate of the assets trans-
ferred, the liabilities owed to former owners of the acquiree, and
the equity instruments issued, measured at acquisition-date fair
values. Acquisition-related costs are expensed as incurred. Any
contingent consideration that may be transferred by UBS AG is
recognized at fair value as of the date of acquisition.

If the contingent consideration is classified as an asset or liabil-
ity, subsequent changes in the fair value of the contingent consid-
eration are recognized in the income statement. If the contingent
consideration is classified as equity, it is not remeasured and its
subsequent settlement is accounted for within Equity. Any excess
of the aggregate of the consideration transferred and the amount
recognized for non-controlling interests over the net identifiable
assets acquired and liabilities assumed is considered goodwill and
is recognized as a separate asset on the balance sheet, initially
measured at cost. If the fair value of the net assets of the subsid-
iary acquired exceeds the aggregate of the consideration trans-
ferred and the amount recognized for non-controlling interests,
the difference is recognized in the income statement on the
acquisition date.

- Refer to Note 31 for more information on business combinations

4) Associates and joint ventures

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

If the reporting date of an associate or joint venture is different
than UBS AG's reporting date, the most recently available finan-
cial statements of the associate or joint venture are used to apply
the equity method. Adjustments are made for effects of signifi-
cant transactions or events that may occur between that date and
UBS AG's reporting date.

Investments in associates and interests in joint ventures are
classified as held for sale if their carrying amount will be recovered
principally through a sale transaction rather than through con-
tinuing use. Refer to item 29 for more information.

-> Refer to Note 30 for more information on associates and joint

ventures

5) Recognition and derecognition of financial instruments

UBS AG recognizes financial instruments on its balance sheet when
UBS AG becomes a party to the contractual provisions of the instru-
ments, provided the recognition criteria are met. UBS AG also acts
in a trustee or other fiduciary capacity, which results in the holding
or placing of assets on behalf of individuals, trusts, retirement ben-
efit plans and other institutions. Unless the recognition criteria are
satisfied, these assets and the related income are excluded from
UBS AG's Financial Statements, as they are not assets of UBS AG.

Financial assets
UBS AG enters into certain transactions where it transfers finan-
cial assets recognized on its balance sheet but retains either all or
a portion of the risks and rewards of the transferred financial
assets. If all or substantially all of the risks and rewards are
retained, the transferred financial assets are not derecognized
from the balance sheet. Transactions where transfers of financial
assets result in UBS AG retaining all or substantially all risks and
rewards include securities lending and repurchase transactions
described under items 13 and 14. They also include transactions
where financial assets are sold to a third party together with a
total return swap that results in UBS AG retaining all or substan-
tially all risks and rewards of the transferred assets. These types of
transactions are accounted for as secured financing transactions.
In transactions where substantially all of the risks and rewards
of ownership of a financial asset are neither retained nor trans-
ferred, UBS AG derecognizes the financial asset if control over the
asset is surrendered. The rights and obligations retained following
the transfer are recognized separately as assets and liabilities,
respectively. In transfers where control over the financial asset is
retained, UBS AG continues to recognize the asset to the extent
of its continuing involvement, determined by the extent to which
it is exposed to changes in the value of the transferred asset fol-
lowing the transfer. Examples of such transactions include written
put options, acquired call options, or other instruments linked to
the performance of the transferred asset.
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Note 1 Summary of significant accounting policies (continued)

For the purposes of UBS AG's disclosures of transferred financial
assets, a financial asset is typically considered to have been trans-
ferred when UBS AG a) transfers the contractual rights to receive
the cash flows of the financial asset or b) retains the contractual
rights to receive the cash flows of that asset, but assumes a con-
tractual obligation to pay the cash flows to one or more entities.

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

- Refer to Note 25b and 25c¢ for more information on transferred

financial assets

Financial liabilities

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

6) Determination of fair value
Fair value is the price that would be received for the sale of an
asset or paid to transfer a liability in an orderly transaction
between market participants in the principal market (or most
advantageous market, in the absence of a principal market) as of
the measurement date.

- Refer to Note 24 for more information on fair value measurement

7) Trading portfolio assets and liabilities

Non-derivative financial assets and liabilities are classified at
acquisition as held for trading and presented in the trading port-
folio if they are a) acquired or incurred principally for the purpose
of selling or repurchasing in the near term, or b) part of a portfolio
of identified financial instruments that are managed together and
for which there is evidence of a recent actual pattern of short-
term profit-taking.
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The trading portfolio includes non-derivative financial instru-
ments (including those with embedded derivatives) and commod-
ities. Financial instruments that are considered derivatives in their
entirety generally are presented on the balance sheet as Positive
replacement values or Negative replacement values. Refer to item
15 for more information. The trading portfolio includes recog-
nized assets and liabilities relating to proprietary, hedging and
client-related business.

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

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

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

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

- Refer to Note 13 and 24 for more information on trading

portfolio assets and liabilities.
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8) Financial assets and financial liabilities designated at fair value

through profit or loss

A financial instrument may be designated at fair value through

profit or loss only upon initial recognition and this designation

cannot be changed subsequently. Financial assets and financial
liabilities designated at fair value are presented on separate lines
on the face of the balance sheet. The fair value option can be
applled only if one of the following criteria is met:
the financial instrument is a hybrid instrument that includes a
substantive embedded derivative;

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

— the application of the fair value option eliminates or significantly
reduces an accounting mismatch that would otherwise arise.

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

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

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

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

The fair value option is also applied to certain loans and loan
commitments, otherwise accounted for at amortized cost, which
are hedged predominantly with credit derivatives. The application
of the fair value option to the loans and loan commitments
reduces an accounting mismatch, as the credit derivatives are
accounted for as derivative instruments at fair value through
profit or loss. Similarly, UBS AG has applied the fair value option
to certain structured loans and reverse repurchase and securities
borrowing agreements which are part of portfolios managed on a
fair value basis.

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

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

fair value or Interest expense on financial liabilities designated at
fair value, respectively.

UBS AG applies the same recognition and derecognition prin-
ciples to financial instruments designated at fair value as to finan-
cial instruments in the trading portfolio. Refer to items 5 and 7 for
more information.

- Refer to Notes 3, 20, 24e and 27d for more information on

financial assets and liabilities designated at fair value

9) Financial investments classified as available-for-sale
Financial investments classified as available-for-sale are non-deriv-
ative financial assets that are not classified as held for trading,
designated at fair value through profit or loss, or loans and receiv-
ables. They are recognized on a settlement date basis.

Financial investments classified as available-for-sale include: (a)
debt securities held as part of a large multi-currency portfolio of
unencumbered, high-quality assets managed centrally by Corpo-
rate Center — Group Asset and Liability Management, a majority
of which is short-term, (b) strategic equity investments, (c) certain
investments in real estate funds, (d) certain equity instruments
including private equity investments, and (e) debt instruments
and non-performing loans acquired in the secondary market.

Financial investments that are classified as available-for-sale are
recognized initially at fair value less transaction costs and are mea-
sured subsequently at fair value. Unrealized gains and losses are
reported in Other comprehensive income within Equity, net of
applicable income taxes, until such investments are sold, collected
or otherwise disposed of, or until any such investment is deter-
mined to be impaired. Unrealized gains before tax are presented
separately from unrealized losses before tax in Note 15.

For monetary instruments (such as debt securities), foreign
exchange translation gains and losses determined by reference to
the amortized cost basis of the instruments are recognized in Net
trading income. Foreign exchange translation gains and losses
related to other changes in fair value are recognized in Other
comprehensive income within Equity. Foreign exchange transla-
tion gains and losses associated with non-monetary instruments
(such as equity securities) are part of the overall fair value change
of the instruments and are recognized in Other comprehensive
income within Equity.

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

On disposal of an investment, any related accumulated unreal-
ized gains or losses included in Equity are reclassified to the
income statement and reported in Other income. Gains or losses
on disposal are determined using the average cost method.
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At each balance sheet date, UBS AG assesses whether indica-
tors of impairment are present for an available-for-sale invest-
ment. An available-for-sale investment is impaired when there is
objective evidence that, as a result of one or more events that
occurred after the initial recognition of the investment, the esti-
mated future cash flows from the investment have decreased. A
significant or prolonged decline in the fair value of an available-
for-sale equity instrument below its original cost is considered
objective evidence of impairment. In the event of a significant
decline in fair value below its original cost (20%) or a prolonged
decline (six months), an impairment is recorded unless facts and
circumstances clearly indicate that the decline in value, on its
own, is not evidence of an impairment.

For debt investments, objective evidence of impairment
includes significant financial difficulty of the issuer or counter-
party, default or delinquency in interest or principal payments, or
it becoming probable that the borrower will enter bankruptcy or
financial reorganization. If an available-for-sale financial invest-
ment is determined to be impaired, the related cumulative net
unrealized loss previously recognized in Other comprehensive
income within Equity is reclassified to the income statement
within Other income. For equity instruments, any further loss is
recognized directly in the income statement, whereas for debt
instruments, any further loss is recognized in the income state-
ment only if there is additional objective evidence of impairment.
After an impairment of an equity instrument that is classified as
available-for-sale, increases in the fair value are reported in Other
comprehensive income within Equity. Subsequent increases in the
fair value of debt instruments up to an amount that equals their
amortized cost in original currency are recognized in Other
income, provided that the fair value increase is related to an event
occurring after the impairment loss was recorded. Increases in
excess of that amount are reported in Other comprehensive
income within Equity.

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

- Refer to Note 15 and 24 for more information on financial

investments available-for-sale
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10) Loans and receivables

Loans and receivables are non-derivative financial assets with

fixed or determinable payments that are not quoted in an active

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

value through profit and loss or classified as available-for-sale, and

are not assets for which UBS AG may not recover substantially all

of its initial net investment other than because of credit deteriora-

tion. Financial assets classified as loans and receivables include:

— originated loans where funding is provided directly to the
borrower;

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

— securities which were classified as loans and receivables at
acquisition date, such as municipal auction rate securities in
the Corporate Center — Non-core and Legacy Portfolio (refer to
Note 27c¢ for more information).

Loans and receivables are recognized when UBS AG becomes
a party to the contractual provisions of the instrument, which is
when funding is advanced to borrowers. They are recorded ini-
tially at fair value, based on the amount provided to originate or
purchase the assets, together with any transaction costs directly
attributable to the acquisition. Subsequently, they are measured
at amortized cost using the EIR method, less allowances for credit
losses. Refer to item 11 for information on allowances for credit
losses and to Note 27a for an overview of the financial assets clas-
sified as loans and receivables.

Interest on loans and receivables is included in Interest earned
on loans and advances and is recognized on an accrual basis.
Upfront fees and direct costs relating to loan origination, refinanc-
ing or restructuring as well as to loan commitments are generally
deferred and amortized to Interest earned on loans and advances
over the life of the loan using the EIR method. For loan commit-
ments that are not expected to result in a loan being advanced, the
fees are recognized in Net fee and commission income over the
commitment period. For loan syndication fees where UBS AG does
not retain a portion of the syndicated loan, or where UBS AG does
retain a portion of the syndicated loan at the same effective yield
for comparable risk as other participants, fees are credited to Net
fee and commission income when the services have been provided.

Presentation of receivables from central banks

Deposits with central banks that are available on demand are pre-
sented on the balance sheet as Cash and balances with central
banks. All longer-dated receivables with central banks are pre-
sented under Due from banks.
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Financial assets reclassified to loans and receivables

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

- Refer to Note 27¢ for more information on reclassified assets

Renegotiated loans

A renegotiated or restructured loan is a loan for which the terms
have been modified or for which additional collateral has been
requested that was not contemplated in the original contract.

Typical key features of terms and conditions granted through
renegotiation to avoid default include special interest rates, post-
ponement of interest or amortization payments, modification of
the schedule of repayments or amendment of loan maturity.
There is no change in the EIR following a renegotiation.

If a loan is renegotiated with preferential conditions (i.e., new
or modified terms and conditions are agreed which do not meet
the normal market criteria for the quality of the obligor and the
type of loan), the position is still classified as non-performing and
is rated as being in counterparty default. It will remain so until the
loan is collected or written off and will be assessed for impairment
on an individual basis.

If a loan is renegotiated on a non-preferential basis (e.g., addi-
tional collateral is provided by the client, or new terms and condi-
tions are agreed which meet the normal market criteria, for the
quality of the obligor and the type of loan), the loan will be re-
rated using UBS AG's regular rating scale. In these circumstances,
the loan is removed from impaired status and included in the col-
lective assessment of loan loss allowances, unless an indication of
impairment exists, in which case the loan is assessed for impair-
ment on an individual basis. For the purposes of measuring credit
losses within the collective loan loss assessment, these loans are
not segregated from other loans which have not been renegoti-
ated. Management regularly reviews all loans to ensure that all
criteria according to the loan agreement continue to be met and
that future payments are likely to occur. Refer to item 11 for more
information on allowances and provisions for credit losses.

A restructuring of a loan could lead to a fundamental change
in the terms and conditions of a loan, resulting in the original loan
being derecognized and a new loan being recognized.

If a loan is derecognized in these circumstances, the new loan
is measured at fair value at initial recognition. Any allowance
taken to date against the original loan is derecognized and is not
attributed to the new loan. Consequently, the new loan is assessed
for impairment on an individual basis. If the loan is not impaired,
the loan is included within the general collective loan assessment
for the purpose of measuring credit losses.

11) Allowances and provisions for credit losses

An allowance or provision for credit losses is established if there is
objective evidence that UBS AG will be unable to collect all
amounts due (or the equivalent thereof) on a claim, based on the
original contractual terms due to credit deterioration of the issuer
or counterparty. A claim means a loan or receivable carried at
amortized cost, or a commitment such as a letter of credit, a guar-
antee, or another similar instrument. Objective evidence of
impairment includes significant financial difficulty of the issuer or
counterparty, default or delinquency in interest or principal pay-
ments, or a likelihood that the borrower will enter bankruptcy or
financial reorganization.

An allowance for credit losses is reported as a reduction of the
carrying value of a claim on the balance sheet. For an off-balance-
sheet item, such as a commitment, a provision for credit loss is
reported in Provisions. Changes to allowances and provisions for
credit losses are recognized as Credit loss expense/recovery.

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

Counterparty-specific: A loan is considered impaired when
management determines that it is probable that UBS AG will not
be able to collect all amounts due (or the equivalent value thereof)
based on the original contractual terms. Individual credit expo-
sures are evaluated based on the borrower’s overall financial con-
dition, resources and payment record, the prospects of support
from contractual guarantors and, where applicable, the realizable
value of any collateral. The estimated recoverable amount is the
present value, calculated using the claim’s original EIR, of expected
future cash flows including amounts that may result from restruc-
turing or the liquidation of collateral. If a loan has a variable inter-
est rate, the discount rate used for calculating the recoverable
amount is the current EIR. Impairment is measured and allow-
ances for credit losses are established based on the difference
between the carrying amount and the estimated recoverable
amount. Upon impairment, the accrual of interest income based
on the original terms of the loan is discontinued. The increase in
the present value of the impaired loan due to the passage of time
is reported as Interest income.
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All impaired loans are reviewed and analyzed at least annually.
Any subsequent changes to the amounts and timing of the
expected future cash flows compared with prior estimates result
in a change in the allowance for credit losses and are charged or
credited to Credit loss expense/recovery. An allowance for impair-
ment is reversed only when the credit quality has improved to
such an extent that there is reasonable assurance of timely collec-
tion of principal and interest in accordance with the original con-
tractual terms of the claim, or the equivalent value thereof. A
write-off is made when all or part of a claim is deemed uncollect-
ible or forgiven. Write-offs reduce the principal amount of a claim
and are charged against previously established allowances for
credit losses or, if no allowance has been established previously,
directly to Credit loss expense/recovery. Recoveries, in part or in
full, of amounts previously written off are credited to Credit loss
expense/recovery.

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

Collectively: All loans for which no impairment is identified at
a counterparty-specific level are grouped on the basis of UBS
AG's internal credit grading system that considers credit risk char-
acteristics such as asset type, industry, geographical location, col-
lateral type, past-due status and other relevant factors, to col-
lectively assess whether impairment exists within a portfolio.
Future cash flows for a group of financial assets that are collec-
tively evaluated for impairment are estimated on the basis of his-
torical loss experience for assets with credit risk characteristics
similar to those in the group. Historical loss experience is adjusted
on the basis of current observable data to reflect the effects of
current conditions of the group of financial assets on which the
historical loss experience is based and to remove the effects of
conditions in the historical period that do not exist currently in
the portfolio. Estimates of changes in future cash flows for the
group of financial assets reflect, and are directionally consistent
with, changes in related observable data from year to year. The
methodology and assumptions used for estimating future cash
flows for the group of financial assets are reviewed regularly to
reduce any differences between loss estimated and actual loss
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experience. Allowances for collective impairment assessments
are recognized as Credit loss expense/recovery and result in an
offset to the aggregated loan position. As the allowance cannot
be allocated to individual loans, the loans are not considered to
be impaired and interest is accrued on each loan according to its
contractual terms. If objective evidence becomes available that
indicates that an individual financial asset is impaired, it is
removed from the group of financial assets assessed for impair-
ment on a collective basis and is assessed separately as a counter-
party-specific claim.

Reclassified securities and similar acquired securities carried at
amortized cost: Estimated cash flows associated with financial
assets reclassified from the held for trading category to loans and
receivables in accordance with the requirements in item 10 and
other similar assets acquired subsequently are reviewed periodi-
cally. Adverse revisions in cash flow estimates related to credit
events are recognized in the income statement as Credit loss
expense/recovery. For a reclassified loan, a change in expectation
regarding the recoverability of the security and its future cash
receipts requires an adjustment to the EIR on the loan from the
date of change (refer to Note 27c for more information).

- Refer to Note 12 for more information on allowances and

provisions for credit losses

12) Securitization structures set up by UBS AG

UBS AG securitizes certain financial assets, generally selling Trad-
ing portfolio assets to SEs that issue securities to investors. UBS
AG applies the policies set out in item 3 in determining whether
the respective SE must be consolidated and those set out in item
5 in determining whether derecognition of transferred financial
assets is appropriate. The following statements mainly apply to
transfers of financial assets that qualify for derecognition.

Gains or losses related to the sale of Trading portfolio assets
involving a securitization are recognized when the derecognition
criteria are satisfied; the resulting gain or loss is included in Net
trading income.

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



For the purpose of the UBS Registration Document, this page is referred to as page F-23

Note 1 Summary of significant accounting policies (continued)

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

- Refer to Note 30c for more information on the UBS AG’s

involvement with securitization vehicles

13) Securities borrowing and lending

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

Cash collateral received is recognized with a corresponding
obligation to return it (Cash collateral on securities lent) and cash
collateral delivered is derecognized and a corresponding receiv-
able reflecting UBS AG’s right to receive it back is recorded (Cash
collateral on securities borrowed). The securities which have
been transferred are not recognized on, or derecognized from,
the balance sheet unless the risks and rewards of ownership are
also transferred. Refer to item 5 for more information. UBS AG-
owned securities transferred to a borrower that is granted the
right to sell or repledge those transferred securities are presented
on the balance sheet as Trading portfolio assets, of which: assets
pledged as collateral which may be sold or repledged by counter-
parties. Securities received in a borrowing transaction are dis-
closed as off-balance-sheet items if UBS AG has the right to resell
or repledge them, with additional disclosure provided for securi-
ties that UBS AG has actually resold or repledged. The sale of
securities which is settled by delivering securities received in a

borrowing transaction generally triggers the recognition of a
trading liability (short sale). Where securities are either received
or delivered in lieu of cash (securities-for-securities transactions),
neither the securities received or delivered nor the obligation to
return or right to receive the securities are recognized on the bal-
ance sheet, as derecognition criteria are not met. Refer to item 5
for more information.

Interest is recognized in the income statement on an accrual
basis and is recorded as Interest income or Interest expense. Inter-
est income includes interest earned on securities borrowing, and
negative interest, including fees, on securities lending. Interest
expense includes interest on securities lent and negative interest,
including fees, on securities borrowing.

- Refer to Notes 11, 25 and 26 for more information on securities

borrowing and lending

14) Repurchase and reverse repurchase transactions

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

In a reverse repurchase agreement, the cash delivered is derec-
ognized and a corresponding receivable, including accrued inter-
est, is recorded in the balance sheet line Reverse repurchase
agreements, representing UBS AG's right to receive the cash back.
Similarly, in a repurchase agreement, the cash received is recog-
nized and a corresponding obligation, including accrued interest,
is recorded in the balance sheet line Repurchase agreements.
Securities received under reverse repurchase agreements and
securities delivered under repurchase agreements are not recog-
nized on or derecognized from the balance sheet, unless the risks
and rewards of ownership are transferred. UBS AG-owned securi-
ties transferred to a recipient who is granted the right to resell or
repledge them are presented on the balance sheet as Trading
portfolio assets, of which: assets

pledged as collateral which may be sold or repledged by coun-
terparties. Securities received in reverse repurchase agreements
are disclosed as off-balance-sheet items if UBS AG has the right to
resell or repledge them, with additional disclosure provided for
securities that UBS AG has actually resold or repledged (refer to
Note 25d for more information). Additionally, the sale of securi-
ties which is settled by delivering securities received in reverse
repurchase transactions generally triggers the recognition of a
trading liability (short sale).
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Interest is recognized in the income statement on an accrual
basis and is recorded as Interest income or Interest expense. Inter-
est income includes interest earned on reverse repurchase agree-
ments and negative interest on repurchase agreements. Interest
expense includes interest on repurchase agreements and negative
interest on reverse repurchase agreements.

UBS AG generally offsets reverse repurchase agreements and
repurchase agreements with the same counterparty, maturity, cur-
rency and Central Securities Depository (CSD) in accordance with
the relevant accounting requirements. Refer to item 35 for more
information.

-> Refer to Notes 11, 25 and 26 for more information on repurchase

and reverse repurchase transactions

15) Derivative instruments and hedge accounting

Derivative instruments that UBS AG enters into are initially recog-
nized, and remain carried, at fair value. Fair value changes are
generally recognized in the income statement unless and to the
extent they are designated in hedge relationships which require
recognition of the effective portion of such changes within other
comprehensive income.

Derivative instruments are generally reported on the balance
sheet as Positive replacement values or Negative replacement val-
ues. Exchange-traded derivatives that economically settle on a
daily basis, and certain OTC derivatives that in substance net set-
tle on a daily basis, are classified as Cash collateral receivables on
derivative instruments or Cash collateral payables on derivative
instruments. Products that receive this treatment include futures
contracts, 100% daily margined exchange-traded options and
interest rate swaps transacted with the London Clearing House.
Changes in the fair value of derivative instruments are recorded in
Net trading income, unless the derivatives are designated and
effective as hedging instruments in certain types of hedge
accounting relationships.

-> Refer to Note 14 for more information on derivative instruments

and hedge accounting

Hedge accounting

UBS AG uses derivative instruments as part of its risk manage-
ment activities to manage exposures particularly to interest rate
and foreign currency risks, including exposures arising from fore-
cast transactions. If derivative and non-derivative instruments
meet certain criteria specified below, they may be designated as
hedging instruments in hedges of the change in fair value of rec-
ognized assets or liabilities (fair value hedges), hedges of the vari-
ability in future cash flows attributable to a recognized asset or
liability or highly probable forecast transactions (cash flow hedges)
or hedges of a net investment in a foreign operation (net invest-
ment hedges).
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At the time a financial instrument is designated in a hedge rela-
tionship, UBS AG formally documents the relationship between
the hedging instrument(s) and hedged item(s), including the risk
management objectives and strategy in undertaking the hedge
transaction and the methods that will be used to assess the effec-
tiveness of the hedging relationship. Accordingly, UBS AG assesses,
both at the inception of the hedge and on an ongoing basis,
whether the hedging instruments, primarily derivatives, have been
"highly effective” in offsetting changes in the fair value or cash
flows associated with the designated risk of the hedged items. A
hedge is considered highly effective if the following criteria are
met: (i) at inception of the hedge and throughout its life, the
hedge is expected to be highly effective in achieving offsetting
changes in fair value or cash flows attributable to the hedged risk
and (i) actual results of the hedge are within a range of 80% to
125%. In the case of hedging forecast transactions, the transac-
tion must have a high probability of occurring and must present an
exposure to variations in cash flows that could ultimately affect the
reported net profit or loss. UBS AG discontinues hedge accounting
voluntarily, or when UBS AG determines that a hedging instru-
ment is not, or has ceased to be, highly effective as a hedge, when
the derivative expires or is sold, terminated or exercised, when the
hedged item matures, is sold or repaid or when forecast transac-
tions are no longer deemed highly probable.

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

Fair value hedges

For qualifying fair value hedges, the change in the fair value of the
hedging instrument is recognized in the income statement along
with the change in the fair value of the hedged item that is attrib-
utable to the hedged risk. In fair value hedges of interest rate risk,
the fair value change of the hedged item attributable to the
hedged risk is reflected in the carrying value of the hedged item.
If the hedge accounting relationship is terminated for reasons
other than the derecognition of the hedged item, the difference
between the carrying value of the hedged item at that point and
the value at which it would have been carried had the hedge
never existed (the unamortized fair value adjustment) is amortized
to the income statement over the remaining term to maturity of
the hedged item.
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For a portfolio hedge of interest rate risk, the equivalent
change in fair value is reflected within Other assets or Other liabil-
ities. If the hedge relationship is terminated for reasons other than
the derecognition of the hedged item, the amount included in
Other assets or Other liabilities is amortized to the income state-
ment over the remaining term to maturity of the hedged items.

Cash flow hedges

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

If a cash flow hedge of forecasted transactions is no longer
considered effective, or if the hedge relationship is terminated, the
cumulative gains or losses on the hedging derivatives previously
reported in Equity remain there until the committed or forecasted
transactions occur and affect profit or loss. If the forecasted trans-
actions are no longer expected to occur, the deferred gains or
losses are reclassified immediately to the income statement.

Hedges of net investments in foreign operations

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

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

- Refer to Note 14 for more information on economic hedges

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

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

16) Loan commitments

Loan commitments are defined amounts (unutilized credit lines or
undrawn portions of credit lines) against which clients can borrow
money under defined terms and conditions.

Loan commitments that can be cancelled at any time by UBS
AG at its discretion, according to their general terms and condi-
tions, are not recognized on the balance sheet and are not
included in the off-balance-sheet disclosures. Upon a loan draw-
down by the counterparty, the amount of the loan is accounted
for in accordance with Loans and receivables. Refer to item 10 for
more information.
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Irrevocable loan commitments (where UBS AG has no right to
withdraw the loan commitment once communicated to the ben-
eficiary, or which are revocable only due to automatic cancellation
upon deterioration in a borrower’s creditworthiness) are classified
into the following categories:

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

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

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

17) Financial guarantee contracts

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

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

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

19) Physical commodities

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

20) Property, equipment and software
Property, equipment and software includes own-used properties,
leasehold improvements, information technology hardware,
externally purchased and internally generated software and com-
munication and other similar equipment. All Property, equipment
and software is carried at cost (which includes capitalized interest
from associated borrowings, where applicable), less accumulated
depreciation and impairment losses, and is reviewed periodically
for impairment.
- Refer to Note 16 for more information on property and
equipment

Leasehold improvements

Leasehold improvements are investments made to customize
buildings and offices occupied under operating lease contracts to
make them suitable for their intended purpose. The present value
of estimated reinstatement costs required to bring a leased prop-
erty back into its original condition at the end of the lease is capi-
talized as part of total leasehold improvements with a correspond-
ing liability recognized to reflect the obligation incurred.
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Reinstatement costs are recognized in the income statement
through depreciation of the capitalized leasehold improvements
over their estimated useful lives and the resulting liability is extin-
guished as cash payments are made.

Property held for sale

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

Software

Software development costs are capitalized only when the costs
can be measured reliably and it is probable that future economic
benefits will arise.

Estimated useful life of property, equipment and software

An asset within property, equipment and software is depreciated
on a straight-line basis over its estimated useful life. Depreciation
of an asset within property, equipment and software begins when
it is available for use; that is, when it is in the location and condi-
tion necessary for it to be capable of operating in the manner
intended by management.

Estimated useful life of property, equipment and software

Properties, excluding land Not exceeding 67 years

IT hardware and communication
equipment

Software Not exceeding 10 years

21) Goodwill and intangible assets

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

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

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

- Refer to Note 17 for more information on goodwill and

intangible assets

22) Income taxes

Income tax payable on profits is recognized as an expense based
on the applicable tax laws in each jurisdiction in the period in
which profits arise. The tax effects of income tax losses available
for carry forward are recognized as a deferred tax asset if it is prob-
able that future taxable profit (based on profit forecast assump-
tions) will be available against which those losses can be utilized.

Deferred tax assets are recognized for temporary differences
that will result in deductible amounts in future periods, but only
to the extent that it is probable that sufficient taxable profits will
be available against which these differences can be utilized.
Deferred tax liabilities are recognized for temporary differences
between the carrying amounts of assets and liabilities in the bal-
ance sheet that reflect the expectation that certain items will give
rise to taxable income in future periods. Deferred tax assets and
liabilities are measured at the tax rates that are expected to apply
in the period in which the asset will be realized or the liability will
be settled.

Deferred and current tax assets and liabilities are offset when
they arise from the same tax reporting group, they relate to the
same tax authority, the legal right to offset exists, and they are
intended to be settled net or realized simultaneously.
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Current and deferred taxes are recognized as income tax benefit
or expense in the income statement except for current and
deferred taxes recognized (i) upon the acquisition of a subsidiary,
(i) for unrealized gains or losses on financial investments that are
classified as available-for-sale, for changes in fair value of deriva-
tive instruments designated as cash flow hedges, for remeasure-
ments of defined benefit plans, and for certain foreign currency
translations of foreign operations, and (iii) for gains and losses on
the sale of treasury shares. Deferred taxes recognized in a busi-
ness combination (point (i)) are considered when determining
goodwill. Amounts relating to points (ii) and (iii) are recognized in
Other comprehensive income within Equity.
- Refer to Note 8 for more information on income taxes

23) Debt issued

Debt issued is carried at amortized cost. In cases where there is a
legal mechanism for write-down or conversion into equity (as is
the case for instance with senior unsecured debt issued by UBS
AG that is subject to write-down or conversion under resolution
authority granted to FINMA under Swiss law) this is not part of
the contractual terms, and, therefore, it does not affect the
amortized cost accounting treatment applied to these instru-
ments. If the debt were to be written down or converted into
equity in a future period, this would result in the full or partial
derecognition of the financial liabilities, with the difference
between the carrying value of the debt written down or con-
verted into equity and the fair value of any equity shares issued
recognized in the income statement.

In cases where, as part of UBS AG’s risk management activity,
fair value hedge accounting is applied to fixed-rate debt instru-
ments carried at amortized cost, their carrying amount is
adjusted for changes in fair value related to the hedged expo-
sure. Refer to item 15 for more information on hedge account-
ing. In most cases, structured notes issued are designated at fair
value through profit or loss using the fair value option, on the
basis that they are managed on a fair value basis, that the struc-
tured notes contain an embedded derivative, or both. Refer to
item 8 for more information on the fair value option. The fair
value option is not applied to certain structured notes that con-
tain embedded derivatives that reference foreign exchange rates
and/or precious metal prices. For these instruments, the embed-
ded derivative component is measured on a fair value basis and
the related underlying debt host component is measured on an
amortized cost basis, with both components presented together
within Debt issued. Refer to item 15 for more information on
embedded derivatives.

Debt issued and subsequently repurchased in relation to mar-
ket-making or other activities is treated as redeemed. A gain or
loss on redemption (depending on whether the repurchase price
of the bond is lower or higher than its carrying value) is recorded
in Other income. A subsequent sale of own bonds in the market
is treated as a reissuance of debt. Interest expense on debt
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instruments measured at amortized cost is included in Interest
on debt issued.
- Refer to Note 21 for more information on debt issued

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

- Refer to Note 28 for more information on pension and other

post-employment benefit plans

Defined benefit pension plans

Defined benefit pension plans specify an amount of benefit that
an employee will receive, which is usually dependent on one or
more factors such as age, years of service and compensation. The
defined benefit liability recognized in the balance sheet is the
present value of the defined benefit obligation less the fair value
of the plan assets at the balance sheet date. If the fair value of the
plan assets is higher than the present value of the defined benefit
obligation, the recognition of the resulting net defined benefit
asset is limited to the present value of economic benefits available
in the form of refunds from the plan or reductions in future con-
tributions to the plan. UBS AG applies the projected unit credit
method to determine the present value of its defined benefit obli-
gations, the related current service cost and, where applicable,
past service cost. These amounts, which take into account the
specific features of each plan, including risk sharing between the
employee and employer, are calculated periodically by indepen-
dent qualified actuaries.

Defined contribution plans

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

Other post-retirement benefits

UBS AG also provides post-retirement medical and life insurance
benefits to certain retirees in the US and the UK. The expected
costs of these benefits are recognized over the period of employ-
ment using the same accounting methodology used for defined
benefit pension plans.
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25) Equity participation and other compensation plans

Transfer of deferred compensation plans

As part of the Group reorganization in 2014, UBS Group AG
assumed obligations of UBS AG as grantor in connection with
certain outstanding awards under employee share, option,
notional fund and deferred cash compensation plans. This section
separately describes the accounting policies applied to these plans
during the periods prior to and post the Group reorganization and
transfer of deferred compensation plans.

Periods prior to the Group reorganization and transfer of
deferred compensation plans

Equity participation plans

UBS AG has established several equity participation plans which
include mandatory, discretionary and voluntary plans. UBS AG
recognizes the fair value of awards granted under these plans,
determined at the date of grant, as compensation expense, over
the period during which the employee is required to provide ser-
vices in order to earn the award.

If the employee is not required to provide future services, such
as for awards granted to employees who are retirement eligible,
including those employees who meet full career retirement crite-
ria, compensation expense is recognized on or prior to the grant
date. Such awards may remain forfeitable until the legal vesting
date if certain non-vesting conditions are not met. Forfeiture
events resulting from breach of a non-vesting condition do not
result in a reversal of compensation expense.

If future service is required, compensation expense is recog-
nized over that future period. For awards that are delivered in
tranches, each tranche is considered a separate award and amor-
tized separately. Plans may contain provisions that shorten the
required service period due to achievement of retirement eligibil-
ity or upon termination due to redundancy. In such instances,
compensation expense is recognized over the period from grant
date to the retirement eligibility or redundancy date. Forfeiture of
these awards that occurs during the service period results in a
reversal of compensation expense.

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

Cash-settled awards are classified as liabilities and are remea-
sured to fair value at each balance sheet date as long as the

award is outstanding. Changes in fair value are reflected in
compensation expense and, on a cumulative basis, no compen-
sation expense is recognized for awards that expire worthless or
remain unexercised.
- Refer to Note 29 for more information on equity participation
plans

Other compensation plans

UBS AG has established other fixed and variable deferred com-
pensation plans, the values of which are not linked to UBS AG's
own equity. Deferred cash compensation plans are either man-
datory or discretionary plans and include awards based on a
notional cash amount, where ultimate payout is fixed or may
vary based on achievement of performance conditions or the
value of specified underlying assets. Compensation expense is
recognized over the period that the employee is required to pro-
vide services to earn the award. If the employee is not required
to provide future services, such as for awards granted to employ-
ees who are retirement eligible, including those employees who
meet full career retirement criteria, compensation expense is rec-
ognized on or prior to the grant date. The amount recognized
during the service period is based on an estimate of the amount
expected to be paid out under the plan, such that cumulative
expense recognized ultimately equals the cash distributed to
employees. For awards in the form of alternative investment
vehicles or similar structures, which provide employees with a
payout based on the value of specified underlying assets, the
initial value is based on the fair value at the grant date of the
underlying assets (e.g., money market funds, UBS and non-UBS
mutual funds and other UBS-sponsored funds). These awards
are remeasured at each reporting date based on the fair value of
the underlying assets until the award is distributed. Changes in
value are recognized proportionately to the elapsed service
period. Forfeiture of these awards results in the reversal of com-
pensation expense.

- Refer to Note 29 for more information on other compensation
plans

Periods post the Group reorganization and transfer of deferred
compensation plans

Equity participation plans

UBS Group AG has established, and maintains the obligation to
settle, several equity participation plans which are granted to
employees of UBS AG. UBS Group AG’s equity participation plans
include mandatory, discretionary and voluntary plans. UBS AG
recognizes the fair value of awards granted to its employees,
determined at the grant date, over the period that the employee
is required to provide services in order to earn the award.

593

Consolidated

financial statements



For the purpose of the UBS Registration Document, this page is referred to as page F-30

Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

If the employee is not required to provide future services, such
as for awards granted to employees who are retirement eligible,
including those employees who meet full career retirement crite-
ria, compensation expense is recognized on or prior to the grant
date. Such awards may remain forfeitable until the legal vesting
date if certain non-vesting conditions are not met. Forfeiture
events resulting from breach of a non-vesting condition do not
result in a reversal of compensation expense.

If future service is required, compensation expense is recog-
nized over that future period. For awards that are delivered in
tranches, each tranche is considered a separate award and amor-
tized separately. Plans may contain provisions that shorten the
required service period due to achievement of retirement eligibil-
ity or upon termination due to redundancy. In such instances,
compensation expense is recognized over the period from grant
date to the retirement eligibility or redundancy date. Forfeiture of
these awards that occurs during the service period results in a
reversal of compensation expense.

UBS AG has no obligation to settle the awards and therefore
awards over UBS Group AG shares are classified as equity settled
share-based payment transactions. The fair value of an equity-
settled award is determined at the date of grant and is not subse-
quently remeasured, unless its terms are modified such that the
fair value immediately after modification exceeds the fair value
immediately prior to modification. Any increase in fair value
resulting from a modification is recognized as compensation
expense, either over the remaining service period or, for vested
awards, immediately.

- Refer to Note 29 for more information on equity participation

plans

Other compensation plans

UBS Group AG has established other fixed and variable deferred
compensation plans, the values of which are not linked to UBS
Group AG's or UBS AG's own equity. Deferred cash compensation
plans are either mandatory or discretionary plans and include
awards based on a notional cash amount, where ultimate payout
is fixed or may vary based on achievement of performance condi-
tions or the value of specified underlying assets. Compensation
expense is recognized over the period that the employee is
required to provide services to earn the award. If the employee is
not required to provide future services, such as for awards granted
to employees who are retirement eligible, including those employ-
ees who meet full career retirement criteria, compensation
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expense is recognized on or prior to the grant date. The amount
recognized during the service period is based on an estimate of
the amount expected to be paid out under the plan, such that
cumulative expense recognized ultimately equals the cash distrib-
uted to employees. For awards in the form of alternative invest-
ment vehicles or similar structures, which provide employees with
a payout based on the value of specified underlying assets, the
initial value is based on the fair value of the underlying assets
(e.g., money market funds, UBS and non-UBS mutual funds and
other UBS-sponsored funds). These awards are remeasured at
each reporting date based on the fair value of the underlying
assets until the award is distributed. Changes in value are recog-
nized proportionately to the elapsed service period. Forfeiture of
these awards results in the reversal of compensation expense.

- Refer to Note 29 for more information on other compensation

plans

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

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

investment contracts

27) Provisions

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

The majority of UBS AG's provisions relate to litigation, regula-
tory and similar matters, restructuring, employee benefits, real
estate and loan commitments and guarantees. Provisions that are
similar in nature are aggregated to form a class, while the remain-
ing provisions, including those of less significant amounts are pre-
sented under Other provisions. Provisions are presented sepa-
rately on the balance sheet and, when they are no longer
considered uncertain in timing or amount, are reclassified to
Other liabilities — Other.
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UBS AG recognizes provisions for litigation, regulatory and
similar matters when, in the opinion of management after seek-
ing legal advice, it is more likely than not that UBS AG has a pres-
ent 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. Where these factors are other-
wise satisfied, a provision may be established for claims that have
not yet been asserted against UBS AG, but are nevertheless
expected to be, based on the experience of UBS AG with similar
asserted claims.

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

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

Provisions for employee benefits are recognized mainly in
respect of service anniversaries and sabbatical leave.

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

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

- Refer to Note 22 for more information on provisions

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

Non-controlling interests and preferred noteholders

Net profit and Equity are presented including non-controlling
interests and preferred noteholders. Net profit is split into Net
profit attributable to UBS AG shareholders, Net profit attributable
to non-controlling interests and Net profit attributable to pre-
ferred noteholders. Equity is split into Equity attributable to UBS
AG shareholders, Equity attributable to non-controlling interests
and Equity attributable to preferred noteholders.

UBS AG shares held (treasury shares)

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

Preferred notes issued to non-consolidated preferred

securities entities

UBS AG issued subordinated notes (that is, the preferred notes)
to certain non-consolidated entities that issued preferred securi-
ties. UBS AG has fully and unconditionally guaranteed all con-
tractual payments on the preferred securities. UBS AG’s obliga-
tions under these guarantees are subordinated to the full prior
payment of the deposit liabilities of UBS AG and all other liabili-
ties of UBS AG. The preferred notes do not contain a contractual
obligation to deliver cash and, therefore, they are classified as
equity instruments. They are presented as Equity attributable to
preferred noteholders on the consolidated balance sheet and
statement of changes in equity. Distributions on these preferred
notes are presented as Net profit attributable to preferred note-
holders in the consolidated income statement and statement of
comprehensive income.

Net cash settlement contracts
Prior to the share-for-share exchange, UBS AG issued contracts on
own shares that required net cash settlement, or provided the
counterparty or UBS AG with a settlement option which included
a choice of settling net in cash. These contracts were classified as
held for trading, with changes in fair value reported in the income
statement as Net trading income.

Following the share-for-share exchange, these contracts con-
tinue to be accounted for in the same manner, however, they are
no longer classified as contracts on own shares.
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29) Non-current assets and disposal groups held for sale

UBS AG classifies individual non-current assets and disposal
groups as held for sale if such assets or disposal groups are avail-
able for immediate sale in their present condition subject to terms
that are usual and customary for sales of such assets or disposal
groups and their sale is considered highly probable. For a sale to
be highly probable, management must be committed to a plan to
sell such assets and must be actively looking for a buyer. Further-
more, the assets must be actively marketed at a reasonable sales
price in relation to their fair value and the sale must be expected
to be completed within one year. Assets held for sale and disposal
groups are measured at the lower of their carrying amount and
fair value less costs to sell and are presented in Other assets and
Other liabilities. Non-current assets and liabilities of subsidiaries
are classified as held for sale if their carrying amount will be recov-
ered principally through a sale transaction rather than through
continuing use.

- Refer to Notes 18 and 23 for more information on non-current
assets and disposal groups held for sale

30) Leasing

UBS AG enters into lease contracts, or contracts that include lease
components, predominantly of premises and equipment, and pri-
marily as lessee. Leases that transfer substantially all the risks and
rewards, but not necessarily legal title in the underlying assets, are
classified as finance leases. All other leases are classified as oper-
ating leases.

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

Lease contracts classified as operating leases where UBS AG is
the lessee are disclosed in Note 33. These contracts include non-
cancellable long-term leases of office buildings in most UBS AG
locations. Operating lease rentals payable are recognized as an
expense on a straight-line basis over the lease term, which com-
mences with control of the physical use of the property. Lease
incentives are treated as a reduction of rental expense and are
recognized on a consistent basis over the lease term.
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Where UBS AG acts as lessor under a finance lease, a receiv-
able is recognized in Loans at an amount equal to the present
value of the aggregate of the minimum lease payments plus any
unguaranteed residual value that UBS AG expects to recover at
the end of the lease term. Initial direct costs are also included in
the initial measurement of the lease receivable. Lease payments
received during the lease term are allocated to repayment of the
outstanding receivable and interest income to reflect a constant
periodic rate of return on UBS AG’s net investment using the
interest rate implicit in the lease. UBS AG reviews the estimated
unguaranteed residual value annually and if the estimated resid-
ual value to be realized is less than the amount assumed at lease
inception, a loss is recognized for the expected shortfall.

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

- Refer to Note 33 for more information on operating leases and

finance leases

31) Fee income

UBS AG earns fee income from a diverse range of services it pro-
vides to its clients. Fee income can be divided into two broad
categories: fees earned from services that are provided over a cer-
tain period of time (for example, investment fund fees, portfolio
management and advisory fees) and fees earned from providing
transaction-type services (for example, underwriting fees, corpo-
rate finance fees and brokerage fees). Fees earned from services
that are provided over a certain period of time are recognized
ratably over the service period, with the exception of perfor-
mance-linked fees or fee components with specific performance
criteria. Such fees are recognized when the performance criteria
are fulfilled and when collectability is reasonably assured. Fees
earned from providing transaction-type services are recognized
when the service has been completed. Generally, fees are pre-
sented in the income statement in line with the balance sheet
classification of the underlying instruments.
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With respect to loan commitment fees on lending arrange-
ments where there is an initial expectation that the facility will be
drawn down, such fees are deferred until the loan is drawn down
and are then recognized as an adjustment to the effective yield
over the life of the loan. If the commitment expires and the loan is
not drawn down, the fees are recognized as revenue when the
commitment expires. Where the initial expectation is that the facil-
ity is unlikely to be drawn down, the loan commitment fees are
recognized on a straight-line basis over the commitment period. If,
in such cases, the facility is ultimately drawn down, the unamor-
tized component of the loan commitment fees is amortized as an
adjustment to the effective yield over the life of the loan.

- Refer to Note 4 for more information on net fee and commission

income

32) Foreign currency translation
Transactions denominated in foreign currency are translated into
the functional currency of the reporting unit at the spot exchange
rate on the date of the transaction. At the balance sheet date, all
monetary assets and liabilities denominated in foreign currency are
translated to the functional currency using the closing exchange
rate. Non-monetary items measured at historical cost are trans-
lated at the exchange rate on the date of the transaction. Foreign
currency translation differences on financial investments classified
as available-for-sale are generally recorded directly in Equity until
the asset is sold or becomes impaired. However, translation differ-
ences on available-for-sale monetary financial investments are
reported in Net trading income, along with all other foreign cur-
rency translation differences on monetary assets and liabilities.
Upon consolidation, assets and liabilities of foreign operations
are translated into Swiss francs (CHF), UBS AG's presentation cur-
rency, at the closing exchange rate on the balance sheet date, and
income and expense items are translated at the average rate for
the period. The resulting foreign currency translation differences
attributable to UBS AG shareholders are recognized directly in
Foreign currency translation within Equity which forms part of
Total equity attributable to UBS AG shareholders, whereas the
foreign currency translation differences attributable to non-con-
trolling interests are shown within Equity attributable to non-con-
trolling interests.

When a foreign operation is disposed or partially disposed of,
the cumulative amount in Foreign currency translation within
Equity related to that foreign operation is reclassified to the
income statement as part of the gain or loss on disposal. When
UBS AG disposes of a portion of its interest in a subsidiary that
includes a foreign operation but retains control, the related por-
tion of the cumulative currency translation balance is reclassified
to Equity attributable to non-controlling interests. When UBS AG
disposes of a portion of its investment in an associate or joint
venture that includes a foreign operation while retaining signifi-
cant influence or joint control, the related portion of the cumula-
tive currency translation balance is reclassified to the income
statement.

- Refer to Note 36 for more information on currency translation

rates

33) Earnings per share (EPS)

During 2015, UBS AG shares were delisted from the SIX and the
NYSE. As of 31 December 2015, 100% of UBS AG’s issued shares
were held by UBS Group AG and therefore were not publicly
traded. Accordingly, earnings per share information is not pro-
vided for UBS AG.

34) Segment reporting

UBS AG's businesses are organized globally into five business
divisions: Wealth Management, Wealth Management Americas,
Personal & Corporate Banking, Asset Management and the
Investment Bank, supported by the Corporate Center. The five
business divisions qualify as reportable segments for the purpose
of segment reporting and, together with the Corporate Center
and its components, reflect the management structure of UBS
AG. Additionally, the non-core activities and legacy positions for-
merly in the Investment Bank are managed and reported as a
separate reportable segment within the Corporate Center as
Non-core and Legacy Portfolio. Financial information about the
five business divisions and the Corporate Center (with its com-
ponents) is presented separately in internal management reports
to the Group Executive Board, which is considered the “chief
operating decision maker” within the context of IFRS 8 Operat-
ing Segments.
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UBS AG's internal accounting policies, which include manage-
ment accounting policies and service level agreements, determine
the revenues and expenses directly attributable to each reportable
segment. Internal charges and transfer pricing adjustments are
reflected in operating results of the reportable segments. Transac-
tions between the reportable segments are carried out at inter-
nally agreed rates and are also reflected in the operating results of
the reportable segments. Revenue-sharing agreements are used
to allocate external client revenues to reportable segments where
several reportable segments are involved in the value-creation
chain. Commissions are credited to the reportable segments
based on the corresponding client relationship. Net interest
income is generally allocated to the reportable segments based on
their balance sheet positions. Interest income earned from man-
aging UBS AG's consolidated equity is allocated to the reportable
segments based on average attributed equity. Own credit gains
and losses on financial liabilities designated at fair value are
excluded from the measurement of performance of the business
divisions, are considered reconciling differences to UBS AG results
and are reported collectively under Corporate Center — Group
Asset and Liability Management (Group ALM).

Assets and liabilities of the reportable segments are funded
through and invested with Corporate Center — Group Asset and
Liability Management, and the net interest margin is reflected in
the results of each reportable segment. Total intersegment reve-
nues for UBS AG are immaterial as the majority of the revenues
are allocated across the segments by means of revenue-sharing
agreements.

Segment balance sheet assets are based on a third-party view
and do not include intercompany balances. This view is in line
with internal reporting to management. Certain assets managed
centrally by Corporate Center — Services and Corporate Center —
Group Asset and Liability Management (including property and
equipment and certain financial assets) may be allocated to the
segments on a basis different to that which the corresponding
costs and/or revenues are allocated. For example, certain assets
that are reported in Corporate Center — Services or Corporate
Center — Group Asset and Liability Management may be retained
on the balance sheets of these components of Corporate Center
notwithstanding that the costs and/or revenues associated with
these assets may be entirely or partially allocated to the segments.
Similarly, certain assets are reported in the business divisions,
whereas the corresponding costs and/or revenues are entirely or
partially allocated to Corporate Center — Services and Corporate
Center — Group Asset and Liability Management.
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For the purpose of segment reporting under IFRS 8, non-current
assets consist of investments in associates and joint ventures, good-
will, other intangible assets and property, equipment and software.

- Refer to Note 2 for more information on segment reporting

35) Netting

UBS AG nets financial assets and liabilities on its balance sheet if
it has the unconditional and legally enforceable right to set-off
the recognized amounts, both in the normal course of business
and in the event of default, bankruptcy or insolvency of the entity
and all of the counterparties, and intends either to settle on a net
basis, or to realize the asset and settle the liability simultaneously.
Netted positions include, for example, over-the-counter interest
rate swaps transacted with the London Clearing House, netted by
currency and across maturity dates, and repurchase and reverse
repurchase transactions entered into with both the London Clear-
ing House and the Fixed Income Clearing Corporation, netted by
counterparty, currency, central securities depository and maturity,
as well as transactions with various other counterparties,
exchanges and clearing houses.

In assessing whether UBS AG intends to either settle on a net
basis, or to realize the asset and settle the liability simultaneously,
emphasis is placed on the effectiveness of operational settlement
mechanics in eliminating substantially all credit and liquidity expo-
sure between the counterparties. This condition precludes offset-
ting on the balance sheet for substantial amounts of UBS AG's
financial assets and liabilities, even though they may be subject to
enforceable netting arrangements. For derivative contracts, bal-
ance sheet offsetting is generally only permitted in circumstances
in which a market settlement mechanism exists via an exchange
or clearing house that effectively accomplishes net settlement
through a daily cash margining process. For repurchase arrange-
ments and securities financings, balance sheet offsetting may be
permitted only to the extent that the settlement mechanism elim-
inates or results in insignificant credit and liquidity risk.

- Refer to Note 26 for more information on offsetting financial

assets and financial liabilities

36) Negative interest
Negative interest income arising on a financial asset does not meet
the definition of interest income and therefore negative interest on
financial assets and negative interest on financial liabilities is pre-
sented within Interest expense and Interest income respectively.
- Refer to Note 3 for more information on interest income and
interest expense
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b) Changes in accounting policies, comparability and other adjustments

Statement of cash flows — definition of cash and cash equivalents
In 2015, UBS AG refined its definition of cash and cash equiva-
lents presented in the statement of cash flows to exclude cash
collateral receivables on derivative instruments with bank coun-
terparties. The refined definition is consistent with the treatment
of these receivables in UBS AG’s liquidity and funding manage-
ment framework and with liquidity and funding regulations,
which became effective in 2015, and is considered to result in the
presentation of more relevant information.

Comparative period information was restated accordingly. As a
result, cash and cash equivalents as of 31 December 2014,
31 December 2013 and 31 December 2012 were reduced by CHF
10,265 million, CHF 8,982 million and CHF 12,393 million,
respectively. On a restated basis, cash flow from operating activi-
ties for the year ended 31 December 2014 decreased by CHF
1,195 million (2013: increase by CHF 3,415 million) and the gain
from effects of exchange rate differences on cash and cash equiv-
alents decreased by CHF 89 million for the same period (2013:
loss from currency effects increased by CHF 3 million).

Review of actuarial assumptions used in calculating defined
benefit obligations

UBS AG regularly reviews the actuarial assumptions used in
calculating its defined benefit obligations to determine their con-
tinuing relevance.

In 2015, UBS AG carried out a methodology review of the
actuarial assumptions used in calculating its defined benefit
obligation for its Swiss pension plan. As a result, UBS AG
enhanced its methodology for estimating the discount rate by
improving the construction of the yield curve where the market
for long tenor maturities of Swiss high-quality corporate bonds
was not sufficiently deep. Furthermore, UBS AG refined its
approach to estimating the rate of salary increases, the rate of
interest credit on retirement savings, the employee turnover
rate, the rate of employee disabilities and the rate of marriage.
These improvements in estimates resulted in a total net decrease
in the defined benefit obligation (DBO) of the Swiss pension
plan of CHF 2.1 billion, of which CHF 1.0 billion related to
demographic assumptions and CHF 1.0 billion related to finan-

cial assumptions, and a corresponding increase in Other com-
prehensive income.

Furthermore, UBS AG enhanced methodologies and refined
approaches used to estimate various actuarial assumptions for its
UK and other pension plans. These improvements in estimates
resulted in a total net decrease in the DBO of the UK pension plan
of CHF 0.2 billion, of which CHF 0.1 billion related to demo-
graphic assumptions and CHF 0.1 billion related to financial
assumptions, and a corresponding increase in Other comprehen-
sive income.

Valuation methodology for the own credit component of
financial liabilities designated at fair value

In 2015, UBS AG made enhancements to its valuation methodol-
ogy for the own credit component of fair value of financial liabili-
ties designated at fair value. Prior to the fourth quarter of 2015,
own credit was estimated using a funds transfer pricing curve
(FTP), which was derived by discounting UBS Group AG (consoli-
dated) new issuance senior debt curve spreads, with the discount
primarily reflecting the differences between the spreads in the
senior unsecured debt market for UBS Group AG (consolidated)
debt and the levels at which UBS Group AG (consolidated)
medium-term notes (MTN) were issued. A decline in long-dated
UBS Group AG (consolidated) MTN issuance volumes, following
UBS Group AG's (consolidated) business transformation, resulted
in a reduction in the observable market data available to bench-
mark the FTP. From the fourth quarter of 2015 onwards, own
credit is estimated using an own credit adjustment curve (OCA),
which incorporates more observable market data, including mar-
ket-observed secondary prices for UBS Group AG (consolidated)
senior debt, UBS Group AG (consolidated) credit default swap
(CDS) spreads and senior debt curves of peers. This change in
accounting estimate was finalized in the fourth quarter of 2015,
following a multi-period implementation project to develop an
enhanced fair value approach supported by related infrastructure
enhancements. The change was implemented on a prospective
basis in the fourth quarter of 2015 and resulted in a gain of CHF
260 million on a total carrying amount of CHF 63 billion in finan-
cial liabilities designated at fair value.
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Note 1 Summary of significant accounting policies (continued)

Additionally, UBS AG will early adopt the own credit presenta-
tion requirements of IFRS 9 in the first quarter of 2016. No restate-
ment of prior periods is required. Under IFRS 9, changes in the fair
value of financial liabilities designated at fair value through profit
and loss related to own credit will be recognized in Other compre-
hensive income and will not be reclassified to the income state-
ment. UBS AG will adopt the other requirements of IFRS 9 (clas-
sification and measurement, impairment and hedge accounting)
as of the mandatory effective date in 2018.

Global Asset Management renamed Asset Management

During 2015, the business division Global Asset Management
was renamed Asset Management. This change is reflected
throughout this report.

Retail & Corporate renamed Personal & Corporate Banking
Effective 2016, the business division Retail & Corporate has been
renamed Personal & Corporate Banking. This change is reflected
throughout this report.

New structure of the Corporate Center

As of 1 January 2015, Corporate Center — Core Functions was
reorganized into two new units, Corporate Center — Services and
Corporate Center — Group Asset and Liability Management
(Group ALM). Therefore, UBS AG now reports: (i) Corporate Cen-
ter — Services, (ii) Corporate Center — Group ALM and (iii) Corpo-
rate Center — Non-Core and Legacy Portfolio separately, which
enhances the transparency on Corporate Center activities.

Group ALM is responsible for centrally managing UBS AG's
liquidity and funding position, as well as providing other balance
sheet and capital management services to UBS AG. Most of the
income generated and expenses incurred by Group ALM from
these activities continues to be allocated to the business divisions
and other Corporate Center units. Additional transparency on
revenue allocations from Group ALM to business divisions and
other Corporate Center units is provided in Note 2. Own credit
gains and losses on financial liabilities designated at fair value are
presented in Group ALM.

Corporate Center — Services includes UBS AG's central control
functions and all logistics and support functions serving the busi-
ness divisions and other Corporate Center units. Most of the
expenses of Corporate Center — Services are allocated to the busi-
ness divisions and other Corporate Center units.

-> Refer to Note 2 for more information
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Service and personnel allocations from Corporate Center —
Services to business divisions and other Corporate Center units
In 2015, UBS AG revised the presentation of service allocations
from Corporate Center — Services to the business divisions and
other Corporate Center units to better reflect the economic rela-
tion-ship between them. These cost allocations were previously
presented within the Personnel expenses, General and adminis-
trative expenses and Depreciation and impairment of property,
equipment and software line items and are newly presented in
the Services (to)/from business divisions and Corporate Center
line items. Prior-period information was restated to reflect this
change. This change in presentation did not affect total operating
expenses or performance before tax of the business divisions and
Corporate Center units for any period presented. Similarly, per-
sonnel of Corporate Center — Services are no longer allocated to
the business divisions and other Corporate Center units. Prior-
period information was restated accordingly.

- Refer to Note 2 for more information

Change in segment reporting related to fair value gains and
losses on certain internal funding transactions

Consistent with changes in the manner in which operating seg-
ment performance is assessed, beginning in 2015, UBS AG has
applied fair value accounting for certain internal funding
transactions between Corporate Center — Group ALM and the
Investment Bank and Corporate Center — Non-core and Legacy
Portfolio rather than applying amortized cost accounting. This
treatment better aligns with the mark-to-market basis on which
these internal transactions are risk managed within the Invest-
ment Bank and Corporate Center — Non-core and Legacy Portfo-
lio. The terms of the funding transactions remain otherwise
unchanged. Prior periods have been restated to reflect this
change. As a result, Investment Bank operating income and per-
formance before tax decreased by CHF 37 million for the year
ended 31 December 2014 and by CHF 162 million for the year
ended 31 December 2013, with offsetting increases in Corporate
Center. This change did not affect UBS AG's total operating
income or net profit for any period presented.

- Refer to Note 2 for more information
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¢) International Financial Reporting Standards and Interpretations to be adopted in 2016 and later and other adjustments

IFRS 9, Financial Instruments

In July 2014, the IASB published the final version of IFRS 9, Finan-
cial Instruments. The standard reflects the classification and mea-
surement, impairment and hedge accounting phases of the IASB’s
project to replace IAS 39, Financial Instruments: Recognition and
Measurement.

The standard requires all financial assets, except equity instru-
ments, to be classified at fair value through profit or loss, fair
value through other comprehensive income (OCI) or amortized
cost on the basis of the entity’s business model for managing the
financial assets and the contractual cash flow characteristics of
the financial asset. If a financial asset meets the criteria to be
measured at amortized cost or at fair value through OClI, it can be
designated at fair value through profit or loss under the fair value
option if doing so would significantly reduce or eliminate an
accounting mismatch. Equity instruments that are not held for
trading may be accounted for at fair value through OCI, with no
subsequent reclassification of realized gains or losses to the
income statement, while all other equity instruments will be
accounted for at fair value through profit or loss.

The accounting guidance for financial liabilities is unchanged
with one exception: any gain or loss arising out of a financial lia-
bility designated at fair value through profit or loss that is attribut-
able to changes in the credit risk of that liability (own credit) is
presented in OCl and not recognized in the income statement.
There is no subsequent reclassification of realized gains or losses
on own credit from OCI to the income statement.

In addition, the standard introduces a forward-looking
expected credit loss impairment model, replacing the incurred loss
model of IAS 39. IFRS 9 also incorporates a reformed approach to
hedge accounting that introduces substantial changes to hedge
effectiveness and eligibility requirements as well as new disclo-
sures. The standard does not explicitly address macro hedge
accounting strategies.

The mandatory effective date of the new standard is 1 January
2018, with earlier adoption permitted. Adoption of the IFRS 9

hedge accounting requirements is optional, pending the comple-
tion by the IASB of its project on macro hedge accounting strate-
gies.

UBS AG will adopt the own credit presentation changes in the
first quarter of 2016 and is currently assessing the impact of the
other requirements of IFRS 9 on its financial statements.

IFRS 15, Revenue from Contracts with Customers

In May 2014, the IASB issued IFRS 15, Revenue from Contracts
with Customers, which establishes principles for revenue recogni-
tion that apply to all contracts with customers. The standard
requires an entity to recognize revenue as goods or services are
transferred to the customer in an amount that reflects the consid-
eration to which the entity expects to be entitled to in exchange
for those goods or services. It also establishes a cohesive set of
disclosure requirements regarding information about the nature,
amount, timing and uncertainty of revenue and cash flows from
contracts with customers. The standard is effective for UBS AG
reporting periods beginning on 1 January 2018, with early adop-
tion permitted. Entities can choose to apply the standard retro-
spectively or use a modified approach in the year of adoption.
UBS AG is currently assessing the impact of the new standard on
its financial statements.

IFRS 16, Leases

In January 2016, the IASB issued IFRS 16, Leases. The standard
substantially changes the accounting by lessees as operating
leases previously accounted for as off-balance sheet financing
arrangements will be recognized as on-balance sheet liabilities
with a corresponding right of use asset also being recorded. The
standard replaces IAS 17, Leases and is effective for UBS AG from
1 January 2019. Early application is permitted for companies that
also apply IFRS 15, Revenue from Contracts with Customers. UBS
AG is currently assessing the impact of the new standard on its
financial statements. UBS AG's undiscounted minimum lease pay-
ments for operating leases are disclosed in Note 33.
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Amendments to IFRS 11, Joint Arrangements; IAS 16, Property,
Plant and Equipment and IAS 38, Intangible Assets

In May 2014, the IASB issued amendments to IFRS 11, Joint
Arrangements, IAS 16, Property, Plant and Equipment and IAS 38,
Intangible Assets. The standard is effective for UBS AG reporting
periods beginning on 1 January 2016. The amendments will have
no material impact on UBS AG’s financial statements. UBS AG’s
joint arrangements are immaterial, both individually and in aggre-
gate (refer to Note 30), and UBS AG does not use revenue-based
depreciation methodologies, which the amendments to IAS 16
and IAS 38 prohibit.

Annual Improvements to IFRSs 2012 — 2014 Cycle

In September 2014, the IASB issued Annual Improvements to
IFRSs 2012 — 2014 Cycle that resulted in amendments to four
IFRSs (IFRS 5, Non-current asset held for sale and discontinued
operations, IFRS 7, Financial Instruments Disclosures, IAS 19,
Employee Benefits and IAS 34, Interim Financial Reporting). Gen-
erally, the amendments are effective for UBS AG on 1 January
2016. UBS AG expects that the adoption of these amendments
will not have a material impact on its financial statements.
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Amendments to IAS 1, Presentation of Financial Statements

In December 2014, the IASB issued amendments to IAS 1 to fur-
ther encourage companies to apply professional judgment in
determining what information to disclose in their financial state-
ments and in determining where and in what order information is
presented in the financial disclosures. The amendments have a
mandatory effective date of 1 January 2016 for UBS AG. The
adoption of these amendments will not have a material impact on
the financial statements.

Amendments to IAS 12, Income Taxes:

In January 2016, the IASB issued narrow scope amendments to
IAS 12, Income Taxes, clarifying how to account for deferred tax
assets related to debt instruments measured at fair value. Enti-
ties are required to apply the amendments for annual periods
beginning on or after 1 January 2017. UBS AG expects that the
adoption of these amendments will not have a material impact on
its financial statements.

Amendments to IAS 7, Statement of Cash Flows

In January 2016, the IASB issued amendments to IAS 7, State-
ment of Cash Flows, which inter-alia requires companies to pro-
vide information about changes in their financial liabilities arising
from financing activities, including changes from cash flows and
non-cash changes (such as foreign exchange gains or losses). Enti-
ties are required to apply the amendments for annual periods
beginning on or after 1 January 2017.
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Note 2a Segment reporting

The operational structure of UBS AG is comprised of the Corpo-
rate Center and five business divisions: Wealth Management,
Wealth Management Americas, Personal & Corporate Banking,
Asset Management and the Investment Bank.

Wealth Management

Wealth Management provides comprehensive financial services to
wealthy private clients around the world, with the exception of
those served by Wealth Management Americas. UBS AG is a
global firm with global capabilities, and its clients benefit from a
full spectrum of resources, including wealth planning, investment
management solutions and corporate finance advice, banking
and lending solutions as well as a wide range of specific offerings.
Wealth Management’s guided architecture model gives clients
access to a wide range of products from the world's leading third-
party institutions that complement its own products.

Wealth Management Americas

Wealth Management Americas is one of the leading wealth man-
agers in the Americas in terms of financial advisor productivity
and invested assets. Its business includes UBS AG's domestic US
and Canadian wealth management businesses, as well as interna-
tional business booked in the US. It provides a fully integrated set
of wealth management solutions designed to address the needs
of ultra high net worth and high net worth clients.

Personal & Corporate Banking

Personal & Corporate Banking provides comprehensive financial
products and services to UBS AG's private, corporate and institu-
tional clients in Switzerland, maintaining a leading position in
these segments and embedding its offering in a multi-channel
approach. The business is a central element of UBS AG's universal
bank delivery model in Switzerland, supporting other business
divisions by referring clients and growing the wealth of the firm’s
private clients so they can be transferred to Wealth Management.
Personal & Corporate Banking leverages the cross-selling poten-
tial of UBS AG's asset-gathering and investment bank businesses,
and manages a substantial part of UBS AG's Swiss infrastructure
and banking products platform.

Asset Management

Asset Management is a large-scale global asset manager. It offers
investment capabilities and investment styles across all major tra-
ditional and alternative asset classes to institutions, wholesale
intermediaries and wealth management clients around the world.

Investment Bank

The Investment Bank provides corporate, institutional and wealth
management clients with expert advice, innovative solutions, exe-
cution and comprehensive access to international capital markets.
It offers advisory services and provides in-depth cross-asset
research, along with access to equities, foreign exchange, pre-
cious metals and selected rates and credit markets, through its
business units, Corporate Client Solutions and Investor Client Ser-
vices. The Investment Bank is an active participant in capital mar-
kets flow activities, including sales, trading and market-making
across a range of securities.

Corporate Center

Corporate Center is comprised of Services, Group Asset and Lia-
bility Management (Group ALM) and Non-core and Legacy Port-
folio. Services includes UBS AG's control functions such as finance,
risk control (including compliance) and legal. In addition, it pro-
vides all logistics and support services, including operations, infor-
mation technology, human resources, regulatory relations and
strategic initiatives, communications and branding, corporate ser-
vices, physical security, information security as well as outsourc-
ing, nearshoring and offshoring. Group ALM is responsible for
centrally managing UBS AG's liquidity and funding position, as
well as providing other central internal balance sheet and capital
management services. Non-core and Legacy Portfolio is com-
prised of the non-core businesses and legacy positions that were
part of the Investment Bank prior to its restructuring.
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Wealth Personal &
Wealth  Management Corporate Asset  Investment
Management Americas Banking Management Bank Corporate Center UBS
Non-core
and Legacy
CHF million Services  Group ALM Portfolio
For the year ended 31 December 2015
Net inte(est income ; ; - 1825 1,067 B 1,890 N (34)”. N 1,573 N (337). 789 : (474).. 6{729
Non-interest income ; ; - - 5859 6213 1,603 2,077 7,525 434 361 (79) 23993
Allocations from Corporate Center — Group
ALM to business divisions and other CC units 471 104 421 15 (211) 145 (876) (71) 0
Income'? ) 7 7 8155 7384 3913 2057 8889 243 275 (195 30,721
Credit loss (expense)/recovery 0 (4) (37) 0 (68) 0 0 (8) (117)
Total operating income 8,155 7,381 3,876 2,057 8,821 243 275 (203) 30,605
Personnel expenses : ; - 2532 4,579 . 873 B 7297” N 3,220 B 3,875 ; 30 ; 116 . 15{954
General and admrinistrativer expenses . 650 ; 848 264 233 - 882 4,517 2Q 805 8{219
Services (to)/from other business
divisionsrand Corpprate Center ; - 2289 1,209 B 1,077 N 5027” N 2,816 N (8,214). (56). 378 B ; 0
of Which.‘servfges from CC —Seryices - 2209 1, 793 B 1, 780 N 523 - 2,730 N (8,243). 95 : 374 B ; 0
Depreciation and impairment of property,
equipment and spftware : ; - 5 3 7 2 26 866 0 0 918
Amortization and impairment of intangible
assets’ 3 51 0 8 24 21 0 0 107
Total operating expenses* 5,478 6,689 2,231 1,475 6,969 1,065 (6) 1,298 25,198
Operatirng proﬁtl(loss)rbeforertax - 2676 1692 B 1,646 N 5837” - 1,852 N (822). 281 : (1,5071).. 5,407
Tax expense/ (benefit) (908)
Net profit/(loss) 6,314
Additional Information o - . . . N R
Total assets 7 7 119850 60993 141,174 12874 253571 22,866 237,560 94369 943,256
Additions to non-current assets 6 4 14 1 18 1,844 0 1 1,888

1 Impairments of financial investments available-for-sale for the year ended 31 December 2015 totaled CHF 1 million, of which CHF 1 million was incurred in Wealth Management. 2 Refer to Note 24 for more infor-
4 Refer to Note 32 for information on restructuring expenses.

mation on own credit in Corporate Center — Group ALM. 3 Refer to Note 17 for more information.

604



For the purpose of the UBS Registration Document, this page is referred to as page F-41

Note 2a Segment reporting (continued)'

Wealth Personal &

Wealth  Management Corporate Asset  Investment
Management Americas Banking  Management Bank Corporate Center UBS
Non-core
and Legacy
CHF million Services  Group ALM Portfolio
For the year ended 31 December 2014
Net interest income 1,693 864 1,801 (39) 1,583 (338) 816 174 6,555
Non-interest income ' - 5726 6004 1575 1914 6823 157 307 (956) 21,549
AIIocatidnsfrom'CorporatéCenter'—Group' - - - - - - ' o - -
ALM to business divisions and other CC units 481 116 461 27 (100) 217 (1,120) (82) 0
Income?? 7,902 6,984 3,836 1,902 8,306 35 2 (863) 28,104
Credit loss (expehse)/recoVery ' - (1).. 15 N (95).. OVH N 2 - 0 . 0 . 2 N '(778)
Total operating income 7,901 6,998 3,741 1,902 8,308 35 2 (862) 28,026
Personnel expenses 2,467 4,363 850 643 2,964 3,843 26 124 15,280
General and administrative expenses 918 550 293 305 2671 4113 2 507 9377
Services(to)/frorﬁ other business - N o o - - . o - -
divisions and Corporate Center 2,180 1,137 1,074 478 2,71 (8,046) (47) 513 0
of which: services from CC — Services 2122 L1210 1,19 495 2658  (8084) 82 a1
Depreciaﬁon and'impairme'nt ofprdperty, - - - - - - ' o -
equipment and software 4 0 17 2 32 762 0 0 817
Amortization and impairmént of int'angible' - - o - o - . - - o
assets’ 5 43 0 9 15 6 0 0 83
Total operating expenses® 5,574 6,099 2,235 1,435 8,392 679 0 1,144 25,557
Operating profit/(loss) before tax 2,326 900 1,506 467 (84) (643) 2 (2,005) 2,469
Taxexpe'nse/(behefit) ' ' - N o - o - ' o - (1;180)
Net profit/(loss) 3,649
Additional Information
Total assets ' ' 127,588 56026 143711 15207 292,347 19720 237,901 169,826 1,062,327
Additions to non-current assets - 7 N 6 N 9 - ZVH N 7 - 1,677 . 0 . 0 N 1;708

1 Figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes, restatements due to the retrospective adoption of new accounting
standards or changes in accounting policies, and events after the reporting period. Refer to Note 1b for more information. 2 Impairments of financial investments available-for-sale for the year ended 31 December 2014
totaled CHF 76 million, of which CHF 49 million were incurred in the Investment Bank and CHF 23 million were incurred in Corporate Center — Non-core and Legacy Portfolio. 3 Refer to Note 24 for more information
on own credit in Corporate Center — Group ALM. 4 Refer to Note 17 for more information. 5 Refer to Note 32 for information on restructuring expenses.
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Wealth Personal &

Wealth  Management Corporate Asset  Investment
Management Americas Banking  Management Bank Corporate Center UBS
Non-core
and Legacy
CHF million Services  Group ALM Portfolio
For the year ended 31 December 2013
Net interest income 1,568 742 1,822 (44) 1,102 (388) 624 359 5,786
Non-interestincome 5519 562 155 1954 7552 347 (544) (18) 21,997
Allocations from Corpdrate Center — Gfoup ALM o - - o - ' : -
to business divisions and other CC units 486 193 396 23 (217) 218 (921) (179) 0
Income?3 7,573 6,565 3,774 1,935 8,436 178 (841) 163 27,782
Credit loss (expense)/fecovéry ' ' - (10')'.. (27) N (18)”. O 2 0 . 0 E 3 o (50)
Total operating income 7,563 6,538 3,756 1,935 8,438 178 (841) 166 27,732
Personnel expenses 2,433 4,102 843 609 2,899 4,065 26 205 15,182
General and administrative expenses 708 383 297 218 843 4249 14 1668 8380
Services (to)/from other business divisions and o N - o B . B o
Corporate Center 2,165 1,145 1,140 521 2,517 (8,276) 3 785 0
of which: services from CC — Services 2074 1127 1301 535 2487  (3304) 87 693
Depreciation and impa'irmen't of bropeﬁy, - o - - ' : -
equipment and software 3 0 19 4 28 761 0 0 816
Amortization and impéirmeht of ihtangible - - . : -
assets’ 7 49 0 8 13 4 0 2 83
Total operating expenses® 5,316 5,680 2,298 1,359 6,300 804 43 2,660 24,461
Operating profit/(loss) before tax 2,247 858 1,458 576 2,138 (626) (884) (2,494) 3,272
Tax expense/(benefit)' ' ' ' - N ' E o (110)
Net profit/(loss) 3,381
Additional Information
Total assets 109758 45491 141369 14223 239971 17,203 230204 215135 1,013,355
Additions to non-current assets 5 1 17 1 81 1236 0 0 1,341

1 Figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes, restatements due to the retrospective adoption of new accounting
standards or changes in accounting policies, and events after the reporting period. Refer to Note 1b for more information. 2 Impairments of financial investments available-for-sale for the year ended 31 December
2013 totaled CHF 41 million, of which CHF 10 million was incurred in Wealth Management, CHF 20 million was incurred in the Investment Bank and CHF 8 million was incurred in Corporate Center — Non-core and
Legacy Portfolio. ~ 3 Refer to Note 24 for more information on own credit in Corporate Center — Group ALM. 4 Refer to Note 17 for more information. 5 Refer to Note 32 for information on restructuring expenses.
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Note 2b Segment reporting by geographic location

The operating regions shown in the table below correspond to
the regional management structure of UBS AG. The allocation of
operating income to these regions reflects, and is consistent with,
the basis on which the business is managed and its performance
evaluated. These allocations involve assumptions and judgments
that management considers to be reasonable, and may be refined
to reflect changes in estimates or management structure. The
main principles of the allocation methodology are that client rev-
enues are attributed to the domicile of the client and trading and

For the year ended 31 December 2015

portfolio management revenues are attributed to the country
where the risk is managed. This revenue attribution is consistent
with the mandate of the country and regional Presidents. Certain
revenues, such as those related to Corporate Center — Non-core
and Legacy Portfolio, are managed at a global level. These reve-
nues are included in the Global line.

The geographic analysis of non-current assets is based on the
location of the entity in which the assets are recorded.

Total operating income Total non-current assets

CHF billion Share % CHF billion Share %

Americas 11.3 37 71 47
ofwhich:USA 107 35 67 44
Asia Pacfic 50 16 05 3
Europe, Middle East and Afiica 68 2 7 11
Switzerland e 74 3 59 39
Global 05 2 00 0
Total 306 100 15.2 100

For the year ended 31 December 2014

Total operating income Total non-current assets

CHF billion Share % CHF billion Share %

Americas 10.7 38 7.0 48
ofwhich:USA 0.7 3% 66 45
Asia Pacific 46 16 04 3
Europe, Middle Eastand Affica 68 . ) . 15 . 10
Switzerland e 68 u 56 38
Global (0.9) Q) 00 0
Total 28.0 100 14.6 100

For the year ended 31 December 2013

Total operating income Total non-current assets

CHF billion Share % CHF billion Share %

Americas 10.2 37 6.1 46
ofwhich:USA 96 35 56 43
Asia Pacific 45 16 04 3
Europe, Middle East and Affia 66 4 15 1
Switzerland e 68 5 53 40
Global (0.4) ) 00 0
Total 27.7 100 13.1 100
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Income statement notes

Note 3 Net interest and trading income

For the year ended % change from

CHF million 31.12.15 31.12.14 31.12.13 31.12.14
Net interest and trading income

Net interest income 6,729 6,555 5,786 3
Nettrading income 5,696 3841 5130 a8
Total net interest and trading income 12,425 10,396 10,915 20
Wealth Management 3,034 2,845 2,868 7
WeaIth ManagementAmerlcas - 1537 """ 1352 """ 1323 """ 14
PersonaI&Corporate Banking - 2613 """ 2536 """ 2485 """ 3
et it . (5) ...... o .
IvestmentBank 5186 4517 4852 15
‘ ofwhrch Corporate C//entSo/utrons 1001 """ 7030 7,‘ 146 (3)
 of which: InvestorC/rentServrces 4185 3487 3707 20
‘CorporateCenter o (855) (622)
: ofwhrchServrces (1) ..... o (766)

Cofwhich: GoupALM E7Z 6 (535)

 of which: own cred/t on frnanC/al I/abr//t/es deS/gnated at falr Value’. - - 553 292 (283) - - 89
 of which: Non-core and Legacy Portfolio - - (313) - (904) """ 79 o (65)
Total net interest and trading income 12,425 10,396 10,915 20
Net interest income

Interest i income
‘Interest earned on Ioans and advancesZ - o - . . - . - 8626 """ 8722 """ 8686 """ - ‘(‘1')”
Interest e: earned on secuntles flnancmg transactlons3 896 7% 852 19
‘Interest and d|V|dend income from tradlng portfollo 3,071 .... 3196 .... 2913 ..... ‘(‘4.)”
‘Interest income on flnanual assets de5|gnated at falr value . . - . - 194 '''' 208 ..... 364 o - ‘(‘7.)”
Interest and dividend income from financial investments available-for-sale - 391 31, 30 o %
Total 13,178 13,194 13,137 0
Interest expense
Interest ¢ on amounts due to banks and customers - a - - 74 708 893 o 9
Interest o on securltles flnancmg transactlons" - 976 87 829 18
‘Interest expense from tradlng portfollo5 1670 """ 1804 """ 1846 """ (7)
‘Interest on flnanaal ||ab|||t|es de5|gnated at fair value 730 """ 919 """ 1197 """ (‘2‘1')”
Interest on debt issued 2299 """ 2382 """ 2586 """ (3)
Total 6,449 6,639 7,351 (3)
Net interest income 6,729 6,555 5,786 3
Net trading income

Investment Bank Corporate Cllent Squtlons 321 276 425 16
‘Investment Bank Investor Cllent SerV|ces 3,494 - 2760 .... 3541 ..... 27 :
Other business divisions and Corporate Center a - - 1882 """ 806 1164 - 133
Net tradmg income 5,696 3,841 5,130 48
of Whrch net ga/ns/ (/osses) from financial assets desrgnated at farr va/ue - - ( 11 9) """ (87) """ 9 - 47
* of which: net gains/ (/osses) from financial liabilities desrgnated at fairvalue's - 3701 """ (2380) - (2056) - - o

1 Refer to Note 24 for more information on own credit. 2 Includes interest income on impaired loans and advances of CHF 16 million for 2015, CHF 15 million for 2014 and CHF 15 million for 2013. 3 Includes
interest income on securities borrowed and reverse repurchase agreements and negative interest, including fees, on securities lent and repurchase agreements. 4 Includes interest expense on securities lent and repur-
chase agreements and negative interest, including fees, on securities borrowed and reverse repurchase agreements. 5 Includes expense related to dividend payment obligations on trading liabilities. 6 Excludes fair
value changes of hedges related to financial liabilities designated at fair value and foreign currency translation effects arising from translating foreign currency transactions into the respective functional currency, both
of which are reported within net trading income.
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Note 4 Net fee and commission income

For the year ended % change from
CHF million 31.12.15 31.12.14 31.12.13 31.12.14
Underwriting fees 1,290 1,470 1,374 (12)
 of which: equity uhﬁérwriting fees - 836 947 850 (IZ)'

of which: debt underwriting fees - 455 52 524 (13)

M&A and corporateﬁﬁéhcefees - 737 e 613 1
‘Brokerage fees - 3,930 . 3;918 . 4;035 . 0 '
‘Investmentfund fees.m ...... 3,567 . 3;717 . 3;803 . (4)'
‘Portfolio managemerﬁ.éhd advisory fees - 7,858 . 7;343 . 6;625 . 7 '
otter [ 1','678 . 17760 . 1.‘.725 - (5),
Total fee and commission income 19,060 18,940 18,176 1
Brokerage fees paid 869 818 839 6
other [ 1.’.007 . 1.'.045 . 1.1.050 - (4),
Total fee and commission expense 1,876 1,863 1,889 1
Net fee and commission income 17,184 17,076 16,287 1
‘ of which: netbroké}ége fees - 3,b60 ' 3','700 ' 3','796 . ( 7)'
Note 5 Other income

For the year ended % change from
CHF million 31.12.15 31.12.14 31.12.13 31.12.14
Associates and subsidiaries
‘Net gains/(losses) frérﬁ disposals of subsidiariés"ﬂ """ "2641' - 56 ' "111 . 371 '
‘Net gains/(losses) frérﬁ disposals ofinvestmen't's'ih associates - - 0 ' - 69 ' - 0 . (100)'
Share of net profits of associates - 169 o 49 80
Total 433 219 160 98
Financial investments available-for-sale
‘Net gains/(losses) frc;fﬁ disposals - ..252 . ..219 . ..209 . 15 '
‘Impairmentcharges [ L (1). "(76)' ..(41).. (99).
Total 251 143 168 76
Net income from properties (excluding net gains/(losses) from disposals)® 28 30 35 (7
Net gains/(losses) from investment properties“.m - - (1). 2 ..(16)” '
Net gains/(losses) from disposals of properties'ﬁ'eid for sale - 378 vV 291 759
‘Net gains/(losses) frdfﬁ disposals of loans and'r'e'c'eivables - 26 - 39 ' - 53 . (33)'
other [ L (4)5. e .(.111).. .
Total other income 1,112 632 580 76

1 Includes foreign exchange gains/(losses) reclassified from other comprehensive income related to disposed or dormant subsidiaries. 2 Includes a net gain on sale of subsidiaries of CHF 113 million in Wealth Man-
agement and a net gain on sale of subsidiaries of CHF 56 million in Asset Management. Refer to Note 32 for more information. 3 Includes net rent received from third parties and net operating expenses. 4 Includes
unrealized and realized gains/(losses) from investment properties and foreclosed assets. 5 Includes a net gain on sale of businesses of CHF 56 million in Wealth Management. Refer to Note 32 for more information.
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Note 6 Personnel expenses

For the year ended % change from

CHF million 31.12.15 31.12.14 31.12.13 31.12.14
Salaries' 6,260 6,269 6,268 0
Variable compensatioh;performance awards? - 3,209 ' 2;820 ' 2;986 . 14
of which: guarameéérfornewhires - 38 ' 48 ' 7 . (21)
Variable compensatioh;otherz - 346 ' 466 ' 288 . (26)
of which: rep/acemé_{nfpayments3 - 76 ' 81 ' 78 . (6)
of which: forfeiture credits - D " (86) 70 (146) 23
ofWhich:severancébayments" - 157 . 162 . 114 . (3)
of which: retentionﬁ/an and otherpaymentsm - 198 292 7 (32)
Contractors D 365 34 190 56
Social security - 817 791 792 3
Pension and other pos;[;émployment benefit plahrsg3 - 807 e 887 14
Wealth ManagementAhﬁericas: Financial advisorr'c'ompensationzr6 S 3,552 . 3;385 . 3;140 N 5
Other personnel expehéés - 597 605 631 (1)
Total personnel expenses’ 15,954 15,280 15,182 4

1 Includes role-based allowances. 2 Refer to Note 29 for more information. 3 Replacement payments are payments made to compensate employees for deferred awards forfeited as a result of joining UBS. 4 Includes
legally obligated and standard severance payments. 5 Refer to Note 28 for more information. 6 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues gener-
ated by financial advisors and supplemental compensation calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes expenses related to compensation commitments with
financial advisors entered into at the time of recruitment which are subject to vesting requirements. 7 Includes net restructuring expenses of CHF 458 million, CHF 327 million and CHF 156 million for the years ended
31 December 2015, 31 December 2014 and 31 December 2013, respectively. Refer to Note 32 for more information.

Note 7 General and administrative expenses

For the year ended % change from
CHF million 31.12.15 31.12.14 31.12.13 31.12.14
Occupancy 928 1,005 1,044 (8)
Rent and maintenance of IT and other equipmehf' - 510 479 458 6
Communication and market data services S 610 608 609 0
Administration D 855 608 638 M
Marketing and public relations - 484 468 478 3
Travel and entertainment - 456 458 451 0
Professional fees - 17,'351 . 1;306 . 1;032 . 3
Outsourcing of IT and other services - 17,'742 . 1;603 . 1;340 . 9
Provisions for Iitigatiohﬁegulatory and similar matters' 17,'087 . 2;594 . 1;701 . (58)
Other D 195 248 628 (21)
Total general and administrative expenses? 8,219 9,377 8,380 (12)

1 Reflects the net increase in provisions for litigation, regulatory and similar matters recognized in the income statement. Refer to Note 22 for more information. Also includes recoveries from third parties of CHF 10 mil-
lion, CHF 10 million and CHF 15 million for the years ended 31 December 2015, 31 December 2014 and 31 December 2013, respectively. 2 Includes net restructuring expenses of CHF 760 million, CHF 319 million and
CHF 548 million for the years ended 31 December 2015, 31 December 2014 and 31 December 2013, respectively. Refer to Note 32 for more information.
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Note 8 Income taxes

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Tax expense/ (benefit)
Swiss
Current 230 46 93
Deferred 329 1348 455
Non-Swiss ' ' ' '
Current 476 409 342
Deferred (1,943) (2,983) (1,000)
Total income tax expense/ (benefit) (908) (1,180) (110)

Income tax expense/(benefit)

The Swiss current tax expense of CHF 230 million related to tax-
able profits against which no losses were available to offset,
mainly earned by Swiss subsidiaries. The Swiss deferred tax
expense of CHF 329 million mainly reflected a net decrease of
deferred tax assets previously recognized in relation to tax losses
carried forward, partially offset by an increase in recognized
deferred tax assets related to temporary differences.

The non-Swiss current tax expense of CHF 476 million related
to taxable profits earned by non-Swiss subsidiaries and branches,
against which no losses were available to offset. The non-Swiss
net deferred tax benefit of CHF 1,943 million was primarily due to

an increase in US deferred tax assets, reflecting updated profit
forecasts and an extension of the relevant taxable profit forecast
period used in valuing deferred tax assets. Based on the perfor-
mance of its businesses and the accuracy of historical forecasts,
UBS AG extended the deferred tax asset forecast period for US
taxable profits to seven years from six. In addition, UBS AG con-
siders other factors in evaluating the recoverability of its deferred
tax assets, including the remaining tax loss carry-forward period,
and its confidence level in assessing the probability of taxable
profit beyond the current forecast period. Estimating future prof-
itability is inherently subjective and is particularly sensitive to
future economic, market and other conditions which are difficult
to predict.

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Operating profit/ (loss) before tax 5,407 2,469 3,272
of which: Swiss 3,665 1,181 3323
of which: Non-Swiss i, 742 7,288 ' (51)
Income taxes at Swiss tax rate of 21% 1,135 519 687
Increase/ (decrease) resulting from:
Non-Swiss tax rates differing from Swiss tax rate ' (69)' 68 ' (305)
Tax effects of losses not recognized - 107 325 58
Previously unrecognized tax losses now utilized '(107) . '(285) . (419)
Non-taxable and lower taxed income '(273) . '(384) . (624)
Non-deductible ekpenses and additional taxable income 519 . i,069 . 1,245
Adjustments related to prior years — current tax ' 29 5 (32)
Adjustments related to prior years — deferred tax ' (48) . ' (9) . 6
Change in deferred tax valuation allowances (2,419) . (2,373) . (859)
Adjustments to deferred tax balances'érising from changés in tax rates 191 '(183) . 107
Other items - ' 26 69 28
Income tax expense/ (benefit) (908) (1,180) (110)
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Note 8 Income taxes (continued)

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

Non-Swiss tax rates differing from Swiss tax rate

To the extent that UBS AG profits or losses arise outside Switzer-
land, the applicable local tax rate may differ from the Swiss tax
rate. This item reflects, for such profits or losses, an adjustment
from the tax expense/benefit that would arise at the Swiss tax
rate and the tax expense/benefit that would arise at the appli-
cable local tax rate. If an entity generates a profit, a tax expense
arises where the local tax rate is in excess of the Swiss tax rate
and a tax benefit arises where the local tax rate is below the
Swiss tax rate. Conversely, if an entity incurs a loss, a tax benefit
arises where the local tax rate is in excess of the Swiss tax rate
and a tax expense arises where the local tax rate is less than the
Swiss tax rate.

Tax effects of losses not recognized

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

Previously unrecognized tax losses now utilized

This item relates to taxable profits of the year, which are offset by
tax losses of previous years, for which no deferred tax assets were
previously recorded. Consequently, no current tax or deferred tax

612

expense arises in relation to those taxable profits. Therefore, the
tax expense calculated by applying the local rate on those profits
is reversed.

Non-taxable and lower taxed income

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

Non-deductible expenses and additional taxable income

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

Adjustments related to prior years — current tax

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

Adjustments related to prior years — deferred tax

This item relates to adjustments to deferred tax positions recog-
nized in prior years, for example, if a tax loss for a year is fully
recognized and the amount of the tax loss agreed with the tax
authorities is expected to differ from the amount previously rec-
ognized as deferred tax assets in the accounts.
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Note 8 Income taxes (continued)

Change in deferred tax valuation allowances

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

Adjustments to deferred tax balances arising

from changes in tax rates

This item relates to re-measurements of deferred tax assets and
liabilities recognized due to changes in tax rates. These have the
effect of changing the future tax saving that is expected from tax
losses or deductible tax differences and therefore the amount of
deferred tax assets recognized or, alternatively, changing the tax
cost of additional taxable income from taxable temporary differ-
ences and therefore the deferred tax liability.

Other items

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

Tax recognized in equity

Certain tax expenses and benefits were recognized directly in
equity. These included a tax benefit of CHF 131 million related to
cash flow hedges (2014: expense of CHF 196 million), a tax ben-
efit of CHF 8 million related to financial investments classified as
available-for-sale (2014: expense of CHF 52 million), a tax expense
of CHF 1 million related to foreign currency translation gains and
losses (2014: expense of CHF 7 million) and a tax expense of CHF
19 million related to defined benefit plans (2014: benefit of CHF
246 million) recognized in other comprehensive income. In addi-
tion, they included a tax benefit of CHF 9 million recognized in
share premium (2014: benefit of CHF 3 million). Furthermore,
there were net foreign currency translation movements related to
the effects of exchange rate changes on tax assets and liabilities
denominated in currencies other than Swiss francs.

Deferred tax assets and liabilities

UBS AG has deferred tax assets related to tax loss carry-forwards
and other items as shown in the table below. As of 31 December
2015, deferred tax assets of CHF 2,094 million (CHF 1,378 million
as of 31 December 2014) were recognized by entities which
incurred losses in either the current or preceding year.

The valuation allowance reflects deferred tax assets which
were not recognized because it was not considered probable that
future taxable profits will be available to utilize the related tax loss
carry-forwards and deductible temporary differences.

CHF million 31.12.15 31.12.14
Valuation Valuation
Deferred tax assets' Gross allowance Recognized Gross allowance Recognized
Tax loss carry-forwards 25,471 (18,378) 7,093 29,727 (22,271) 7,456
Temporary differences 7,023 (1,284) 5739 4,869 (1,264) 3,605
of which: related to compensation and benefits 1,576 . (267). 1,310 N 1,424 . (377). 1,107
of which: related to trading assets 1,116 (777 1038 1,459 (61) 1,398
of which: re/ated to investments in sdbsidiaries and goodWil/ 2,310 . : 0 . : 2,310 N 0 . : 0 . 0
of which: other ' ' 2021 (940) 1081 1986 (886) 1,100
Total deferred tax assets 32,494 (19,661) 12,833 34,596 (23,535) 11,060
Deferred tax liabilities
Goodwill and intangible assets 28 32
Financial investments 1 . - 13
Investments in associates and other 27 . - 35
Total deferred tax liabilities 56 ' - 80

1 Less deferred tax liabilities as applicable.
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Note 8 Income taxes (continued)

As of 31 December 2015, tax loss carry-forwards totaling CHF
56,973 million (31 December 2014: CHF 68,869 million), which
are not recognized as deferred tax assets, were available to be

Unrecognized tax loss carry-forwards

offset against future taxable profits. These tax losses expire as out-
lined in the table below.

CHF million 31.12.15 31.12.14
Within 1 year 3,727 9,341
From 2 to 5 yeafs 33 43
From 6 to 10 yeérs 753 613
From 11 to 20 years 34,833 39,899
Noexpiy 17,627 18,973
Total 56,973 68,869

In general, Swiss tax losses can be carried forward for seven
years, US federal tax losses for 20 years and UK and Jersey tax
losses for an unlimited period.

Note 9 Earnings per share (EPS) and shares outstanding

UBS AG recognizes deferred tax liabilities on undistributed
earnings of subsidiaries except to the extent that those earnings
are indefinitely invested. As of 31 December 2015, no such earn-
ings were considered indefinitely invested.

During 2015, UBS AG shares were delisted from the SIX and the NYSE. As of 31 December 2015, 100% of UBS AG’s issued shares
were held by UBS Group AG and therefore were not publicly traded. Accordingly, earnings per share information is not provided for

UBS AG.
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Balance sheet notes: assets

Note 10 Due from banks and loans (held at amortized cost)

CHF million 31.12.15 31.12.14
By type of exposure
Due from banks, gross 11,869 13,347
 ofwhich: due from central banks 1,035 """""" 648
Allowance for creditlosses (3) """""" (13) '
Due from banks, net 11,866 13,334
Loans, gross
* Residential fﬁéﬁgages """"""""""""""""""""""""""" 141608 """""" 142,380
Commercial hﬁbftgages """"""""""""""""""""""""""" 21509 """""" 22,368
lombardloans 107,084 108,230
Ofterloans 39321 ........... 3915
Finance Iéééé 'r'e'ceivablesz """"""""""""""""""""""""""" 1 083 """""" 1,101
Cries 2807 ........... 3,448'
Subtotal 313,413 316,679
Aliowance fo‘r‘ér.e.di't losses (639) """""" (695) '
Loans, net 312,723 315,984
Total due from banks and loans, net* 324,590 329,317

1 Includes corporate loans. 2 Refer to Note 33 for more information. 3 Includes securities reclassified from held for trading. Refer to Note 1a item 10 and Note 27 for more information.

sure to credit risk” in the “Risk management and control” section of this report for information on collateral and credit enhancements.

4 Refer to “Maximum expo-
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Note 11 Cash collateral on securities borrowed and lent, reverse repurchase and repurchase agreements,
and derivative instruments

UBS AG enters into collateralized reverse repurchase and repur-  credit risk associated with these activities by monitoring counter-

chase agreements, securities borrowing and securities lending party credit exposure and collateral values on a daily basis and

transactions and derivative transactions that may result in credit  requiring additional collateral to be deposited with or returned to

exposure in the event that the counterparty to the transaction is  UBS AG when deemed necessary.

unable to fulfill its contractual obligations. UBS AG manages - Refer to Note 26 for more information on offsetting between
financial assets and financial liabilities

Balance sheet assets

31.12.15 31.12.14
Cash collateral Cash collateral
Cash collateral Reverse receivables Cash collateral Reverse receivables
on securities repurchase on derivative on securities repurchase on derivative
CHF million borrowed agreements instruments borrowed agreements instruments
By counterparty B B B B B
Banks - 8,658 112,903 - 6,037 10,517 13,746 10,265
Customers 16,925 54,991 17,727 13,546 54,668 20,713
Total 25,584 67,893 23,763 24,063 68,414 30,979
Balance sheet liabilities
31.12.15 31.12.14
Cash collateral Cash collateral
Cash collateral payables Cash collateral payables
on securities Repurchase on derivative on securities Repurchase on derivative
CHF million lent agreements instruments lent agreements instruments
By counterparty . N ; N ; N B N ; N ;
Banks B 1,078 5,637 17,041 7,041 5174 20,895
Customers 951 4,016 21,241 2,138 6,644 21,477
Total 8,029 9,653 38,282 9,180 11,818 42,372
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Note 12 Allowances and provisions for credit losses

CHF million
Specific Collective Total Total Total
By movement allowances allowances allowances Provisions' 31.12.15 31.12.14
Balance at the beginning of the year 704 8 71
Write-offs/ ﬂéage ‘o‘f'br'o'visioh‘s """""""""" (162) - '(2‘)“ ' ('1'64‘) """
Recoverios i o s
‘Ih'creasé‘/'(d'e'creasé‘) 'r'e'c'ogniz‘e‘d' inthe income statement - 114 o 14
Reclassificaons ©) 0 @
Foreign currengy translation (11) 0 an
e o S o S
Balance at the end of the year 686 6 692

1 Represents provisions for loan commitments and guarantees. Refer to Note 22 for more information. Refer to the “Financial and operating performance” section of this report for the maximum irrevocable amount of

loan commitments and guarantees.

Specific Collective Total Total Total
By balance sheet line allowances allowances allowances Provisions 31.12.15 31.12.14
Due from banks 3 0 3 3 13
oo e s P e 65
Cash collateral on securities borowed 0 0 0 o 4
oo R s W b
Balance at the end of the year 686 6 692 35 727 735

1 Represents provisions for loan commitments and guarantees.
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Note 13 Trading portfolio

CHF million

31.12.15

31.12.14

Trading portfolio assets by issuer type'

Banks
Corporates and other

Total debt instruments

Equity instruments

Financial assets held for trading

120,405

132,392

Precious metals and other physical commodities

3,642

5,764

Total trading portfolio assets

124,047

138,156

Trading portfolio liabilities by issuer type'

Debt instruments

Total debt instruments

Equity instruments

19,084

15,908

Total trading portfolio liabilities

29,137

27,958

1 Refer to Note 24e for more information on product type and fair value hierarchy categorization.
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Note 14 Derivative instruments and hedge accounting

Derivatives: overview

A derivative is a financial instrument, the value of which is derived
from the value of one or more variables (underlyings). Underlyings
may be indices, foreign currency exchange or interest rates, or the
value of shares, commodities, bonds or other financial instru-
ments. A derivative commonly requires little or no initial net
investment by either counterparty to the trade.

The majority of derivative contracts are negotiated with respect
to notional amounts, tenor, price and settlement mechanisms, as
is customary with other financial instruments.

Over-the-counter (OTC) derivative contracts are usually traded
under a standardized International Swaps and Derivatives Associ-
ation (ISDA) master agreement between UBS AG and its counter-
parties. Terms are negotiated directly with counterparties and the
contracts will have industry-standard settlement mechanisms pre-
scribed by ISDA. The industry continues to promote the use of
central counterparties (CCP) to clear OTC trades. The trend
toward CCP clearing and settlement will generally facilitate the
reduction of systemic credit exposures.

Other derivative contracts are standardized in terms of their
amounts and settlement dates, and are bought and sold on regu-
lated exchanges. These are commonly referred to as exchange-
traded derivatives (ETD) contracts. Exchanges offer the benefits of
pricing transparency, standardized daily settlement of changes in
value, and consequently reduced credit risk.

For presentation purposes, UBS AG is subject to the IFRS net-
ting provisions for derivative contracts. Derivative instruments
are measured at fair value and generally classified as Positive
replacement values and Negative replacement values on the
face of the balance sheet. However, ETD which are economi-
cally settled on a daily basis and certain OTC derivatives which
are in substance net settled on a daily basis are classified as
Cash collateral receivables on derivative instruments or Cash
collateral payables on derivative instruments. Changes in the
replacement values of derivatives are recorded in Net trading
income, unless the derivatives are designated and effective as
hedging instruments in certain types of hedge accounting
relationships.

- Refer to Note 1a item 15 for more information

Valuation principles and techniques applied in the measure-
ment of derivative instruments are discussed in Note 24. Positive
replacement values represent the estimated amount UBS AG
would receive if the derivative contract were sold on the balance

sheet date. Negative replacement values indicate the estimated
amount UBS AG would pay to transfer its obligations in respect of
the underlying contract, were it required or entitled to do so on
the balance sheet date.

Derivatives embedded in other financial instruments are not
included in the table “Derivative instruments” within this Note.
Bifurcated embedded derivatives are presented on the same bal-
ance sheet line as the host contract. In cases where UBS AG
applies the fair value option to hybrid instruments, bifurcation of
an embedded derivative component is not required and as such,
this component is also not included in the table “Derivative
instruments.”

- Refer to Notes 20 and 24 for more information

Types of derivative instruments

UBS AG uses the following derivative financial instruments for

both trading and hedging purposes. Through the use of the prod-

ucts listed below, UBS AG is engaged in extensive high-volume
market-making and client facilitation trading referred to as the
flow business.

The main types of derivative instruments used by UBS AG are:

— Swaps: Swaps are transactions in which two parties exchange
cash flows on a specified notional amount for a predetermined
period. Cross-currency swaps involve the exchange of interest
payments based on two different currency notional amounts
and reference interest rates and generally also entail exchange
of notional amounts at the start or end of the contract. Most
cross-currency swaps are traded in the OTC market.

— Forwards and futures: Forwards and futures are contractual
obligations to buy or sell financial instruments or commodities
on a future date at a specified price. Forward contracts are
tailor-made agreements that are transacted between counter-
parties in the OTC market, whereas futures are standardized
contracts transacted on regulated exchanges.

— Options and warrants: Options and warrants are contractual
agreements under which, typically, the seller (writer) grants the
purchaser the right, but not the obligation, either to buy (call
option), or to sell (put option) at, or before, a set date, a spec-
ified quantity of a financial instrument or commodity at a pre-
determined price. The purchaser pays a premium to the seller
for this right. Options involving more complex payment struc-
tures are also transacted. Options may be traded in the OTC
market, or on a regulated exchange, and may be traded in the
form of a security (warrant).
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The main derivative product types used by UBS AG are:

— Interest rate contracts: Interest rate products include interest rate
swaps, forward rate agreements, swaptions and caps and floors.

— Credit derivative contracts: Credit default swaps (CDS) are the
most common form of a credit derivative, under which the
party buying protection makes one or more payments to the
party selling protection in exchange for an undertaking by the
seller to make a payment to the buyer following the occur-
rence of a contractually defined credit event with respect to a
specified third-party credit entity. Settlement following a credit
event may be a net cash amount, or cash in return for physical
delivery of one or more obligations of the credit entity, and is
made regardless of whether the protection buyer has actually
suffered a loss. After a credit event and settlement, the con-
tract is generally terminated. More information on credit deriv-
atives is included in a separate section on the following pages.
Total return swaps (TRS) are structured with one party making
payments based on a set rate, either fixed or variable, plus any
negative changes in fair value of an underlying asset, and the
other party making payments based on the return of the asset,
which includes both income it generates and any positive
changes in its fair value.

— Foreign exchange contracts: Foreign exchange contracts
include spot, forward and cross-currency swaps and options
and warrants. Forward purchase and sale currency contracts
are typically executed to meet client needs and for trading and
hedging purposes.

— Equity/index contracts: UBS AG uses equity derivatives linked
to single names, indices and baskets of single names and indi-
ces. The indices used may be based on a standard market
index, or may be defined by UBS AG. The product types traded
include vanilla listed derivatives, both options and futures, total
return swaps, forwards and exotic OTC contracts.

— Commodities contracts: UBS AG has an established commod-
ity derivatives trading business, which includes the commodity
index and structured commodities business. The index and
structured business are client facilitation businesses trading
exchange-traded funds, OTC swaps and options on commod-
ity indices and individual underlying commodities. The underly-
ing indices cover third-party and UBS AG owned indices such
as the UBS Bloomberg Constant Maturity Commaodity Index
and the Bloomberg Commodity Indices. All of the trading is
cash-settled with no physical delivery of the underlying. UBS
AG also has an established precious metals business in both
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flow and non-vanilla OTC products incorporating both physical
and non-physical trading. The flow business is investor led and
products include ETD, vanilla and certain non-vanilla OTC. The
vanilla OTC are in forwards, swaps and options.

Measurement techniques applied to determine the fair value of
each derivative product type are described in Note 24.

Risks of derivative instruments

Derivative instruments are transacted in many trading portfolios,
which generally include several types of instruments, not just
derivatives. The market risk of derivatives is predominantly man-
aged and controlled as an integral part of the market risk of these
portfolios. UBS AG's approach to market risk is described in the
audited sections of the “Risk management and control” section
of this report.

Derivative instruments are transacted with many different
counterparties, most of whom are also counterparties for other
types of business. The credit risk of derivatives is managed and
controlled in the context of UBS AG's overall credit exposure to its
counterparties. UBS AG's approach to credit risk is described in
the audited portions of Credit risk in the “Risk management and
control” section of this report. It should be noted that, although
the positive replacement values shown on the balance sheet can
be an important component of UBS AG's credit exposure, the
positive replacement values for a counterparty are rarely an ade-
quate reflection of UBS AG's credit exposure in its derivatives busi-
ness with that counterparty. This is generally the case because, on
the one hand, replacement values can increase over time (poten-
tial future exposure), while on the other hand, exposure may be
mitigated by entering into master netting agreements and bilat-
eral collateral arrangements. Both the exposure measures used
internally by UBS AG to control credit risk and the capital require-
ments imposed by regulators reflect these additional factors.

The replacement values presented on UBS AG's balance sheet
include netting in accordance with IFRS requirements (refer to
Note 1a item 35), which is generally more restrictive than netting
in accordance with Swiss federal banking law. Swiss federal bank-
ing law netting is generally based on close-out netting arrange-
ments that are enforceable in case of insolvency.

- Refer to Note 26 for more information on the values of positive

and negative replacement values after consideration of netting
potential allowed under enforceable netting arrangements
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Derivative instruments’

31.12.15 31.12.14

Notional Notional Notional Notional

values values Other values values Other

Total related Total related notional Total related Total related  notional

CHF billion PRVZ to PRVs® NRV* to NRVs® values®® PRVZ  to PRVs® NRV*  to NRVs®  values**
Interest rate contracts
‘O'\'/éf—the-counter (0TQ) contrééfs """"""""""""""
 forward contracts® 01 486 02 519 23514 01 490 02 559 26228
Swaps 57.0 8401 482  782.0 59047 918 11,3234 837 12334 102443
~ optons 173 5817 191 5498 317 7998 339 7903
Exchange-traded contracts
Futues 3460 446.0
~optons 00 227 00 155 1694 00 157 00 49 1347
‘H',’-\'gencytransactiond ............. 01 01 ' 01 o1
Total 745 1,493.1 67.6 1,3993 87714 1237 21879 1179 20845 13,4477
Credit derivative contracts
Over-the-counter (oTC) contracts
 Creditdefaultswaps 61 1527 60 1657 1.1 2381 113 2458
© Totalretumnswaps 06 50 06 41 04 38 04 51
HHO'ptionsandwarrants """"""""" 00 42 00 01 00 65 00 6
Total 67 1619 6.7  169.8 15 2484 1.7 2524
Foreign exchange contracts
Over-the-counter (0TC) contracts
© foward contracts 178 7276 166 6739 206 8176 192 1414
*Interestand currency swaps 383 14299 376 1,3301 622 16263 623 1550
~ optons 95 4968 93 4780 156 6673 160 6014
Exchange-traded contracts
e R G
~optons 00 34 00 46 00 49 01 37
"H/-\'gencytransactions7 ............. 00 00 00 o0
Total 65.7 2,657.7 635 2,486.6 8.1 984  3,116.2 976  2,900.5 14.8
Equity/index contracts
‘O\'/éf—the-counter (0TC) contrééfs ........................
* forward contracts 00 00 00 00 o1 o1 00 o1
Swaps 29 641 43 870 34 585 47 700
~ optons 48 591 67 926 64 717 89 1154
Exchange-traded contracts
e TR S E
~ optons 43 1072 52 1260 134 48 1094 48 1242 101
s gl H He B AR
Total 169 2303 212 305.6 433 195 2396 233 3096 38.0

Table continues on the next page.
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Derivative instruments' (continued)

Table continued from the previous page.

31.12.15 31.12.14
Notional Notional Notional Notional
values values Other values values Other
Total related Total related notional Total related Total related  notional
CHF billion PRVZ to PRVs? NRV* to NRVs® values®* PRVZ  to PRVs? NRV#  to NRVs®  values®®
Commodity contracts
Over-the-counter (OTO contracts
Forward contracts. 03 28 03 23 03 46 03 44
Swaps ' 07 99 05 94 09 138 05 79
Options 09 118 06 715 09 125 07 98
Exchange-traded contracts
Futures ' 82 73
Forward contracts. 00 44 02 37 00 65 01 53
Options ' 00 10 01 19 01 00 08 01 37 o1
Agencytransactiohs7 15 . 15 . - 14 . 14 -
Total 34 30.0 3.2 24.6 8.3 3.6 38.1 3.2 311 7.3
Unsettled purchases of non-derivative financial
investments® 0.1 9.6 0.2 16.7 0.1 1.4 0.2 12.9
Unsettled sales of non-derivative financial ' ' ' ' ' ' ' '
investments® 0.2 20.1 0.1 6.4 0.2 16.1 0.1 9.1
Total derivative instruments, based on IFRS netting®  167.4 4,602.7  162.4 4,409.0 8831.1  257.0 58578 2541 5600.2 13,507.9

1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are excluded from this table. As of 31 December 2015, these derivatives amounted to a PRV of CHF 0.1 bil-
lion (related notional values of CHF 0.6 billion) and an NRV of CHF 0.2 billion (related notional values of CHF 3.4 billion). As of 31 December 2014, these derivatives amounted to a PRV of CHF 0.3 billion (related notional
values of CHF 6.5 billion) and an NRV of CHF 0.3 billion (related notional values of CHF 7.8 billion). 2 PRV: Positive replacement value. 3 In cases where replacement values are presented on a net basis on the bal-
ance sheet, the respective notional values of the netted replacement values are still presented on a gross basis. 4 NRV: Negative replacement value. 5 Other notional values relate to derivatives which are cleared
through either a central clearing counterparty or an exchange. The fair value of these derivatives is presented on the balance sheet net of the corresponding cash margin under Cash collateral receivables on derivative
instruments and Cash collateral payables on derivative instruments and was not material for the periods presented. 6 Negative replacement values as of 31 December 2015 include CHF 0.1 billion related to derivative
loan commitments (31 December 2014: CHF 0.0 billion). No notional amounts related to these replacement values are included the table. The maximum irrevocable amount related to these commitments was CHF 15.8

billion as of 31 December 2015 (31 December 2014: CHF 4.5 billion).
their significantly different risk profile.
to Note 26 for more information on netting arrangements.

The notional amount of a derivative is generally the quantity of
the underlying instrument on which the derivative contract is
based and is the reference against which changes in the value of
the derivative are measured. Notional values, in themselves, are
generally not a direct indication of the values which are exchanged
between parties, and are therefore not a direct measure of risk or
financial exposure, but are viewed as an indication of the scale of
the different types of derivatives entered into by UBS AG.

The maturity profile of OTC interest rate contracts held as of
31 December 2015, based on notional values, was: approximately
53% (31 December 2014: 45%) mature within one year, 29%
(31 December 2014: 34%) within one to five years and 18%
(31 December 2014: 22 %) after five years. Notional values of inter-
est rate contracts cleared with a clearing house that qualify for IFRS
balance sheet netting are presented under other notional values
and are categorized into maturity buckets on the basis of contrac-
tual maturities of the cleared underlying derivative contracts.
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7 Notional values of exchange-traded agency transactions and OTC cleared transactions entered into on behalf of clients are not disclosed due to
8 Changes in the fair value of purchased and sold non-derivative financial investments between trade date and settlement date are recognized as replacement values.

9 Refer

Derivatives transacted for trading purposes

Most of UBS AG's derivative transactions relate to sales and trad-
ing activities. Sales activities include the structuring and market-
ing of derivative products to customers to enable them to take,
transfer, modify, or reduce current or expected risks. Trading activ-
ities include market-making to directly support the facilitation and
execution of client activity. Market-making involves quoting bid
and offer prices to other market participants with the intention of
generating revenues based on spread and volume.

Credit derivatives

UBS AG is an active dealer in the fixed income market, including
CDS and related products, with respect to a large number of issu-
ers' securities. The primary purpose of these activities is for the
benefit of UBS AG’s clients through market-making activities and
for the ongoing hedging of trading book exposures.
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Market-making activity, which is undertaken within the Invest-
ment Bank, consists of buying and selling single-name CDS, index
CDS, loan CDS and related referenced cash instruments to facili-
tate client trading activity. UBS AG also actively utilizes CDS to
economically hedge specific counterparty credit risks in its accrual
and traded loan portfolios (including off-balance sheet loan com-
mitments) with the aim of reducing concentrations in individual
names, sectors or specific portfolios.

In addition, UBS AG actively utilizes CDS to economically
hedge specific counterparty credit risks in its OTC derivative port-
folios including financial instruments which are designated at fair
value through profit or loss.

Credit derivatives by type of instrument

The tables below provide further details on credit protection
bought and sold, including replacement and notional value infor-
mation by instrument type and counterparty type. The value of
protection bought and sold is not, in isolation, a measure of UBS
AG’s credit risk. Counterparty relationships are viewed in terms of
the total outstanding credit risk, which relates to other instru-
ments in addition to CDS, and in connection with collateral
arrangements in place. On a notional value basis, credit protec-
tion bought and sold as of 31 December 2015 matures in a range
of approximately 22% (31 December 2014: 27%) within one
year, approximately 68% (31 December 2014: 64%) within one
to five years and approximately 10% (31 December 2014: 8%)
after five years.

Protection bought Protection sold

Fair value:  Fair value: Notional Fair value:  Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Single-name credit default swaps 3.1 1.9 115.5 1.9 2.9 105.1
Multi-name index linked credit default swaps 03 06 480 06 05 456
Multi-name other credit default swaps 01 01 24 0.0 01 1.8
Total rate of return swaps” 05 02 63 01 04 28
Options and warrants - 0.0 0.0 42 0.0 0.0 01
Total 31 December 2015 4.0 2.8 176.4 2.6 3.9 155.3

of which: credit derivatives related to economic hédges 27 24 1528 22 25 1328

of which: credit derivatives related to market-mak/hg 14 04 236 04 13 2.5

Protection bought Protection sold
Fair value: Fair value: Notional Fair value: Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Single-name credit default swaps 5.9 4.0 1733 3.0 5.6 148.8
Multi-name index linked credit default swaps 04 0.9 728 17 05 807
Multi-name other credit default swaps 01 03 48 0.0 01 34
Total rate of return swaps” 01 03 54 03 02 35
Options and warrants - 0.0 0.0 65 0.0 0.0 16
Total 31 December 2014 6.5 5.4 262.8 5.0 6.3 238.0

of which: credit derivatives related to economic hédges 32 50 2455 46 30 2205

of which: credit derivatives related to market-mak/hg 33 04 173 05 33 174
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Credit derivatives by counterparty

Protection bought Protection sold

Fair value:  Fair value: Notional Fair value:  Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Broker-dealers 0.8 0.3 27.3 0.2 0.6 19.5
Banks 19 13 780 12 16 68.3
Central clearing counterpérties 04 0.8 553 09 09 58.9
Other ' 08 04 158 03 08 8.7
Total 31 December 2015 4.0 2.8 176.4 2.6 3.9 155.3

Protection bought Protection sold

Fair value: Fair value: Notional Fair value: Fair value: Notional

CHF billion PRV NRV values PRV NRV values
Broker-dealers 1.4 0.5 32.8 0.3 1.1 23.5
Banks 40 29 1564 26 44 1443
Central clearing counterpérties 02 11 532 13 03 56.7
Other ' 09 0.9 204 08 05 13.5
Total 31 December 2014 6.5 5.4 262.8 5.0 6.3 238.0

UBS AG’s CDS trades are documented using industry standard
forms of documentation or equivalent terms documented in a
bespoke agreement. The agreements that govern CDS generally
do not contain recourse provisions that would enable UBS AG to
recover from third parties any amounts paid out by UBS AG.

The types of credit events that would require UBS AG to per-
form under a CDS contract are subject to agreement between the
parties at the time of the transaction. However, nearly all transac-
tions are traded using credit events that are applicable under cer-
tain market conventions based on the type of reference entity to
which the transaction relates. Applicable credit events by market
conventions include bankruptcy, failure to pay, restructuring, obli-
gation acceleration and repudiation/moratorium.

Contingent collateral features of derivative liabilities

Certain derivative payables contain contingent collateral or termi-
nation features triggered upon a downgrade of the published
credit rating of UBS AG in the normal course of business. Based
on UBS AG's credit ratings as of 31 December 2015, contractual
outflows related to OTC derivative transactions of approximately
CHF 0.2 billion, CHF 1.6 billion and CHF 1.9 billion would have
been required in the event of a one-notch, two-notch and three-
notch reduction in long-term credit ratings, respectively. In evalu-
ating UBS AG's liquidity requirements, UBS AG considers addi-
tional collateral or termination payments that would be required
in the event of a reduction in UBS AG's long-term credit ratings,
and a corresponding reduction in short-term ratings.
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Derivatives transacted for hedging purposes

Derivatives used for structural hedging

UBS AG enters into derivative transactions for the purposes of
hedging risks inherent in assets, liabilities and forecast transac-
tions. The accounting treatment of hedge transactions varies
according to the nature of the instrument hedged and whether
the hedge qualifies as such for accounting purposes.

Derivative transactions that qualify and are designated as
hedges for accounting purposes are described under the corre-
sponding headings in this Note (fair value hedges, cash flow
hedges and hedges of net investments in foreign operations). UBS
AG's accounting policies for derivatives designated and accounted
for as hedging instruments are explained in Note 1a item 15,
where terms used in the following sections are explained.

UBS AG has also entered into various hedging strategies utiliz-
ing derivatives for which hedge accounting has not been applied.
These include interest rate swaps and other interest rate derivatives
(e.g., futures) for day-to-day economic interest rate risk manage-
ment purposes. In addition, UBS AG has used equity futures,
options and, to a lesser extent, swaps for economic hedging in a
variety of equity trading strategies to offset underlying equity and
equity volatility exposure. UBS AG has also entered into CDS that
provide economic hedges for credit risk exposures (refer to the
credit derivatives section of this Note). Fair value changes of deriva-
tives that are part of economic relationships, but do not qualify for
hedge accounting treatment, are reported in Net trading income,
except for the forward points on certain short duration foreign
exchange contracts, which are reported in Net interest income.
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Fair value hedges: interest rate risk related to debt instruments

UBS AG’s fair value hedges principally consist of interest rate
swaps that are used to protect against changes in the fair value
of fixed-rate debt instruments, such as non-structured fixed-rate
bonds, covered bonds and subordinated debt, due to movements

Fair value hedges of interest rate risk

in market interest rates. The fair values of outstanding interest
rate derivatives designated as fair value hedges were assets of
CHF 1,656 million and liabilities of CHF 11 million as of 31 Decem-
ber 2015 and assets of CHF 2,236 million and liabilities of CHF 37
million as of 31 December 2014.

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Gains/(losses) on hedging instruments 554 1,113 (1,123)
Gains/(losses) on'hedged items attributable to the hedge'd risk '(552) . (1,1 11) . 1,116
Net gains/(losses) representing ineffective portions of fair value hedges 2 2 (7)

Fair value hedges: portfolio interest rate risk related to loans

UBS AG also applies fair value hedge accounting to mortgage
loan portfolio interest rate risk. The change in fair value of the
hedged items is recorded separately from the hedged item and is
included within Other assets on the balance sheet. The fair values

Fair value hedge of portfolio of interest rate risk

of outstanding interest rate derivatives designated for these
hedges as of 31 December 2015 were assets of CHF 7 million and
liabilities of CHF 327 million (31 December 2014: liabilities of CHF
256 million).

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Gains/(losses) on hedging instruments (176) (694) 636
Gains/(losses) on'hedged items attributable to the hedge'd risk 147 676 ' (625)
Net gains/(losses) representing ineffective portions of fair value hedges (29) (18) 1

Cash flow hedges of forecasted transactions

UBS AG is exposed to variability in future interest cash flows on
non-trading financial assets and liabilities that bear interest at vari-
able rates or are expected to be refinanced or reinvested in the
future. The amounts and timing of future cash flows, representing
both principal and interest flows, are projected based on contrac-
tual terms and other relevant factors including estimates of prepay-
ments and defaults. The aggregate principal balances and interest
cash flows across all portfolios over time form the basis for identify-
ing the non-trading interest rate risk of UBS AG, which is hedged
with interest rate swaps, the maximum maturity of which is 13
years. The table on the following page shows forecasted principal

balances on which expected interest cash flows arise as of 31 Decem-
ber 2015. Amounts shown represent, by time bucket, average
assets and liabilities subject to forecasted cash flows designated as
hedged items in cash flow hedge accounting relationships.

As of 31 December 2015, the fair values of outstanding deriva-
tives designated as cash flow hedges of forecasted transactions
were CHF 2,176 million assets and CHF 195 million liabilities
(31 December 2014: CHF 4,521 million assets and CHF 1,262 mil-
lion liabilities).

In 2015, a gain of CHF 150 million was recognized in Net trad-
ing income due to hedge ineffectiveness, compared with a gain of
CHF 87 million in 2014 and a loss of CHF 80 million in 2013.
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Principal balances subject to cash flow forecasts

CHF billion Within 1 year 1-3 years 3-5 years 5-10 years Over 10 years
Assets 61 81 48 54 1
Liabilities 4 7 3 3 0
Net balance 57 74 45 51 1

Hedges of net investments in foreign operations

UBS AG applies hedge accounting for certain net investments in
foreign operations. As of 31 December 2015, the positive replace-
ment values and negative replacement values of FX derivatives
(mainly FX swaps) designated as hedging instruments in net
investment hedge accounting relationships were CHF 170 million
and CHF 79 million, respectively (31 December 2014: positive
replacement values of CHF 158 million and negative replacement
values of CHF 305 million). As of 31 December 2015, the underly-
ing hedged structural exposures in several currencies amounted
to CHF 5.5 billion (31 December 2014: CHF 8.0 billion).

Hedges of structural FX exposures in currencies other than the
US dollar may be comprised of two jointly designated derivatives
as the foreign currency risk may be hedged against the US dollar
first and then converted into Swiss francs, the presentation cur-
rency of UBS AG, as part of a separate FX derivative transaction.
The aggregated notional amount of designated hedging deriva-
tives as of 31 December 2015 was CHF 11.2 billion in total
(31 December 2014: CHF 14.7 billion) including CHF 5.6 billion
notional values related to US dollar versus Swiss franc swaps and
CHF 5.6 billion notional values related to derivatives hedging for-
eign currencies (other than the US dollar) versus the US dollar. The
effective portion of gains and losses of these FX swaps is trans-
ferred directly to OCI to offset foreign currency translation (FCT)
gains and losses on the net investments in foreign branches and
subsidiaries. As such, these FX swaps hedge the structural FX
exposure resulting in the accumulation of FCT on the level of indi-
vidual foreign branches and subsidiaries and hence on the total
FCT OCI of UBS AG.

UBS AG designates certain non-derivative foreign currency
financial assets and liabilities of foreign branches or subsidiaries as
hedging instruments in net investment hedge accounting arrange-
ments. The FX translation difference recorded in FCT OCI of the
non-derivative hedging instrument of one foreign entity offsets
the structural FX exposure of another foreign entity. Therefore,
the aggregated FCT OCI of UBS AG is unchanged from this hedge
designation. As of 31 December 2015, the nominal amount of
non-derivative financial assets and liabilities designated as hedg-
ing instruments in such net investment hedges was CHF 3.1 bil-
lion and CHF 3.1 billion, respectively (31 December 2014: CHF
14.3 billion non-derivative financial assets and CHF 14.3 billion
non-derivative financial liabilities).

Ineffectiveness of hedges of net investments in foreign opera-
tions was not material in 2015, 2014 and 2013.

Undiscounted cash flows

The table below provides undiscounted cash flows of all derivative
instruments designated in hedge accounting relationships. Inter-
est rate swap cash flows include cash inflows and cash outflows
of all interest rate swaps designated in hedge accounting relation-
ships, which are either assets or liabilities of UBS AG as of
31 December 2015. The table includes derivatives traded on an
exchange or through a clearing house where the change in fair
value is settled each day, either in fact or in substance, through
cash payment of variation margin.

Derivatives designated in hedge accounting relationships (undiscounted cash flows)

Due within Due between Due between Due between Due after

CHF billion On demand 1 month 1and 3 months 3 and 12 months 1and 5 years 5 years Total
Interest rate swaps'

Cash inflows ' ' 0 0 0 2 4 2 8
Cash outflows ' ' 0 0 0 1 3 1 5
FX swaps/forwards ' ' ' ' '

Cash inflows ' ' 0 7 3 0 0 0 10
Cash outflows ' ' 0 7 3 0 0 0 10
Net cash flows [1) 0 0 1 2 0 3

1 The table includes gross cash inflows and cash outflows of all interest rate swaps designated in hedge accounting relationships, which are either assets or liabilities of UBS as of 31 December 2015.
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CHF million 31.12.15 31.12.14
Financial investments available-for-sale by issuer type’
Debt instruments
‘G'overnment a‘ﬁd'govemment égéhéies """""""""""""""" 4'7','2'45 45,334 '
i Swibedand s 5
Fwhidh USA 2.1.’.4.24 i .
of which: Germany 8583 10,145
ofwhich Fance 3566 i .
ofwhich: Netherlands 2934 2,528 '
of which: United Kingdom 2782 2,348 '
ke 1'2','2'68 5 490 .
‘C'orporates aﬁd 'o't'her """""""""""""""""" 2385 2,670 '
Total debt instruments 61,898 56,494
Equity instruments 645 664
Total financial investments available-for-sale 62,543 57,159
Unrealized gains — before tax 462 430
‘U'nrealized (Io‘s.s.e.s') — before tak ............................... . .(.1'71) - (64) '
Net unrealized gains/(losses) — before tax 291 365
Net unrealiz‘e'('i'gains/(Iossé's')'—' aftertax. 167 238

1 Refer to Note 24e for more information on product type and fair value hierarchy categorization.
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Note 16 Property, equipment and software

At historical cost less accumulated depreciation

IT hardware Internally Other
Own-used Leasehold and generated Purchased  machines and Projects

CHF million properties  improvements — communication software software equipment  inprogress 31.12.15  31.12.14
Historical cost

Balance at the beginning of the year 7% 3,060 2377 1,525 536 847 1341 17,482 16,136
Additions ' 68 a7 262 % 85 % 1331 1,846 1,690
Disposals / write-offs' ) 97) (750) (54) 210) (30) 0 (1322 (518)
Reclassifications 20 194 0 888 9 27 (1,394) 35°  (359)
Foreign currency translation . 0 . (36) . (39) . (9')” 9) (8) . (7) (108) . 493
Balance at the end of the year 7863 3,169 1872 2375 41 862 1270 17,823 17,482
Accumulated depreciation

Balance at the beginning of the year 4365 2120 1,976 1,089 452 592 0 10593 10,140
Depreciation ' 161 180 27 230 41 62 0 901 799
Impairment? ' 2 10 e 3 0 1 0 18 19
Disposals/write-offs' sy ®81) (748) (46) (209) 29) 0 (12700  (474)
Reclassifications ' (1) R vy 0 2 (14) 0 @5 (217)
Foreign currency translation ' (3) ' (25) ' (35) ' (1')" (8) (6) ' 0 (77) ' 326
Balance at the end of the year ' 4,356 ' 2,206 ' 1,420 ' 1,275”' 276”' 606 ' 0,,. 10,140 ' 10593
Net book value at the end of the year®* 3,506 963 452 1,100 135 256 1,270° 7,683 6,849’7

1 Includes write-offs of fully depreciated assets. 2 Impairment charges recorded in 2015 relate to assets for which the recoverable amount was determined based on value-in-use (recoverable amount of the impaired
3 As of 31 December 2015, contractual commitments to purchase property in the future amounted to approximately CHF

assets: CHF 0 million Leasehold improvements, CHF 2 million Internally generated software).
0.6 billion. 4 Includes CHF 47 million related to leased assets, mainly IT hardware and communication.

5 Includes CHF 928 million related to Internally generated software, CHF 86 million related to Own-used prop-

erties and CHF 257 million related to Leasehold improvements. 6 Reflects reclassifications to Properties held-for-sale (CHF 11 million on a net basis) reported within Other assets. 7 Excludes investment properties of

CHF 5 million.
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Note 17 Goodwill and intangible assets

Introduction

UBS AG performs an impairment test on its goodwill assets on an
annual basis, or when indicators of impairment exist. UBS AG
considers the segments, as reported in Note 2, as separate cash-
generating units (CGU). The impairment test is performed for
each segment to which goodwill is allocated by comparing the
recoverable amount, based on its value-in-use, to the carrying
amount of the respective segment. An impairment charge is rec-
ognized if the carrying amount exceeds the recoverable amount.
As of 31 December 2015, total goodwill recognized on the bal-
ance sheet was CHF 6.2 billion, of which CHF 1.3 billion, CHF 3.5
billion and CHF 1.4 billion was carried by Wealth Management,
Wealth Management Americas and Asset Management, respec-
tively. Based on the impairment testing methodology described
below, UBS AG concluded that the goodwill balances as of
31 December 2015 allocated to these segments remain recover-
able and thus were not impaired.

Methodology for goodwill impairment testing

The recoverable amounts are determined using a discounted cash
flow model, which has been adapted to use inputs that consider
features of the banking business and its regulatory environment.
The recoverable amount of a segment is the sum of the dis-
counted earnings attributable to shareholders from the first three
forecasted years and the terminal value. The terminal value, which
covers all periods beyond the third year, is calculated on the basis
of the forecast of third-year profit, the discount rate and the long-
term growth rate and is adjusted for the effect of the capital
assumed to be needed to support the perpetual growth implied
by the long-term growth rate.

The carrying amount for each segment is determined by refer-
ence to the Group’s equity attribution framework. Within this
framework, which is described in the “Capital management” sec-
tion of this report, the Board of Directors (BoD) attributes equity
to the businesses after considering their risk exposure, risk-
weighted assets and leverage ratio denominator usage, goodwill
and intangible assets. The total amount of equity attributed to the
business divisions can differ from UBS AG'’s actual equity during a
given period. The framework is primarily used for purposes of
measuring the performance of the businesses and includes certain
management assumptions. Attributed equity equals the capital

that a segment requires to conduct its business and is considered
an appropriate starting point from which to determine the carry-
ing value of the segments. 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 CGU.
- Refer to the “Capital management” section of this report for
more information on the equity attribution framework

Assumptions

Valuation parameters used within UBS AG’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 three, 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 different regions worldwide. Earnings available to sharehold-
ers are estimated based on forecast results, which are part of the
business plan approved by the BoD.

The discount rates are determined by applying a capital-asset-
pricing-model-based approach, as well as considering quantita-
tive and qualitative inputs from both internal and external ana-
lysts and the view of management. The discount rates were
unchanged between 2014 and 2015.

Key assumptions used to determine the recoverable amounts
of each segment are tested for sensitivity by applying a reasonably
possible change to those assumptions. Forecast earnings available
to shareholders were changed by 10%, the discount rates were
changed by 1.0 percentage point and the long-term growth rates
were changed by 0.5 percentage point. Under all scenarios, the
recoverable amounts for each segment exceeded the respective
carrying amount, such that the reasonably possible changes in key
assumptions would not result in impairment.

If the estimated earnings and other assumptions in future peri-
ods deviate from the current outlook, the value of 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 and net profit. It would not impact cash flows
and, as goodwill is required to be deducted from capital under the
Basel capital framework, no impact would be expected on UBS
AG’s total capital ratios.
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Note 17 Goodwill and intangible assets (continued)

Discount and growth rates

Discount rates Growth rates
In % 31.12.15 31.12.14 31.12.15 31.12.14
Wealth Management 9.0 9.0 1.7 1.7
Wealth Management Americas 90 90 24 24
et Bk e o L e
e Managemehf ........................................ oo 00 o e
Goodwill Intangible assets
Customer
relationships,
contractual
CHF million Total Infrastructure  rights and other Total 31.12.15 31.12.14
Historical cost
Balance at the beginning of the year ‘ 6368 """" 7% 833 ‘ 1589 o ‘ 7957 """""" 7,283
fitons o T oo W e
Dlsposals (30) (1) ...... G (,3,2) ,,,,,,,,,,, i
Witesfis T (20) - o ,(20) ........ (,2,0) ,,,,,,,,,,, ;
‘Fb'r'e'igh'currency translation o (97) """"" 5 (22) . (16) """" ('1'14) """""" 657 '
Balance at the end of the year 6,240 761 820 1,581 7,821 7,957
Accumulated amortization and impairment
Balance at the beginning of theyear o 5% 635 ‘ 1171 """ 1 ','1'7'1 """""" 990
Amortizaton 37 57 “w 9 80
‘Ir'ﬁ;')éi'r'rhent‘ ........................ B B a )
Dlsposals (1) ...... F—— ,(1) ,,,,,,,,,,, ;
Witefie (20) o ,(20) ........ (,2,0) ,,,,,,,,,,, ;
‘F'o'ré'igh'currency translation R 5 (1 ) R G (5) """""" 99
Balance at the end of the year 0 578 675 1,253 1,253 1171
Net book value at the end of the year 6,240 183 145 328 6,568 6,785

1 Impairment charges recorded in 2015 and 2014 relate to assets for which the recoverable amount was determined based on value-in-use (recoverable amount of the impaired assets: CHF 4 million for 2015 and CHF
3 million for 2014).

The table below presents the disclosure of goodwill and intangible assets by segment for the year ended 31 December 2015.

Wealth
Wealth Management Investment Asset  Corporate Center

CHF million Management Americas Bank Management — Services Total
Goodwill

Balance at the beginning of the year 1359 3490 44 1476 6368
Mo e o e o e e e T
‘D'i'sposals ........................ B ..(7)...‘ E (23) B .(30).
‘Ir'n'pairment ........................ e o T
Foreign currency translaon R - T - -
Balance at the end of the year 1,312 3,514 29 1,385 6,240
Intangible assets

Balance at the beginning of the year s w6 841 n w7
Ao tanders L ey
‘D'i'sposals ........................ S T
Amortizaton @) (51) (13) (5) Qn (9)
‘Ir'n'pairment ........................ oo o e rcmom s (11) ..(2).. ,.(13)
Foreign currency translaion w0 e ) (12)
Balance at the end of the year 38 199 53 8 30 328
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Note 17 Goodwill and intangible assets (continued)

The estimated, aggregated amortization expenses for intangible assets are as follows:

CHF million Intangible assets
Estimated, aggregated amortization expenses for:

2016 . 93
2017 . 66
2018 ' 56
2019 . 45
2020 ' 37
Thereafter ' 23
Not amortized due to indefinite useful life ' 9
Total 328

Note 18 Other assets

CHF million 31.12.15 31.12.14
Prime brokerage receivables' 11,341 12,534
Recruitment Ioéhé to financial a'drvrisors ' 31 84 ' 2,909
Other loans to finandial advisors ' M8 372
Bail deposit? ' 1,221 ' 1,323
Accrued intereéf income ' 77462 ' 453
Accrued incom'e”— other ' ”844 ' 1,009
Prepaid expenses ' 1,032 1,027
Net defined benefit pension and bost—employmehf assets® ' 50 0
Settlement and dearing accounts . 402 616
VAT and other tax receivables . 397 272
Properties and other non-current assets held for sale a a a a a . 134 236
Assets of dispds'arl group held for sale? . 279 0
Other . 2,485 . 2,317
Total other assets 22,249 23,069

1 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading across multiple asset classes. Prime brokerage receivables are mainly comprised of
margin lending receivables. 2 Refer to item 1 in Note 22b for more information. 3 Refer to Note 28 for more information. 4 Refer to Note 32 for more information.
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Balance sheet notes: liabilities

Note 19 Due to banks and customers

CHF million 31.12.15 31.12.14
Due to banks 11,836 10,492
Due to customers: demand deposits 174,262 187,516
Due to customers: time deposits ' 60,274 ' 52,269
Due to customers: fiduciary depoﬁits 6,139 . 14,766
Due to customers: retail savings/'deposits 161,848 . 156,427
Total due to customers 402,522 410,979
Total due to banks and customers 414,358 421,471
Note 20 Financial liabilities designated at fair value
CHF million 31.12.15 31.12.14
Non-structured fixed-rate bonds 4,098 4,488
of which: issued by UBSAG with original maturfty greater than one year'? 3, 542 3616
Structured debt instruments issued
Equity-linked® ' 30,965 37,725
Credit-linked 3,652 4,645
Rates-linked 16,587 19,380
Other 1,231 2,138
Total structured debt instruments issued 52,436 ' 63,888
of which: issued by UBSAG with original matuh'ty greater than one year's 36,539 ' 45,851
Structured over-the-counter debt instruments
Equity-linked® ' ' 2,885 2,508
Other ' 2,608 3,154
Total structured over-the-counter debt instruments 5,493 ' 5,662
of which: issued by UBSAG with original matufity greater than one year' 4,497 ' 3,691
Repurchase agreements 849 1,167
Loan commitments and guarrantees7 19 93
Total 62,995 75,297
of which: life-to-date own credit (gain)/loss '(287) . 302

1 Issued by UBS AG (standalone). Based on original contractual maturity without considering any early redemption features.
5 More than 98% of the balance as of 31 December 2015 was unsecured.
7 Loan commitments recognized as “Financial liabilities designated at fair value” until drawn and recognized as loans. See Note 1a item 8 for additional information.

fund unit-linked instruments issued. 4 Includes non-structured rates-linked debt instruments issued.

of 31 December 2015 was unsecured.

As of 31 December 2015, the contractual redemption amount at
maturity of Financial liabilities designated at fair value through
profit or loss was CHF 0.1 billion higher than the carrying value.
As of 31 December 2014, the contractual redemption amount at
maturity of such liabilities was CHF 0.7 billion lower than the car-
rying value.

The table on the following page shows the residual contractual
maturity of the carrying value of financial liabilities designated at
fair value, split between fixed-rate and floating-rate instruments
based on the contractual terms and does not consider any early

632

2 100% of the balance as of 31 December 2015 was unsecured. 3 Includes investment
6 More than 35% of the balance as

redemption features. Interest rate ranges for future interest pay-
ments related to these financial liabilities designated at fair value
have not been included in the table on the following page as a
majority of these liabilities are structured products, and therefore
the future interest payments are highly dependent upon the
embedded derivative and prevailing market conditions at the time
each interest payment is made.
- Refer to Note 27b for maturity information on an undiscounted
cash flow basis
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Note 20 Financial liabilities designated at fair value (continued)

Contractual maturity of carrying value

Total Total

CHF million 2016 2017 2018 2019 2020 2021-2025 Thereafter 31.12.15 31.12.14

UBS AG’

Non-subordinated debt
Fixed-rate a ' 2873 1912 776 279 302 1623 2938 10,702 12,891
Floating-rate 23,148 5314 3,550 2,839 3,286 2,838 8839 49,824 58643

Subtotal 26021 7,26 4335 3118 3,588 4461 11,777 60,526 71535

Other subsidiaries?

Non-subordinateddebt
Fixed-rate ' 29 58 179 17 3 164 513 993 1473
Floating-rate ' 260 484 188 122 127 178 16 1,475 2289

Subtotal ' 288 542 367 139 161 342 629 2469 3762

Total 26,310 7,768 4,702 3,257 3,749 4,803 12,406 62,995 75,297

1 Comprises instruments issued by UBS AG (standalone). 2 Comprises instruments issued by subsidiaries of UBS AG.

Note 21 Debt issued held at amortized cost

CHF million 31.12.15 31.12.14

Certificates of deposit 11,967 16,591

Commercial pa'p'er - - - - - - - . 3,824 . 4,841

Other short-term debt . . . . . . . . 5,424 . 5,931

Short-term debt’ 21,215 27,363

Non-structured fixed-rate bonds 31,240 24,582
of which: issued by UBS AG with original man)ﬁty greater than one year’ - - - - . 37,078 . 24,433

Covered bonds' : N N N N N N N . 8,490 . 13,614

Subordinated debt - - - - - - - ' 12,600 16,123
of which: phése—out additional tier 1 capital - - - - - - . o 1,197
of which: /oW-trigger loss-abﬁbrbing tier 2 capiial - - - - - . 10,346 . 10,464
of which: phése-out tier 2 cabftal - - - - - - . 2,254 . 4,462

Debt issued thfdugh the central bond institutions of the Swiss regi'o'nal or cantonal banks - - - ' 8',7237 ' 8,029

Other Iong-terrﬁ debt . . . . . . . ' 577 ' 1,495
of which: issued by UBSAG with original matz)ﬁty greater than one year? - - - - ' 278 861

Long-term debt? 61,144 63,844

Total debt issued held at amortized cost* 82,359 91,207

1 Debt with an original maturity of less than one year. 2 Issued by UBS AG (standalone). Based on original contractual maturity without considering any early redemption features. 100% of the balance as of 31 Decem-
ber 2015 was unsecured. 3 Debt with original maturity greater than or equal to one year. 4 Net of bifurcated embedded derivatives with a net negative fair value of CHF 130 million as of 31 December 2015
(31 December 2014: net negative fair value of CHF 25 million).

UBS AG uses interest rate and foreign exchange derivatives to  Note 14. As a result of applying hedge accounting, the carrying
manage the risks inherent in certain debt instruments held at value of debt issued increased by CHF 1,024 million and by CHF
amortized cost. In certain cases, UBS AG applies hedge account- 1,703 million as of 31 December 2015 and 2014, respectively,
ing for interest rate risk as discussed in Note 1a item 15 and reflecting changes in fair value due to interest rate movements.
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Note 21 Debt issued held at amortized cost (continued)

Subordinated debt consists of unsecured debt obligations that
are contractually subordinated in right of payment to all other
present and future non-subordinated obligations of the respective
issuing entity. All of the subordinated debt instruments outstand-
ing as of 31 December 2015 pay a fixed rate of interest.

The table below shows the residual contractual maturity of the
carrying value of debt issued, split between fixed-rate and float-

Contractual maturity dates of carrying value

ing-rate based on the contractual terms and does not consider
any early redemption features. The effects from interest rate
swaps, which are used to hedge various fixed-rate debt issuances
by changing the repricing characteristics into those similar to
floating-rate debt, are also not considered in the table below.
- Refer to Note 27b for maturity information on an undiscounted
cash flow basis

CHF million, except where indicated 2016 2017 2018 2019 2020 2021-2025 Thereafter 31 .1T20.t1a.’: 31 .1T2(?§a£1
UBS AG'
Non-subordinated debt
Fixed-rate ' 13,064 6,334 8,004 4,036 4340 4375 0 40,153 59327
Interest rates (range'in %) 0-6.4 ' 0-5.9 ' 0-6.6 ' 2.4-40 ' 0-49 ' 13-4.0 ' - h
Floating-rate ' 10,014 3,721 9%3 939 239 0 2031 17,907 11,29
Subordinated debt - h h h h - - h
Fixed-rate 918 414 0 0 0 8772 2497 12,600 16123
Interest rates (range in %) 31-59  41-74 B 48-88 4878 -
Subtotal ' 23996 10,468 8,967 4,974 4579 13,147 4528 70,659 86,746
Subsidiaries?
Non-subordinated debt
Fixed-rate ' 3,936 728 791 742 732 3592 1171 11,692 4,460
Interest rates (range in %) 0-83  03-81  04-37 0529  01-28 0-34  04-28 -
Flostingrate ' 0 0 7 0 0 0 0 8 1
Subtotal ' ' 3936 728 798 742 732 3593 1471 11,700 4,462
Total 27,932 11,196 9,765 5717 5311 16,740 5,699 82,359 91,207

1 Comprises debt issued by UBS AG (standalone). 2 Comprises debt issued by subsidiaries of UBS AG.
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Note 22 Provisions and contingent liabilities

a) Provisions

Litigation, Loan com-

regulatory mitments
Operational and similar Restruc- and Real  Employee Total Total
CHF million risks’ matters? turing  guarantees estate  benefits® Other 31.12.15  31.12.14
Balance at the beginning of the year - 50 3,053 647 23 153 215 224 4,366 2,971
Increase in provisions recognized in the income statement : 43 : 1,263 : 361 : 6 : 27 : 7 n- 1,778 3,308
Release of provisions recognized in the income statement (7) : (166) : (102) : (3) : (1) : (18) : (40) : (337) : 7(528)
Provisions used in ;onformity with designated purpose - (37) : (1,174) : (287) : 0 : (28) : (1) : (133) : (1,660) : (]!659)
Capitalized reinstatement costs ; - 0 0 0 0 5 0 0 5 -0
Reclassifications ; - 0 0 0 9 0 0 (U 9 R
Foreign currency translation/unwind of discount (1) 7 5 0 2 (5) (3) 3 266
Balance at the end of the year 47 2,983 6243 35 1574 198 120 4,163 4,366

1 Comprises provisions for losses resulting from security risks and transaction processing risks. 2 Comprises provisions for losses resulting from legal, liability and compliance risks. 3 Includes personnel related restruc-
turing provisions of CHF 110 million as of 31 December 2015 (31 December 2014: CHF 116 million) and provisions for onerous lease contracts of CHF 514 million as of 31 December 2015 (31 December 2014: CHF 530
million). 4 Includes reinstatement costs for leasehold improvements of CHF 94 million as of 31 December 2015 (31 December 2014: CHF 98 million) and provisions for onerous lease contracts of CHF 62 million as of
31 December 2015 (31 December 2014: CHF 55 million). 5 Includes provisions for sabbatical and anniversary awards as well as provisions for severance which are not part of restructuring provisions.

Restructuring provisions primarily relate to onerous lease con-
tracts and severance payments. The utilization of onerous lease
provisions is driven by the maturities of the underlying lease con-
tracts. Severance-related provisions are utilized within a short
time period, usually within six months, but potential changes in
amount may be triggered when natural staff attrition reduces the

number of people affected by a restructuring and therefore the
estimated costs.

Information on provisions and contingent liabilities in respect
of Litigation, regulatory and similar matters, as a class, is included
in Note 22b. There are no material contingent liabilities associated
with the other classes of provisions.
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Note 22 Provisions and contingent liabilities (continued)

b) Litigation, regulatory and similar matters

UBS operates in a legal and regulatory environment that exposes
it to significant litigation and similar risks arising from disputes
and regulatory proceedings. As a result, UBS (which for purposes
of this Note may refer to UBS AG and/or one or more of its sub-
sidiaries, as applicable) is involved in various disputes and legal
proceedings, including litigation, arbitration, and regulatory and
criminal investigations.

Such matters are subject to many uncertainties and the out-
come is often difficult to predict, particularly in the earlier stages
of a case. There are also situations where UBS 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
UBS 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. UBS makes pro-
visions for such matters brought against it when, in the opinion of
management after seeking legal advice, it is more likely than not
that UBS 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. Where these
factors are otherwise satisfied, a provision may be established for
claims that have not yet been asserted against UBS, but are nev-
ertheless expected to be, based on UBS’s experience with similar
asserted claims. If any of those conditions is not met, such matters
result in contingent liabilities. If the amount of an obligation can-
not be reliably estimated, a liability exists that is not recognized
even if an outflow of resources is probable. Accordingly, no provi-
sion is established even if the potential outflow of resources with
respect to select matters could be significant.
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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 sig-
nificance due to potential financial, reputational and other
effects. The amount of damages claimed, the size of a transac-
tion or other information is provided where available and appro-
priate in order to assist users in considering the magnitude of
potential exposures.

In the case of certain matters below, we state that we have
established a provision, and for the other matters, we make no
such statement. When we make this statement and we expect
disclosure of the amount of a provision to prejudice seriously our
position with other parties in the matter, because it would reveal
what UBS believes to be the probable and reliably estimable out-
flow, we do not disclose that amount. In some cases, we are sub-
ject to confidentiality obligations that preclude such disclosure.
With respect to the matters for which we do not state whether
we have established a provision, either (a) we have not estab-
lished a provision, in which case the matter is treated as a contin-
gent liability under the applicable accounting standard or (b) we
have established a provision but expect disclosure of that fact to
prejudice seriously our position with other parties in the matter
because it would reveal the fact that UBS believes an outflow of
resources to be probable and reliably estimable.

With respect to certain litigation, regulatory and similar mat-
ters for which we have established provisions, we are able to
estimate the expected timing of outflows. However, the aggre-
gate amount of the expected outflows for those matters for
which we are able to estimate expected timing is immaterial rela-
tive to our current and expected levels of liquidity over the rele-
vant time periods.
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Note 22 Provisions and contingent liabilities (continued)

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in Note 22a above. It is
not practicable to provide an aggregate estimate of liability for
our litigation, regulatory and similar matters as a class of contin-
gent liabilities. Doing so would require us to provide speculative
legal assessments as to claims and proceedings that involve
unique fact patterns or novel legal theories, which have not yet
been initiated or are at early stages of adjudication, or as to which
alleged damages have not been quantified by the claimants.
Although we therefore cannot provide a numerical estimate of
the future losses that could arise from litigation, regulatory and
similar matters, we believe that the aggregate amount of possible
future losses from this class that are more than remote substan-
tially exceeds the level of current provisions. Litigation, regulatory
and similar matters may also result in non-monetary penalties and
consequences. For example, the non-prosecution agreement
(NPA) described in paragraph 5 of this Note, which we entered
into with the US Department of Justice (DOJ), Criminal Division,
Fraud Section in connection with our submissions of benchmark
interest rates, including, among others, the British Bankers’ Asso-
ciation London Interbank Offered Rate (LIBOR), was terminated by

the DOJ based on its determination that we had committed a US
crime in relation to foreign exchange matters. As a consequence,
UBS AG has pleaded guilty to one count of wire fraud for conduct
in the LIBOR matter, and has agreed to pay a USD 203 million fine
and accept a three-year term of probation. A guilty plea to, or
conviction of, a crime (including as a result of termination of the
NPA) could have material consequences for UBS. Resolution of
regulatory proceedings may require us to obtain waivers of regu-
latory disqualifications to maintain certain operations, may entitle
regulatory authorities to limit, suspend or terminate licenses and
regulatory authorizations and may permit financial market utilities
to limit, suspend or terminate our participation in such utilities.
Failure to obtain such waivers, or any limitation, suspension or
termination of licenses, authorizations or participations, could
have material consequences for UBS.

The risk of loss associated with litigation, regulatory and similar
matters is a component of operational risk for purposes of deter-
mining our capital requirements. Information concerning our
capital requirements and the calculation of operational risk for
this purpose is included in the “Capital management” section of
this report.

Provisions for litigation, regulatory and similar matters by business division and Corporate Center unit’

Wealth cCc-

Wealth  Manage-  Personal & Asset Non-core
Manage- ment  Corporate Manage- Investment CC- CC— and Legacy Total Total
CHF million ment  Americas Banking ment Bank  Services Group ALM Portfolio 31.12.15  31.12.14
Balance at the beginning of the year : 188 209 92 53 1258 312 0 941 3,053 1,622
Increase in provisions recognized in the income statement 14 372 0 0 7 15 0 744 1,263 2,941
Release of provisions recognized in the income statement : (10) : (19) : (3) : (3) : (15) : (1) : 0 : (115) : (166) : (395)
Provisions used in conformity with designated purpose (36) (110) (5) (33) (675) (13) 0 (302) (1,174) (1,286)
Reclassifications 0 0 0 0 0 0 0 0 0 (2)
Foreign currency translation/unwind of discount (12) 7 (2) (1) 0 (3) 0 18 7 172
Balance at the end of the year 245 459 83 16 585 310 0 1,284 2,983 3,053

1 Provisions, if any, for the matters described in this Note are recorded in Wealth Management (item 3), Wealth Management Americas (item 4), Corporate Center — Services (item 7) and Corporate Center — Non-core
and Legacy Portfolio (items 2 and 8). Provisions, if any, for the matters described in this Note in items 1 and 6 are allocated between Wealth Management and Personal & Corporate Banking, and provisions, if any, for
the matters described in this Note in item 5 are allocated between the Investment Bank, Corporate Center — Services and Corporate Center — Non-core and Legacy Portfolio.
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1. Inquiries regarding cross-border wealth management busi-
nesses

Tax and regulatory authorities in a number of countries have
made inquiries, served requests for information or examined
employees located in their respective jurisdictions relating to the
cross-border wealth management services provided by UBS and
other financial institutions. It is possible that implementation of
automatic tax information exchange and other measures relating
to cross-border provision of financial services could give rise to
further inquiries in the future.

As a result of investigations in France, in 2013, UBS (France)
S.A. and UBS AG were put under formal examination (“mise en
examen") for complicity in having illicitly solicited clients on
French territory, and were declared witness with legal assistance
(“témoin assisté") regarding the laundering of proceeds of tax
fraud and of banking and financial solicitation by unauthorized
persons. In 2014, UBS AG was placed under formal examination
with respect to the potential charges of laundering of proceeds of
tax fraud, and the investigating judges ordered UBS to provide
bail (“caution”) of EUR 1.1 billion. UBS AG appealed the determi-
nation of the bail amount, but both the appeal court (”“Cour
d’Appel”) and the French Supreme Court (“Cour de Cassation”)
upheld the bail amount and rejected the appeal in full in late
2014. UBS AG has filed and has had accepted a petition to the
European Court of Human Rights to challenge various aspects of
the French court’s decision. In September 2015, the former CEO
of UBS Wealth Management was placed under formal examina-
tion in connection with these proceedings. In addition, the inves-
tigating judges have sought to issue arrest warrants against three
Swiss-based former employees of UBS AG who did not appear
when summoned by the investigating judge. In February 2016,
the investigating judge notified UBS that he does not intend to
conduct further investigation. This notification commences a
period in which the prosecutor may file a request for a judge to
issue formal charges.

In March 2015, UBS (France) S.A. was placed under formal
examination for complicity regarding the laundering of proceeds
of tax fraud and of banking and financial solicitation by unauthor-
ized persons for the years 2004 until 2008 and declared witness
with legal assistance for the years 2009 to 2012. A bail of EUR 40
million was imposed, and was reduced by the Court of Appeals in
May 2015 to EUR 10 million. Separately, in 2013, the French
banking supervisory authority’s disciplinary commission repri-
manded UBS (France) S.A. for having had insufficiencies in its con-
trol and compliance framework around its cross-border activities
and know your customer obligations. It imposed a penalty of EUR
10 million, which was paid.
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UBS AG has been notified by the Brussels public prosecutor’s
office that it is investigating various aspects of UBS’s cross-border
business.

In January 2015, UBS received inquiries from the US Attorney’s
Office for the Eastern District of New York and from the US Secu-
rities and Exchange Commission (SEC), which are investigating
potential sales to US persons of bearer bonds and other unregis-
tered securities in possible violation of the Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRA) and the registration require-
ments of the US securities laws. UBS is cooperating with the
authorities in these investigations.

UBS has, and reportedly numerous other financial institutions
have, received inquiries from authorities concerning accounts
relating to the Fédération Internationale de Football Association
(FIFA) and other constituent soccer associations and related per-
sons and entities. UBS is cooperating with authorities in these
inquiries.

Our balance sheet at 31 December 2015 reflected provisions
with respect to matters described in this item 1 in an amount that
UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

2. Claims related to sales of residential mortgage-backed
securities and mortgages

From 2002 through 2007, prior to the crisis in the US residential
loan market, UBS was a substantial issuer and underwriter of US
residential mortgage-backed securities (RMBS) and was a pur-
chaser and seller of US residential mortgages. A subsidiary of UBS,
UBS Real Estate Securities Inc. (UBS RESI), acquired pools of resi-
dential mortgage loans from originators and (through an affiliate)
deposited them into securitization trusts. In this manner, from
2004 through 2007, UBS RESI sponsored approximately USD 80
billion in RMBS, based on the original principal balances of the
securities issued.

UBS RESI also sold pools of loans acquired from originators to
third-party purchasers. These whole loan sales during the period
2004 through 2007 totaled approximately USD 19 billion in origi-
nal principal balance.

We were not a significant originator of US residential loans. A
subsidiary of UBS originated approximately USD 1.5 billion in US
residential mortgage loans during the period in which it was active
from 2006 to 2008, and securitized less than half of these loans.
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RMBS-related lawsuits concerning disclosures: UBS is named as
a defendant relating to its role as underwriter and issuer of RMBS
in lawsuits related to approximately USD 6.2 billion in original face
amount of RMBS underwritten or issued by UBS. Of the USD 6.2
billion in original face amount of RMBS that remains at issue in
these cases, approximately USD 3.2 billion was issued in offerings
in which a UBS subsidiary transferred underlying loans (the major-
ity 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 3
billion of RMBS to which these cases relate was issued by third
parties in securitizations in which UBS acted as underwriter (third-
party RMBS).

In connection with certain of these lawsuits, UBS has indemni-
fication rights against surviving third-party issuers or originators
for losses or liabilities incurred by UBS, but UBS cannot predict the
extent to which it will succeed in enforcing those rights.

UBS is a defendant in two lawsuits brought by the National
Credit Union Administration (NCUA), as conservator for certain
failed credit unions, asserting misstatements and omissions in the
offering documents for RMBS purchased by the credit unions. Both
lawsuits were filed in US District Courts, one in the District of Kan-
sas and the other in the Southern District of New York (SDNY). The
original principal balance at issue in the Kansas case is approxi-
mately USD 1.15 billion and the original principal balance at issue
in the SDNY case is approximately USD 400 million. In February
2016, UBS made an offer of judgment to NCUA in the SDNY case,
which NCUA has accepted, pursuant to which UBS will pay USD 33
million plus an amount of prejudgment interest that will be deter-
mined by the court and reasonable attorneys’ fees. Once these
amounts are determined and judgment is entered, the SDNY case
will end. Prejudgment interest and attorneys’ fees are expected to
significantly increase the total amount to be paid in the SDNY case.

Lawsuits related to contractual representations and warranties
concerning mortgages and RMBS: When UBS acted as an RMBS
sponsor or mortgage seller, we generally made certain representa-

tions relating to the characteristics of the underlying loans. In the
event of a material breach of these representations, we were in
certain circumstances contractually obligated to repurchase the
loans to which the representations related or to indemnify certain
parties against losses. UBS has received demands to repurchase
US residential mortgage loans as to which UBS made certain rep-
resentations at the time the loans were transferred to the securi-
tization trust aggregating approximately USD 4.1 billion in origi-
nal principal balance. Of this amount, UBS considers claims
relating to approximately USD 2 billion in original principal bal-
ance to be resolved, including claims barred by the statute of
limitations. Substantially all of the remaining claims are in litiga-
tion, including the matters described in the next paragraph. UBS
believes that new demands to repurchase US residential mort-
gage loans are time-barred under a decision rendered by the New
York Court of Appeals.

In 2012, certain RMBS trusts filed an action (Trustee Suit) in the
SDNY seeking to enforce UBS RESI’s obligation to repurchase
loans in the collateral pools for three RMBS securitizations (Trans-
actions) with an original principal balance of approximately USD 2
billion, for which Assured Guaranty Municipal Corp. (Assured
Guaranty), a financial guaranty insurance company, had previ-
ously demanded repurchase. In January 2015, the court rejected
plaintiffs” efforts to seek damages for all loans purportedly in
breach of representations and warranties in any of the three
Transactions and limited plaintiffs to pursuing claims based solely
on alleged breaches for loans identified in the complaint or other
breaches that plaintiffs can establish were independently discov-
ered by UBS. In February 2015, the court denied plaintiffs’ motion
seeking reconsideration of its ruling. With respect to the loans
subject to the Trustee Suit that were originated by institutions still
in existence, UBS intends to enforce its indemnity rights against
those institutions. Trial is currently scheduled for April 2016.

We also have tolling agreements with certain institutional pur-
chasers of RMBS concerning their potential claims related to sub-
stantial purchases of UBS-sponsored or third-party RMBS.
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Provision for claims related to sales of residential mortgage-backed securities and mortgages

USD million 31.12.15 31.12.14
Balance at the beginning of the year 849 817
Increase in provision recognized in the income statement 662 239
Release of proviéion recognized in the income statement (94) ' (120)
Provision used in conformity with designated purp'ose (199) ' (87)
Balance at the end of the year 1,218 849

Mortgage-related regulatory matters: In 2014, UBS received a
subpoena from the US Attorney’s Office for the Eastern District of
New York issued pursuant to the Financial Institutions Reform,
Recovery and Enforcement Act of 1989 (FIRREA), which seeks
documents and information related to UBS's RMBS business from
2005 through 2007. In September 2015, the Eastern District of
New York identified a number of transactions that are currently
the focus of their inquiry, as to which we are providing additional
information. UBS continues to respond to the FIRREA subpoena
and to subpoenas from the New York State Attorney General
(NYAG) relating to its RMBS business. In addition, UBS has also
been responding to inquiries from both the Special Inspector Gen-
eral for the Troubled Asset Relief Program (SIGTARP) (who is work-
ing in conjunction with the US Attorney’s Office for Connecticut
and the DOJ) and the SEC relating to trading practices in connec-
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tion with purchases and sales of mortgage-backed securities in
the secondary market from 2009 through the present. We are
cooperating with the authorities in these matters. Numerous
other banks reportedly are responding to similar inquiries from
these authorities.

As reflected in the table “Provision for claims related to sales
of residential mortgage-backed securities and mortgages,” our
balance sheet at 31 December 2015 reflected a provision of USD
1,218 million with respect to matters described in this item 2. As
in the case of other matters for which we have established provi-
sions, the future outflow of resources in respect of this matter
cannot be determined with certainty based on currently avail-
able information, and accordingly may ultimately prove to be
substantially greater (or may be less) than the provision that we
have recognized.
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3. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC
(BMIS) investment fraud, UBS AG, UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries have been subject to inquiries by a
number of regulators, including the Swiss Financial Market Super-
visory Authority (FINMA) and the Luxembourg Commission de
Surveillance du Secteur Financier (CSSF). Those inquiries con-
cerned two third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as certain
funds established in offshore jurisdictions with either direct or
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, admin-
istrator, 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 indi-
viduals 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 were 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
July 2014, the Luxembourg Court of Appeal dismissed one test
appeal in its entirety, which decision was appealed by the investor.
In July 2015, the Luxembourg Supreme Court found in favor of
UBS and dismissed the investor’s appeal. In the US, the BMIS
Trustee filed claims in 2010 against UBS entities, among others, in
relation to the two Luxembourg funds and one of the offshore
funds. The total amount claimed against all defendants in these
actions was not less than USD 2 billion. Following a motion by
UBS, in 2011, the SDNY dismissed all of the BMIS Trustee’s claims
other than claims for recovery of fraudulent conveyances and
preference payments that were allegedly transferred to UBS on
the ground that the BMIS Trustee lacks standing to bring such
claims. In 2013, the Second Circuit affirmed the District Court’s
decision and, in June 2014, the US Supreme Court denied the
BMIS Trustee’s petition seeking review of the Second Circuit rul-
ing. In December 2014, several claims, including a purported class
action, were filed in the US by BMIS customers against UBS enti-
ties, asserting claims similar to the ones made by the BMIS Trustee,
seeking unspecified damages. One claim was voluntarily with-
drawn by the plaintiff. In July 2015, following a motion by UBS,
the SDNY dismissed the two remaining claims on the basis that
the New York courts did not have jurisdiction to hear the claims
against the UBS entities. 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 num-
ber of claims have been filed with respect to such funds. In Janu-
ary 2015, a court of appeal reversed a lower court decision in
favor of UBS in one such case and ordered UBS to pay EUR 49
million, plus interest (approximately EUR 15.3 million). UBS filed
an application for leave to appeal the decision. That application
was rejected by the German Federal Supreme Court in December
2015, meaning that the Court of Appeal’s decision is final.
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4. Puerto Rico

Declines since August 2013 in the market prices of Puerto Rico
municipal bonds and of closed-end funds (the funds) that are
sole-managed and co-managed by UBS Trust Company of Puerto
Rico and distributed by UBS Financial Services Incorporated of
Puerto Rico (UBS PR) have led to multiple regulatory inquiries, as
well as customer complaints and arbitrations with aggregate
claimed damages of USD 1.6 billion, of which claims with aggre-
gate claimed damages of approximately USD 374 million have
been resolved through settlements or arbitration. The claims are
filed by clients in Puerto Rico who own the funds or Puerto Rico
municipal bonds and/or who used their UBS account assets as
collateral for UBS non-purpose loans; customer complaint and
arbitration allegations include fraud, misrepresentation and
unsuitability of the funds and of the loans. A shareholder deriva-
tive action was filed in 2014 against various UBS entities and cur-
rent and certain former directors of the funds, alleging hundreds
of millions in losses in the funds. In 2015, defendants’ motion to
dismiss was denied. Defendants are seeking leave to appeal that
ruling to the Puerto Rico Supreme Court. In 2014, a federal class
action complaint also was filed against various UBS entities, cer-
tain members of UBS PR senior management, and the co-man-
ager of certain of the funds seeking damages for investor losses in
the funds during the period from May 2008 through May
2014. Defendants have moved to dismiss that complaint. In
March 2015, a class action was filed in Puerto Rico state court
against UBS PR seeking equitable relief in the form of a stay of any
effort by UBS PR to collect on non-purpose loans it acquired from
UBS Bank USA in December 2013 based on plaintiffs’ allegation
that the loans are not valid.

In 2014, UBS reached a settlement with the Office of the Com-
missioner of Financial Institutions for the Commonwealth of
Puerto Rico (OCFI) in connection with OCFl's examination of UBS's
operations from January 2006 through September 2013. Pursu-
ant to the settlement, UBS contributed USD 3.5 million to an
investor education fund, offered USD 1.68 million in restitution to
certain investors and, among other things, committed to under-
take an additional review of certain client accounts to determine
if additional restitution would be appropriate. That review resulted
in an additional USD 2.1 million in restitution being offered to
certain investors.

In September 2015, the SEC and the Financial Industry Regula-
tory Authority (FINRA) announced settlements with UBS PR of their
separate investigations stemming from the 2013 market events.
Without admitting or denying the findings in either matter, UBS PR
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agreed in the SEC settlement to pay USD 15 million (which includes
USD 1.18 million in disgorgement, a civil penalty of USD 13.63
million and pre-judgment interest), and USD 18.5 million in the
FINRA matter (which includes up to USD 11 million in restitution to
165 UBS PR customers and a civil penalty of USD 7.5 million). The
SEC settlement involves a charge against UBS PR of failing to
supervise the activities of a former financial advisor who had rec-
ommended the impermissible investment of non-purpose loan
proceeds into the UBS PR closed-end funds, in violation of firm
policy and the customer loan agreements. In the FINRA settlement,
UBS PR is alleged to have failed to supervise certain customer
accounts which were both more than 75% invested in UBS PR
closed-end funds and leveraged against those positions. We also
understand that the DOJ is conducting a criminal inquiry into the
impermissible reinvestment of non-purpose loan proceeds. We are
cooperating with the authorities in this inquiry.

In 2011, a purported derivative action was filed on behalf of
the Employee Retirement System of the Commonwealth of Puerto
Rico (System) against over 40 defendants, including UBS PR and
other consultants and underwriters, trustees of the System, and
the President and Board of the Government Development Bank of
Puerto Rico. The plaintiffs alleged that defendants violated their
purported fiduciary duties and contractual obligations in connec-
tion with the issuance and underwriting of approximately USD 3
billion of bonds by the System in 2008 and sought damages of
over USD 800 million. UBS is named in connection with its under-
writing and consulting services. In 2013, the case was dismissed
by the Puerto Rico Court of First Instance on the grounds that
plaintiffs did not have standing to bring the claim, but that dis-
missal was subsequently overturned on appeal. Defendants have
renewed their motion to dismiss the complaint on grounds not
addressed when the court issued its prior ruling.

Also, in 2013, an SEC Administrative Law Judge dismissed a
case brought by the SEC against two UBS executives, finding no
violations. The charges had stemmed from the SEC’s investigation
of UBS’s sale of closed-end funds in 2008 and 2009, which UBS
settled in 2012. Beginning in 2012, two federal class action com-
plaints, which were subsequently consolidated, were filed against
various UBS entities, certain of the funds, and certain members of
UBS PR senior management, seeking damages for investor losses
in the funds during the period from January 2008 through May
2012 based on allegations similar to those in the SEC action. A
motion for class certification was denied without prejudice to the
right to refile the motion after limited discovery, and that motion
has since been refiled.
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In June 2015 Puerto Rico’s Governor stated that the Common-
wealth is unable to meet its obligations. In addition, certain agen-
cies and public corporations of the Commonwealth have held
discussions with their creditors to restructure their outstanding
debt, and certain agencies and public corporations of the Com-
monwealth have defaulted on certain interest payments that
were due in August 2015 and January 2016. The United States
Supreme Court has agreed to hear Puerto Rico’s appeal of a US
District Court’s invalidation of the Puerto Rico Public Corporations
Debt Enforcement and Recovery Act (the Act), under which Puerto
Rico’s public corporations would be permitted to effect a manda-
tory restructuring of their respective debts with a specified credi-
tor vote that would be binding on all applicable creditors, once
approved by a court or, alternatively, under a court-supervised
bankruptcy type restructuring. The foregoing events, any further
defaults by the Commonwealth or its agencies and public corpo-
rations on (or any debt restructurings proposed by them with
respect to) their outstanding debt, a Supreme Court decision
upholding the Act (or sending it back to the District Court for
further proceedings) and any further actions taken by Puerto
Rico’s public corporations under the Act, as well as any market
reactions to any of the foregoing, may increase the number of
claims against UBS concerning Puerto Rico securities as well as
potential damages sought.

Our balance sheet at 31 December 2015 reflected provisions
with respect to matters described in this item 4 in amounts that
UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sions that we have recognized.

5. Foreign exchange, LIBOR, and benchmark rates, and other
trading practices

Foreign exchange-related requlatory matters: Following an initial
media report in 2013 of widespread irregularities in the foreign
exchange markets, UBS immediately commenced an internal
review of its foreign exchange business, which includes our pre-
cious metals and related structured products businesses. Since
then, various authorities have commenced investigations con-
cerning possible manipulation of foreign exchange markets,
including FINMA, the Swiss Competition Commission (WEKO),
the DOJ, the SEC, the US Commodity Futures Trading Commis-
sion (CFTC), the Board of Governors of the Federal Reserve Sys-
tem (Federal Reserve Board), the UK Financial Conduct Authority
(FCA) (to which certain responsibilities of the UK Financial Services
Authority (FSA) have passed), the UK Serious Fraud Office (SFO),
the Australian Securities and Investments Commission (ASIC), the
Hong Kong Monetary Authority (HKMA), the Korea Fair Trade
Commission (KFTC) and the Brazil Competition Authority (CADE).
In addition, WEKO is, and a number of other authorities report-
edly are, investigating potential manipulation of precious metals
prices. UBS has taken and will take appropriate action with respect
to certain personnel as a result of its ongoing review.

In 2014, UBS reached settlements with the FCA and the CFTC
in connection with their foreign exchange investigations, and
FINMA issued an order concluding its formal proceedings with
respect to UBS relating to its foreign exchange and precious met-
als businesses. UBS has paid a total of approximately CHF 774
million to these authorities, including GBP 234 million in fines to
the FCA, USD 290 million in fines to the CFTC, and CHF 134 mil-
lion to FINMA representing confiscation of costs avoided and
profits. In May 2015, the Federal Reserve Board and the Con-
necticut Department of Banking issued an Order to Cease and
Desist and Order of Assessment of a Civil Monetary Penalty
Issued upon Consent (Federal Reserve Order) to UBS AG. As part
of the Federal Reserve Order, UBS AG paid a USD 342 million civil
monetary penalty.
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In May 2015, the DOJ’s Criminal Division (Criminal Division)
terminated the December 2012 Non-Prosecution Agreement
(NPA) with UBS AG related to UBS’s submissions of benchmark
interest rates. As a result, UBS AG entered into a plea agreement
with the Criminal Division pursuant to which UBS AG agreed to
and did plead guilty to a one-count criminal information filed in
the US District Court for the District of Connecticut charging UBS
AG with one count of wire fraud in violation of 18 USC Sections
1343 and 2. Under the plea agreement, UBS AG agreed to a sen-
tence that includes a USD 203 million fine and a three-year term
of probation. The criminal information charges that between
approximately 2001 and 2010, UBS AG engaged in a scheme to
defraud counterparties to interest rate derivatives transactions by
manipulating benchmark interest rates, including Yen LIBOR. Sen-
tencing is currently scheduled for 9 May 2016. The Criminal Divi-
sion terminated the NPA based on its determination, in its sole
discretion, that certain UBS AG employees committed criminal
conduct that violated the NPA, including fraudulent and deceptive
currency trading and sales practices in conducting certain foreign
exchange market transactions with clients and collusion with
other participants in certain foreign exchange markets.

We have ongoing obligations to cooperate with these authori-
ties and to undertake certain remediation, including actions to
improve processes and controls.

UBS has been granted conditional immunity by the Antitrust
Division of the DOJ (Antitrust Division) from prosecution for
EUR/USD collusion and entered into a non-prosecution agree-
ment covering other currency pairs. As a result, UBS AG will not
be subject to prosecutions, fines or other sanctions for antitrust
law violations by the Antitrust Division, subject to UBS AG’s con-
tinuing cooperation. However, the conditional immunity grant
does not bar government agencies from asserting other claims
and imposing sanctions against UBS AG, as evidenced by the set-
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tlements and ongoing investigations referred to above. UBS has
also been granted conditional leniency by authorities in certain
jurisdictions, including WEKO, in connection with potential com-
petition law violations relating to precious metals, and as a result,
will not be subject to prosecutions, fines or other sanctions for
antitrust or competition law violations in those jurisdictions, sub-
ject to UBS AG's continuing cooperation.

In October 2015, UBS AG settled charges with the SEC relating
to structured notes issued by UBS AG that were linked to the UBS
V10 Currency Index with Volatility Cap.

Investigations relating to foreign exchange and precious metals
matters by numerous authorities, including the CFTC, remain
ongoing notwithstanding these resolutions.

Foreign exchange-related civil litigation: Putative class actions
have been filed since November 2013 in US federal courts and in
other jurisdictions against UBS and other banks on behalf of puta-
tive classes of persons who engaged in foreign currency transac-
tions with any of the defendant banks. They allege collusion by
the defendants and assert claims under the antitrust laws and for
unjust enrichment. In 2015, additional putative class actions were
filed in federal court in New York against UBS and other banks on
behalf of a putative class of persons who entered into or held any
foreign exchange futures contracts and options on foreign
exchange futures contracts since 1 January 2003. The complaints
assert claims under the Commodity Exchange Act (CEA) and the
US antitrust laws. In July 2015, a consolidated complaint was filed
on behalf of both putative classes of persons covered by the US
federal court class actions described above. UBS has entered into
a settlement agreement that would resolve all of these US federal
court class actions. The agreement, which has been preliminarily
approved by the court and is subject to final court approval,
requires, among other things, that UBS pay an aggregate of USD
141 million and provide cooperation to the settlement classes.
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In June 2015, a putative class action was filed in federal court
in New York against UBS and other banks on behalf of partici-
pants, beneficiaries, and named fiduciaries of plans qualified
under the Employee Retirement Income Security Act of 1974
(ERISA) for whom a defendant bank provided foreign currency
exchange transactional services, exercised discretionary authority
or discretionary control over management of such ERISA plan, or
authorized or permitted the execution of any foreign currency
exchange transactional services involving such plan’s assets. The
complaint asserts claims under ERISA.

In 2015, UBS was added to putative class actions pending
against other banks in federal court in New York and other juris-
dictions on behalf of putative classes of persons who bought or
sold physical precious metals and various precious metal products
and derivatives. The complaints in these lawsuits assert claims
under the antitrust laws and the CEA, and other claims.

LIBOR and other benchmark-related regulatory matters:
Numerous government agencies, including the SEC, the CFTC,
the DOJ, the FCA, the SFO, the Monetary Authority of Singapore
(MAS), the HKMA, FINMA, the various state attorneys general in
the US, and competition authorities in various jurisdictions have
conducted or are continuing to conduct investigations regarding
submissions with respect to LIBOR and other benchmark rates.
These investigations focus on whether there were improper
attempts by UBS, among others, either acting on our own or
together with others, to manipulate LIBOR and other benchmark
rates at certain times.

In 2012, UBS reached settlements with the FSA, the CFTC and
the Criminal Division of the DOJ in connection with their investi-
gations of benchmark interest rates. At the same time, FINMA
issued an order concluding its formal proceedings with respect to
UBS relating to benchmark interest rates. UBS has paid a total of
approximately CHF 1.4 billion in fines and disgorgement — includ-
ing GBP 160 million in fines to the FSA, USD 700 million in fines
to the CFTC, USD 500 million in fines to the DOJ, and CHF 59
million in disgorgement to FINMA. UBS Securities Japan Co. Ltd.

(UBSSJ) entered into a plea agreement with the DOJ under which
it entered a plea to one count of wire fraud relating to the manip-
ulation of certain benchmark interest rates, including Yen LIBOR.
UBS entered into an NPA with the DOJ, which (along with the plea
agreement) covered conduct beyond the scope of the conditional
leniency/immunity grants described below, required UBS to pay
the USD 500 million fine to the DOJ after the sentencing of UBSSJ,
and provided that any criminal penalties imposed on UBSSJ at
sentencing be deducted from the USD 500 million fine. Under the
NPA, we agreed, among other things, that for two years from
18 December 2012 UBS would not commit any US crime, and we
would advise DOJ of any potentially criminal conduct by UBS or
any of its employees relating to violations of US laws concerning
fraud or securities and commodities markets. The term of the NPA
was extended by one year to 18 December 2015. In May 2015,
the Criminal Division terminated the NPA based on its determina-
tion, in its sole discretion, that certain UBS AG employees commit-
ted criminal conduct that violated the NPA. As a result, UBS
entered into a plea agreement with the DOJ under which it
entered a guilty plea to one count of wire fraud relating to the
manipulation of certain benchmark interest rates, including Yen
LIBOR, and agreed to pay a fine of USD 203 million and accept a
three-year term of probation. Sentencing is currently scheduled
for 9 May 2016.

In 2014, UBS reached a settlement with the European Com-
mission (EC) regarding its investigation of bid-ask spreads in con-
nection with Swiss franc interest rate derivatives and paid a EUR
12.7 million fine, which was reduced to this level based in part on
UBS'’s cooperation with the EC. The MAS, HKMA and the Japan
Financial Services Agency have also resolved investigations of UBS
(and in some cases, other banks). We have ongoing obligations to
cooperate with the authorities with whom we have reached reso-
lutions and to undertake certain remediation with respect to
benchmark interest rate submissions.

Investigations by the CFTC, ASIC and other governmental
authorities remain ongoing notwithstanding these resolutions.

645

Consolidated

financial statements



For the purpose of the UBS Registration Document, this page is referred to as page F-82

Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 22 Provisions and contingent liabilities (continued)

UBS has been granted conditional leniency or conditional
immunity from authorities in certain jurisdictions, including the
Antitrust Division of the DOJ, WEKO and the EC, 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 CHF LIBOR
and certain transactions related to CHF LIBOR. As a result of these
conditional grants, we will not be subject to prosecutions, fines or
other sanctions for antitrust or competition law violations in the
jurisdictions where we have conditional immunity or leniency in
connection with the matters covered by the conditional grants,
subject to our continuing cooperation. However, the conditional
leniency and conditional immunity grants we have received do
not bar government agencies from asserting other claims and
imposing sanctions against us, as evidenced by the settlements
and ongoing investigations referred to above. In addition, as a
result of the conditional leniency agreement with the DOJ, we are
eligible for a limit on liability to actual rather than treble damages,
were damages to be awarded in any civil antitrust action under US
law based on conduct covered by the agreement and for relief
from potential joint and several liability in connection with such
civil antitrust action, subject to our satisfying the DOJ and the
court presiding over the civil litigation of our cooperation. The
conditional leniency and conditional immunity grants do not oth-
erwise affect the ability of private parties to assert civil claims
against us.

LIBOR and other benchmark-related civil litigation: A number
of putative class actions and other actions are pending in, or
expected to be transferred to, the federal courts in New York
against UBS and numerous other banks on behalf of parties who
transacted in certain interest rate benchmark-based derivatives.
Also pending are actions asserting losses related to various prod-
ucts whose interest rate was linked to USD LIBOR, including
adjustable rate mortgages, preferred and debt securities, bonds
pledged as collateral, loans, depository accounts, investments and
other interest-bearing instruments. All of the complaints allege
manipulation, through various means, of various benchmark
interest rates, including USD LIBOR, Euroyen TIBOR, Yen LIBOR,
EURIBOR, CHF LIBOR, GBP LIBOR or USD ISDAFIX rates and seek
unspecified compensatory and other damages under varying legal
theories. In 2013, the court in the USD action dismissed the
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federal antitrust and racketeering claims of certain USD LIBOR
plaintiffs and a portion of their claims brought under the CEA and
state common law. Plaintiffs have appealed the dismissal, and the
appeal remains pending. In 2014, the court in one of the Euroyen
TIBOR lawsuits dismissed certain of the plaintiff's claims, including
federal antitrust claims. In 2015, the same court dismissed plain-
tiff's federal racketeering claims and affirmed its previous dis-
missal of plaintiff's antitrust claims. UBS and other defendants in
other lawsuits including those related to EURIBOR, CHF LIBOR and
GBP LIBOR have filed motions to dismiss.

Since September 2014, putative class actions have been filed in
federal court in New York and New Jersey against UBS and other
financial institutions, among others, on behalf of parties who
entered into interest rate derivative transactions linked to ISDAFIX.
The complaints, which have since been consolidated into an
amended complaint, allege that the defendants conspired to
manipulate ISDAFIX rates from 1 January 2006 through January
2014, in violation of US antitrust laws and the CEA, among other
theories, and seeks unspecified compensatory damages, includ-
ing treble damages. UBS and other defendants have filed a motion
to dismiss, which remains pending.

Government bonds: Putative class actions have been filed in US
federal courts against UBS and other banks on behalf of persons
who participated in markets for US Treasury securities since 2007.
The complaints generally allege that the banks colluded with
respect to and manipulated prices of US Treasury securities sold at
auction. They assert claims under the antitrust laws and the CEA
and for unjust enrichment. The cases have been consolidated in
the SDNY. Following filing of these complaints, UBS and report-
edly other banks have received requests for information from
various authorities regarding US Treasury securities and other gov-
ernment bond trading practices.

With respect to additional matters and jurisdictions not encom-
passed by the settlements and order referred to above, our bal-
ance sheet at 31 December 2015 reflected a provision in an
amount that UBS believes to be appropriate under the applicable
accounting standard. As in the case of other matters for which we
have established provisions, the future outflow of resources in
respect of such matters cannot be determined with certainty
based on currently available information, and accordingly may
ultimately prove to be substantially greater (or may be less) than
the provision that we have recognized.
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6. Swiss retrocessions

The Federal Supreme Court of Switzerland ruled in 2012, in a test
case against UBS, that distribution fees paid to a firm for distribut-
ing 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 firm,
absent a valid waiver.

FINMA has issued a supervisory note to all Swiss banks in
response to the Supreme Court decision. The note sets forth the
measures Swiss banks are to adopt, which include informing all
affected clients about the Supreme Court decision and directing
them to an internal bank contact for further details. UBS has
met the FINMA requirements and has notified all potentially
affected clients.

The Supreme Court decision has resulted, and may continue to
result, in a number of client requests for UBS to disclose and
potentially surrender retrocessions. Client requests are assessed
on a case-by-case basis. Considerations taken into account when
assessing these cases include, among others, the existence of a
discretionary mandate and whether or not the client documenta-
tion contained a valid waiver with respect to distribution fees.

Our balance sheet at 31 December 2015 reflected a provision
with respect to matters described in this item 6 in an amount that
UBS believes to be appropriate under the applicable accounting
standard. The ultimate exposure will depend on client requests
and the resolution thereof, factors that are difficult to predict and
assess. Hence, as in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

7. Banco UBS Pactual tax indemnity

Pursuant to the 2009 sale of Banco UBS Pactual S.A. (Pactual) by
UBS to BTG Investments, LP (BTG), BTG has submitted contractual
indemnification claims that UBS estimates amount to approxi-
mately BRL 2.4 billion, including interest and penalties, which is
net of liabilities retained by BTG. The claims pertain principally to

several tax assessments issued by the Brazilian tax authorities
against Pactual relating to the period from December 2006
through March 2009, when UBS owned Pactual. The majority of
these assessments relate to the deductibility of goodwill amortiza-
tion in connection with UBS’s 2006 acquisition of Pactual and
payments made to Pactual employees through various profit-shar-
ing plans. These assessments are being challenged in administra-
tive and judicial proceedings. In May 2015, the administrative
court issued a decision that was largely in favor of the tax author-
ity with respect to the goodwill amortization assessment. This
decision has been appealed.

8. Matters relating to the CDS market

In 2013, the EC issued a Statement of Objections against 13 credit
default swap (CDS) dealers including UBS, as well as data service
provider Markit and the International Swaps and Derivatives Asso-
ciation (ISDA). The Statement of Objections broadly alleges that
the dealers infringed European Union antitrust rules by colluding
to prevent exchanges from entering the credit derivatives market
between 2006 and 2009. In December 2015, the EC issued a
statement that it had decided to close its investigation against all
13 dealers, including UBS. The EC’s investigation regarding Markit
and ISDA is ongoing. Since mid-2009, the Antitrust Division of the
DOJ has also been investigating whether multiple dealers, includ-
ing UBS, conspired with each other and with Markit to restrain
competition in the markets for CDS trading, clearing and other
services. In 2014, putative class action plaintiffs filed consolidated
amended complaints in the SDNY against 12 dealers, including
UBS, as well as Markit and ISDA, alleging violations of the US
Sherman Antitrust Act and common law. Plaintiffs allege that the
defendants unlawfully conspired to restrain competition in and/or
monopolize the market for CDS trading in the US in order to pro-
tect the dealers’ profits from trading CDS in the over-the-counter
market. In September 2015, UBS and the other defendants
entered into settlement agreements to resolve the litigation, pur-
suant to which UBS has paid USD 75 million out of a total settle-
ment amount paid by all defendants of approximately USD 1.865
billion. The agreements have received preliminary court approval
but are subject to final court approval.
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Note 23 Other liabilities

CHF million 31.12.15 31.12.14
Prime brokerage payables' 45,306 38,633
Amounts due under unit-linked investment contracts . N N ' 15,718 ' 17,643
Compensation-rélé;[ed liabilities . . N N ' 5,1 2 5,414

of which: accrued expenses . . N N ' 2,827 ' 2,583

of which: other deferred compenséiion plans . - . - - ' 1,559 ' 1,457

of which: net defined benefit pens)‘bn and post—emp/dyrhent liabilities a - - ' 736 1,374
Third-party interest in consolidated investment funds - - - . 594 707
Settlement and ciééring accounts . N N . 893 . 1,054
Current and deferred tax liabilities’ - - - . 810 642
VAT and other tarxrbayables - - - - . 446 420
Deferred income - - - - . 210 259
Accrued interest ékbenses . . N N . 1,438 . 1,327
Other accrued exbénses . . . . . 2,492 . 2,472
Liabilities of dispééél group held for salet - - - . 235 0
Other - - - - ' 1,343 ' 1,820
Total other liabilities 74,606 70,392

1 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading across multiple asset classes. Prime brokerage payables are mainly comprised of
client securities financing and deposits. 2 Refer to Note 28 for more information. 3 Refer to Note 8 for more information. 4 Refer to Note 32 for more information.
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Note 24 Fair value measurement

This Note provides fair value measurement information for both
financial and non-financial instruments and is structured as follows:
Valuation principles

Valuation governance

Valuation techniques

Valuation adjustments

Fair value measurements and classification within the

fair value hierarchy

e

o

D

a) Valuation principles

Transfers between Level 1 and Level 2 in the

fair value hierarchy

g) Movements of Level 3 instruments

h) Valuation of assets and liabilities classified as Level 3

i) Sensitivity of fair value measurements to changes in
unobservable input assumptions

j) Financial instruments not measured at fair value

—h
=

Fair value is defined as the price that would be received for the
sale of an asset or paid to transfer a liability in an orderly transac-
tion between market participants in the principal market (or
most advantageous market, in the absence of a principal mar-
ket) as of the measurement date. In measuring fair value, UBS
AG utilizes various valuation approaches and applies a hierarchy
for prices and inputs that maximizes the use of observable mar-
ket data, if available.

All financial and non-financial assets and liabilities measured or
disclosed at fair value are categorized into one of three fair value
hierarchy levels. In certain cases, the inputs used to measure fair
value may fall within different levels of the fair value hierarchy. For
disclosure purposes, the level in the hierarchy within which the
instrument is classified in its entirety is based on the lowest level
input that is significant to the position’s fair value measurement:
— Level 1 — quoted prices (unadjusted) in active markets for iden-

tical assets and liabilities;

— Level 2 — valuation techniques for which all significant inputs
are, or are based on, observable market data or

— Level 3 — valuation techniques for which significant inputs are
not based on observable market data.

If available, fair values are determined using quoted prices in
active markets for identical assets or liabilities. An active market is
one in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing data on an
ongoing basis. Assets and liabilities that are quoted and traded in
an active market are valued at the currently quoted price multi-
plied by the number of units of the instrument held.

Where the market for a financial instrument or non-financial
asset or liability is not active, fair value is established using a valu-
ation technique, including pricing models. Valuation techniques
involve the use of estimates, the extent of which depends on the

complexity of the instrument and the availability of market-based
data. Valuation adjustments may be made to allow for additional
factors including model, liquidity, credit and funding risks, which
are not explicitly captured within the valuation technique, but
which would nevertheless be considered by market participants
when establishing a price. The limitations inherent in a particular
valuation technique are considered in the determination of an
asset or liability’s classification within the fair value hierarchy.

Many cash instruments and over-the-counter (OTC) derivative
contracts have bid and offer prices that can be observed in the
marketplace. Bid prices reflect the highest price that a party is will-
ing to pay for an asset. Offer prices represent the lowest price that
a party is willing to accept for an asset. In general, long positions
are measured at a bid price and short positions at an offer price,
reflecting the prices at which the instruments could be transferred
under normal market conditions. Offsetting positions in the same
financial instrument are marked at the mid-price within the bid-
offer spread.

Generally, the unit of account for a financial instrument is the
individual instrument, and UBS applies valuation adjustments at
an individual instrument level, consistent with that unit of account.
However, if certain conditions are met, UBS may estimate the fair
value of a portfolio of financial assets and liabilities with substan-
tially similar and offsetting risk exposures on the basis of the net
open risks.

For transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
observable market data, the financial instrument is initially recog-
nized at the transaction price. This initial recognition amount may
differ from the fair value obtained using the valuation technique.
Any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss.

- Refer to Note 24d for more information
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b) Valuation governance

UBS AG’s fair value measurement and model governance frame-
work includes numerous controls and other procedural safe-
guards that are intended to maximize the quality of fair value
measurements reported in the financial statements. New prod-
ucts and valuation techniques must be reviewed and approved by
key stakeholders from risk and finance control functions. Respon-
sibility for the ongoing measurement of financial and non-finan-
cial instruments at fair value resides with the business divisions. In
carrying out their valuation responsibilities, the businesses are
required to consider the availability and quality of external market
data and to provide justification and rationale for their fair value
estimates.

The fair value estimates provided by the businesses are vali-
dated by risk and finance control functions, which are indepen-

¢) Valuation techniques

dent of the business divisions. Independent price verification is
performed by finance through benchmarking the business divi-
sions’ fair value estimates with observable market prices and
other independent sources. Controls and governance are in place
to ensure the quality of third-party pricing sources where used.
For instruments where valuation models are used to determine
fair value, independent valuation and model control groups within
finance and risk evaluate UBS AG’'s models on a regular basis,
including valuation and model input parameters as well as pric-
ing. As a result of the valuation controls employed, valuation
adjustments may be made to the business divisions’ estimates of
fair value to align with independent market data and the relevant
accounting standard.
- Refer to Note 24d for more information

Valuation techniques are used to value positions for which a mar-
ket price is not available from market sources. This includes certain
less liquid debt and equity instruments, certain exchange-traded
derivatives and all derivatives transacted in the OTC market. UBS
AG uses widely recognized valuation techniques for determining
the fair value of financial and non-financial instruments that are
not actively traded and quoted. The most frequently applied valu-
ation techniques include discounted value of expected cash flows,
relative value and option pricing methodologies.

Discounted value of expected cash flows is a valuation tech-
nique that measures fair value using estimated expected future
cash flows from assets or liabilities and then discounts these cash
flows using a discount rate or discount margin that reflects the
credit and/or funding spreads required by the market for instru-
ments with similar risk and liquidity profiles to produce a present
value. When using such valuation techniques, expected future
cash flows are estimated using an observed or implied market
price for the future cash flows or by using industry standard cash
flow projection models. The discount factors within the calculation
are generated using industry standard yield curve modeling tech-
niques and models.

Relative value models measure fair value based on the market
prices of equivalent or comparable assets or liabilities, making
adjustments for differences between the characteristics of the
observed instrument and the instrument being valued.

Option pricing models incorporate assumptions regarding the
behavior of future price movements of an underlying referenced
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asset or assets to generate a probability-weighted future expected
payoff for the option. The resulting probability-weighted expected
payoff is then discounted using discount factors generated from
industry standard yield curve modeling techniques and models.
The option pricing model may be implemented using a closed-
form analytical formula or other mathematical techniques (e.g.,
binomial tree or Monte Carlo simulation).

Where available, valuation techniques use market-observable
assumptions and inputs. If such data is not available, inputs may
be derived by reference to similar assets in active markets, from
recent prices for comparable transactions or from other observ-
able market data. In such cases, the inputs selected are based on
historical experience and practice for similar or analogous instru-
ments, derivation of input levels based on similar products with
observable price levels and knowledge of current market condi-
tions and valuation approaches.

For more complex instruments and instruments not traded in
an active market, fair values may be estimated using a combina-
tion of observed transaction prices, consensus pricing services and
relevant quotes. Consideration is given to the nature of the quotes
(e.g., indicative or firm) and the relationship of recently evidenced
market activity to the prices provided by consensus pricing ser-
vices. UBS AG also uses internally developed models, which are
typically based on valuation methods and techniques recognized
as standard within the industry.
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Assumptions and inputs used in valuation techniques include
benchmark interest rate curves, credit and funding spreads used
in estimating discount rates, bond and equity prices, equity
index prices, foreign exchange rates, levels of market volatility

d) Valuation adjustments

and correlation. Refer to Notes 24e and 24h for more informa-
tion. The discount curves used by UBS AG incorporate the fund-
ing and credit characteristics of the instruments to which they
are applied.

The output of a valuation technique is always an estimate of a fair
value that cannot be measured with complete certainty. As a
result, valuations are adjusted, where appropriate and when such
factors would be considered by market participants in estimating
fair value, to reflect close-out costs, credit exposure, model-driven
valuation uncertainty, funding costs and benefits, trading restric-
tions and other factors. Valuation adjustments are an important
component of fair value for assets and liabilities that are mea-
sured using valuation techniques. Such adjustments are applied to
reflect uncertainties within the fair value measurement process, to
adjust for an identified model simplification or to incorporate an
aspect of fair value that requires an overall portfolio assessment
rather than an evaluation based on an individual instrument level
characteristic.

The major classes of valuation adjustments are discussed in fur-
ther detail below.

Deferred day-1 profit or loss

Day-1 reserves

For new transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
observable market data, the financial instrument is initially recog-
nized at the transaction price. The transaction price may differ
from the fair value obtained using a valuation technique where
any such difference is deferred and not initially recognized in the
income statement. These day-1 profit or loss reserves are reflected,
where appropriate, as valuation adjustments.

The table below summarizes the changes in deferred day-1
profit or loss reserves during the respective period. Amounts
deferred are released and gains or losses are recorded in Net trad-
ing income when pricing of equivalent products or the underly-
ing parameters become observable or when the transaction is
closed out.

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Balance at the beginning of the year 480 436 474
Profit/(loss) deferred on new transactions 268 344 694
(Profit)/loss recognized in the income statement (321) . (384) . (653)
Foreign currency translation (6) . 35 (29)
Balance at the end of the year 421 430 486
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Own credit adjustments on financial liabilities designated

at fair value

In addition to considering the valuation of the derivative risk com-
ponent, the valuation of fair value option liabilities also requires
consideration of the funded component and specifically the own
credit component of fair value. Own credit risk is reflected in the
valuation of our fair value option liabilities where this component
is considered relevant for valuation purposes by our counterpar-
ties and other market participants. On the other hand, own credit
risk is not reflected in the valuation of our liabilities that are fully
collateralized or for other obligations for which it is established
market practice not to include an own credit component.

In 2015, UBS AG made enhancements to the valuation method-
ology for the own credit component of fair value of financial liabil-
ities designated at fair value. Prior to the fourth quarter of 2015,
own credit was estimated using a funds transfer pricing curve (FTP),
which was derived by discounting UBS Group AG (consolidated)
new issuance senior debt curve spreads, with the discount primarily
reflecting the differences between the spreads in the senior unse-
cured debt market for UBS Group AG (consolidated) debt and the
levels at which UBS Group AG (consolidated) medium-term notes
(MTN) were issued. A decline in long-dated UBS Group AG (con-
solidated) MTN issuance volumes, following UBS Group AG's (con-
solidated) business transformation, resulted in a reduction in the
observable market data available to benchmark the FTP. From the

Own credit adjustments on financial liabilities designated at fair value

fourth quarter of 2015 onwards, own credit is estimated using an
own credit adjustment curve (OCA), which incorporates more
observable market data, including market-observed secondary
prices for UBS Group AG (consolidated) senior debt, UBS Group AG
(consolidated) credit default swap (CDS) spreads and senior debt
curves of peers. This change in accounting estimate was finalized in
the fourth quarter of 2015, following a multi-period implementa-
tion project to develop an enhanced fair value approach supported
by related infrastructure enhancements. The change was imple-
mented on a prospective basis in the fourth quarter of 2015 and
resulted in a gain of CHF 260 million on a total carrying amount of
CHF 63 billion in financial liabilities designated at fair value.

OCA is generally a Level 2 pricing input. However, certain long-
dated exposures that are beyond the tenors that are actively
traded are classified as Level 3.

The effects of own credit adjustments related to financial liabil-
ities designated at fair value (predominantly issued structured
products) are summarized in the table below.

Life-to-date amounts reflect the cumulative change since initial
recognition. The change in own credit for the period consists of
changes in fair value that are attributable to the change in UBS
AG’s credit spreads, as well as the effect of changes in fair values
attributable to factors other than credit spreads, such as redemp-
tions, effects from time decay and changes in interest and other
market rates.

As of or for the year ended

CHF million 31.12.15 31.12.14 31.12.13
Gain/(loss) for the year ended 553 : 292 : (283)
Life-to-date gain/(loss) 287 (302) (577)
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Credit valuation adjustments

In order to measure the fair value of OTC derivative instruments,
including funded derivative instruments which are classified as
Financial assets designated at fair value, credit valuation adjust-
ments (CVA) are necessary to reflect the credit risk of the coun-
terparty inherent in these instruments. This amount represents
the estimated fair value of protection required to hedge the
counterparty credit risk of such instruments. A CVA is deter-
mined for each counterparty, considering all exposures to that
counterparty, and is dependent on the expected future value of
exposures, default probabilities and recovery rates, applicable
collateral or netting arrangements, break clauses and other con-
tractual factors.

Funding valuation adjustments

Funding valuation adjustments (FVA) reflect the costs and benefits
of funding associated with uncollateralized and partially collater-
alized derivative receivables and payables and are calculated as
the valuation impact from moving the discounting of the uncol-
lateralized derivative cash flows from LIBOR to OCA using the
CVA framework.

In the fourth quarter of 2015, as mentioned above, UBS AG
replaced the FTP curve with the OCA curve for purposes of valu-
ing its liabilities carried at fair value. As applied to the FVA associ-
ated with uncollateralized and partially collateralized derivative
payables, the change resulted in a charge to the income state-
ment of CHF 40 million.

An FVA is also applied to collateralized derivative assets in
cases Where the collateral cannot be sold or repledged.

Valuation adjustments on financial instruments

Debit valuation adjustments

A debit valuation adjustment (DVA) is estimated to incorporate
own credit in the valuation of derivatives, effectively consistent
with the CVA framework. DVA is determined for each counter-
party, considering all exposures with that counterparty and taking
into account collateral netting agreements, expected future mark-
to-market movements and UBS AG's credit default spreads. Upon
the implementation of FVA in the second half of 2014, UBS AG
reversed DVA to the extent it overlapped with FVA.

Other valuation adjustments

Instruments that are measured as part of a portfolio of combined
long and short positions are valued at mid-market levels to ensure
consistent valuation of the long and short component risks. A
liquidity valuation adjustment is then made to the overall net long
or short exposure to move the fair value to bid or offer as appro-
priate, reflecting current levels of market liquidity. The bid-offer
spreads used in the calculation of this valuation adjustment are
obtained from market transactions and other relevant sources
and are updated periodically.

Uncertainties associated with the use of model-based valua-
tions are incorporated into the measurement of fair value through
the use of model reserves. These reserves reflect the amounts that
UBS AG estimates should be deducted from valuations produced
directly by models to incorporate uncertainties in the relevant
modeling assumptions, in the model and market inputs used, or
in the calibration of the model output to adjust for known model
deficiencies. In arriving at these estimates, UBS AG considers a
range of market practices, including how it believes market par-
ticipants would assess these uncertainties. Model reserves are
reassessed periodically in light of data from market transactions,
consensus pricing services and other relevant sources.

As of
Life-to-date gain/(loss), CHF billion 31.12.15 31.12.14
Credit valuation adjustments’ (0.3) (0.5)
Funding valuation adjustments (0.2) 0.1)
Debit valuation adjustments 0.0 0.0
Other valuation adjustments (0.8) 0.9)
of which: liquidity (0.5) (0.5)
of which: model uncertainty (0.3) . (0.4)

1 Amounts do not include reserves against defaulted counterparties.
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Note 24 Fair value measurement (continued)

e) Fair value measurements and classification within the fair value hierarchy

The fair value hierarchy classification of financial and non-finan- liabilities measured at fair value, the valuation techniques, where
cial assets and liabilities measured at fair value is summarized in  applicable, used in measuring their fair value, and the factors
the table below. The narrative that follows describes the signifi-  determining their classification within the fair value hierarchy.
cant valuation inputs and assumptions for each class of assets and

Determination of fair values from quoted market prices or valuation techniques’

31.12.15 31.12.14

CHF billion Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Assets measured at fair value on a recurring basis

Financial assets held for trading? 96.4 21.9 2.1 120.4 101.7 27.2 3.5 132.4
of which:
Government bills/bonds - 129 33 00 162 88 47 00 136
Corporate bonds and municipal bonds including bonds - - - - - - - D
issued by financial institutions 0.2 8.1 0.7 9.0 0.6 11.0 1.4 12.9
loans : 0.0 1.8 0.8 26 00 22 1 32
Investment fund units - 6.1 57 0.2 119 67 64 03 134
Asset-backed securities - 00 1.0 02 1.2 00 15 06 21
Equity instruments - 624 15 01 64.0 688 08 01 698
Financial assets for unit-linked investment contracts 14.8 0.7 0.1 15.5 16.8 06 01 174

Positive replacement values 0.5 164.0 2.9 167.4 1.0 251.6 4.4 257.0
of which:
Interest rate contracts - 0.0 744 0.1 745 00 1234 02 1237
Credit derivative contracts - 0.0 54 13 67 00 98 17 115
Foreign exchange contracts - 03 64.9 05 657 07 97.0 06 984
Equity/index contracts - 00 159 1.0 169 00 177 1.9 195
Commodity contracts 0.0 34 0.0 34 00 36 00 36

Financial assets designated at fair value 0.2 23 3.3 5.8 0.1 0.9 3.5 45
of which:
Loans (including structured /oansr)' o - 0.0 : 2.3 B 1.7 B 4.0 - 0.0 B 0.8 B 1.0 : 17
Structured reverse repurchase and securities borrowing - - - - o - - D
agreements 0.0 0.0 1.5 1.6 0.0 0.1 2.4 2.5
otker 02 0.0 0.1 03 01 00 or 03

Financial investments available-for-sale 34.2 27.7 0.7 62.5 32.7 239 0.6 57.2
of which:
Government bills/bonds - 31 20 0.0 3.1 303 28 00 331
Corporate bonds and municipal bonds including bonds - - - - o - - D
issued by financial institutions 3.0 22.2 0.0 25.2 2.2 16.9 0.0 19.1
Investment fund units - 00 01 01 02 00 01 02 03
Asset-backed securities - 00 34 00 34 00 40 00 40
Equity instruments 0.1 0.0 05 06 02 01 04 07

Non-financial assets

Precious metals and other physical commodities N 3.7 0.0 0.0 3.7 5.8 00 0.0 5.8

Assets measured at fair value on a non-recurring basis

Otherassets® - 03 0.1 01 04 0.0 0.1 02 02

Total assets measured at fair value 135.2 216.0 9.0 360.3 141.4 303.5 12.2 457.1
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Determination of fair values from quoted market prices or valuation techniques' (continued)

31.12.15 31.12.14
CHF billion Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Liabilities measured at fair value on a recurring basis
Trading portfolio liabilities 25.5 3.5 0.2 29.1 239 3.9 0.1 28.0
of which:
Government bills/bonds - 60 08 00 68 7.0 : 1.2 0.0 : 82
Corporate bonds and municipal bonds including bonds - - - - - - - D
issued by financial institutions 0.0 2.4 0.1 2.5 0.1 2.4 0.1 2.6
Investment fund units - 07 01 00 07 11 01 00 12
Asset-backed securities - 00 00 00 00 00 00 00 00
Equity instruments 18.8 02 0.0 9.1 157 01 00 159
Negative replacement values 0.6 158.5 3.3 162.4 1.1 248.1 5.0 254.1
of which:
Interest rate contracts - 0.0 672 03 67.6 00 173 06 1179
Credit derivative contracts - 0.0 54 13 67 00 100 17 1.7
Foreign exchange contracts - 03 630 02 635 07 %6 03 976
Equity/index contracts - 00 19.7 14 212 00 209 24 233
Commodity contracts 0.0 32 0.0 3.2 0.0 32 0.0 32
Financial liabilities designated at fair value 0.0 523 10.7 63.0 0.0 63.4 11.9 75.3
of which:
Non-structured fixed-rate bonds - 0.0 : 1.5 : 26 : 41 - 0.0 : 23 : 22 : 45
Structured debt instruments issued - 0.0 : 45.7 : 6.7 : 524 0.0 : 56.6 : 7.3 : 639
Structured over-the-counter debt instruments - 0.0 : 4.7 : 0.8 : 55 - 0.0 : 41 : 1.5 : 57
Structured repurchase agreement's' - - 00 03 06 08 00 03 09 12
Loan commitments and guarantere'sr - 0.0 0.1 0.0 0.1 0.0 0.1 0.0 01
Other liabilities — amounts due under unit-linked investment
contracts 0.0 15.7 0.0 15.7 0.0 17.6 0.0 17.6
Liabilities measured at fair value on a non-recurring basis
Other liabilitiess - 0.0 0.2 0.0 02 00 00 00 00
Total liabilities measured at fair value 26.1 230.3 14.1 270.5 25.0 333.0 17.0 375.0

1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are excluded from this table. As of 31 December 2015, net bifurcated embedded derivative liabilities held at
fair value, totaling CHF 0.1 billion (of which CHF 0.1 billion were net Level 2 assets and CHF 0.2 billion net Level 2 liabilities) were recognized on the balance sheet within Debt issued. As of 31 December 2014, net
bifurcated embedded derivative liabilities held at fair value, totaling CHF 0.0 billion (of which CHF 0.3 billion were net Level 2 assets and CHF 0.3 billion net Level 2 liabilities) were recognized on the balance sheet within
Debt issued. 2 Financial assets held for trading do not include precious metals and other physical commodities. 3 Other assets and other liabilities primarily consist of assets held for sale as well as assets and liabili-
ties of a disposal group held for sale, which are measured at the lower of their net carrying amount or fair value less costs to sell. Refer to Note 32 for more information on the disposal group held for sale.
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Note 24 Fair value measurement (continued)

Financial assets and liabilities held for trading, financial assets
designated at fair value and financial investments classified as
available-for-sale

Government bills and bonds

Government bills and bonds include fixed-rate, floating-rate and
inflation-linked bills and bonds issued by sovereign governments,
as well as interest and principal strips based on these bonds. Such
instruments are generally traded in active markets and prices can
be obtained directly from these markets, resulting in classification
as Level 1, while the remaining positions are classified as Level 2.
Instruments that cannot be priced directly using active market
data are valued using discounted cash flow valuation techniques
that incorporate market data for similar government instruments
converted into yield curves. These yield curves are used to project
future index levels, and to discount expected future cash flows.
The main inputs to valuation techniques for these instruments are
bond prices and inputs to estimate the future index levels for
floating or inflation index-linked instruments. Instruments classi-
fied as Level 3 are limited and are generally classified as such due
to the requirement to extrapolate yield curve inputs outside the
range of active market trading.

Corporate and municipal bonds

Corporate bonds include senior, junior and subordinated debt
issued by corporate entities. Municipal bonds are issued by state
and local governments. While most instruments are standard
fixed or floating-rate securities, some may have more complex
coupon or embedded option features. Corporate and municipal
bonds are generally valued using prices obtained directly from the
market. In cases where no directly comparable price is available,
instruments may be valued using yields derived from other securi-
ties by the same issuer or benchmarked against similar securities,
adjusted for seniority, maturity and liquidity. Instruments that can-
not be priced directly using active market data are valued using
discounted cash flow valuation techniques incorporating the
credit spread of the issuer, which may be derived from other issu-
ances or CDS data for the issuer, estimated with reference to
other equivalent issuer price observations or from credit modeling
techniques. Corporate bonds are typically classified as Level 2
because, although market data is readily available, there is often
insufficient third-party trading transaction data to justify an active
market and corresponding Level 1 classification. Municipal bonds
are generally classified as Level 1 or Level 2 depending on the
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depth of trading activity behind price sources. Level 3 instruments
have no suitable price available and also cannot be referenced to
other securities issued by the same issuer. Therefore, these instru-
ments are measured based on price levels for similar issuers
adjusted for relative tenor and issuer quality.

Convertible bonds are generally valued using prices obtained
directly from market sources. In cases where no directly compa-
rable price is available, issuances may be priced using a convert-
ible bond model, which values the embedded equity option and
debt components and discounts these amounts using a curve that
incorporates the credit spread of the issuer. Although market data
is readily available, convertible bonds are typically classified as
Level 2 because there is insufficient third-party trading transaction
data to justify a Level 1 classification.

Traded loans and loans designated at fair value

Traded loans and loans designated at fair value are valued directly
using market prices that reflect recent transactions or quoted
dealer prices where available. For illiquid loans where no market
price data are available, alternative valuation techniques are used,
which include relative value benchmarking using pricing derived
from debt instruments in comparable entities or different prod-
ucts in the same entity. The corporate lending portfolio is valued
using either directly observed market prices typically from consen-
sus providers, or by using a credit default swap valuation tech-
nique, which requires inputs for credit spreads, credit recovery
rates and interest rates. Even though price data are generally
available for these instruments, corporate loans typically do not
satisfy Level 1 classification criteria insofar as the price data may
not be directly observable, and moreover the market for these
instruments is not actively traded. Instruments with suitably deep
and liquid price data available will be classified as Level 2, while
any positions requiring the use of valuation techniques or for
which the price sources have insufficient trading depth are classi-
fied as Level 3. Recently originated commercial real estate loans
that are classified as Level 3 are measured using a securitization
approach based on rating agency guidelines.

Included within loans are various contingent lending transac-
tions for which valuations are dependent on actuarial mortality
levels and actuarial life insurance policy lapse rates. Mortality and
lapse rate assumptions are based on external actuarial estimations
for large homogeneous pools, and contingencies are derived from
a range relative to the actuarially expected amount. In addition,
the pricing technique uses volatility of mortality as an input.



For the purpose of the UBS Registration Document, this page is referred to as page F-93

Note 24 Fair value measurement (continued)

Investment fund units

Investment fund units are predominantly exchange-traded, with
readily available quoted prices in liquid markets. Where market
prices are not available, fair value may be measured using net
asset values (NAV), taking into account any restrictions imposed
upon redemption. Listed units are classified as Level 1, provided
there is sufficient trading to justify active market classification,
while other positions are classified as Level 2. Positions where
NAV is not available or which are not redeemable at the measure-
ment date or in the near future are classified as Level 3.

Asset-backed securities: residential mortgage-backed

securities (RMBS), commercial mortgage-backed securities
(CMBS), other asset-backed securities (ABS) and collateralized
debt obligations (CDO)

RMBS, CMBS, ABS and CDO are instruments generally issued
through the process of securitization of underlying interest-bear-
ing assets. The underlying collateral for RMBS is residential mort-
gages, for CMBS, commercial mortgages, for ABS, other assets
such as credit card, car or student loans and leases, and for CDO,
other securitized positions of RMBS, CMBS or ABS. The market
for these securities is not active, and therefore a variety of valu-
ation techniques are used to measure fair value. For more liquid
securities, trade data or quoted prices may be obtained periodi-
cally for the instrument held, and the valuation process will use
this trade and price data, updated for movements in market lev-
els between the time of trading and the time of valuation. Less
liquid instruments are measured using discounted expected cash
flows incorporating price data for instruments or indices with
similar risk profiles. Expected cash flow estimation involves the
modeling of the expected collateral cash flows using input
assumptions derived from proprietary models, fundamental
analysis and/or market research based on management’s quan-
titative and qualitative assessment of current and future eco-
nomic conditions. The expected collateral cash flows estimated
are then converted into the securities’ projected performance
under such conditions based on the credit enhancement and
subordination terms of the securitization. Expected cash flow
schedules are discounted using a rate or discount margin that
reflects the discount levels required by the market for instru-
ments with similar risk and liquidity profiles. Inputs to discounted
expected cash flow techniques include asset prepayment rates,
discount margin or discount yields, asset default rates and asset
loss on default severity, which may in turn be estimated using

more fundamental loan and economic drivers such as, but not
limited to, loan-to-value data, house price appreciation, foreclo-
sure costs, rental income levels, void periods and employment
rates. RMBS, CMBS and ABS are generally classified as Level 2.
However, if significant inputs are unobservable, or if market or
fundamental data are not available for instruments or collateral
with a sufficiently similar risk profile to the positions held, they
are classified as Level 3.

Equity instruments

The majority of equity securities are actively traded on public stock
exchanges where quoted prices are readily and regularly available,
resulting in their classification as Level 1. Units held in hedge
funds are also classified as equity instruments. Fair value for these
units is measured based on their published NAV, taking into
account any restrictions imposed upon the redemption. These
units are classified as Level 2, except for positions where pub-
lished NAV is not available or which are not redeemable at the
measurement date or in the near future, in which case they are
classified as Level 3.

Unlisted equity holdings, including private equity positions, are
initially marked at their transaction price and are revalued to the
extent reliable evidence of price movements becomes available or
the position is deemed to be impaired.

Financial assets underlying unit-linked investment contracts
Unit-linked investment contracts allow investors to invest in a
pool of assets through issued investment units. The unit holders
are exposed to all risks and rewards associated with the reference
asset pool. Assets held under unit-linked investment contracts are
presented as Trading portfolio assets. The majority of assets are
listed on exchanges and are classified as Level 1 if actively traded,
or Level 2 if trading is not active. However, instruments for which
prices are not readily available are classified as Level 3.

Structured (reverse) repurchase agreements

Structured (reverse) repurchase agreements designated at fair
value are measured using discounted expected cash flow tech-
niques. The discount rate applied is based on funding curves that
are specific to the collateral eligibility terms for the contract in
question. Collateral terms for these positions are not standard
and therefore funding spread levels used for valuation purposes
cannot be observed in the market. As a result, these positions are
mostly classified as Level 3.
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Note 24 Fair value measurement (continued)

Replacement values

The curves used for discounting expected cash flows in the valua-
tion of collateralized derivatives reflect the funding terms associ-
ated with the relevant collateral arrangement for the instrument
being valued. These collateral arrangements differ across counter-
parties with respect to the eligible currency and interest terms of
the collateral. The majority of collateralized derivatives are mea-
sured using a discount curve that is based on funding rates derived
from overnight interest in the cheapest eligible currency for the
respective counterparty collateral agreement.

Uncollateralized and partially collateralized derivatives are dis-
counted using the LIBOR (or equivalent) curve for the currency of
the instrument. As described in Note 24d, the fair value of uncol-
lateralized and partially collateralized derivatives is then adjusted
by CVA, DVA and FVA as applicable, to reflect an estimation of
the impact of counterparty credit risk, UBS AG’s own credit risk
and funding costs and benefits.

Interest rate contracts

Interest rate swap contracts include interest rate swaps, basis
swaps, cross-currency swaps, inflation swaps and interest rate for-
wards, often referred to as forward-rate agreements (FRA). These
products are valued by estimating future interest cash flows and
discounting those cash flows using a rate that reflects the appro-
priate funding rate for the position being measured. The yield
curves used to estimate future index levels and discount rates are
generated using market standard yield curve models using inter-
est rates associated with current market activity. The key inputs to
the models are interest rate swap rates, FRA rates, short-term
interest rate futures prices, basis swap spreads and inflation swap
rates. In most cases, the standard market contracts that form the
inputs for yield curve models are traded in active and observable
markets, resulting in the majority of these financial instruments
being classified as Level 2.

Interest rate option contracts include caps and floors, swap-
tions, swaps with complex payoff profiles and other more com-
plex interest rate options. These contracts are valued using various
market standard option models, using inputs that include interest
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rate yield curves, inflation curves, volatilities and correlations. The
volatility and correlation inputs within the models are implied
from market data based on market observed prices for standard
option instruments trading within the market. Option models
used to value more exotic products have a number of model
parameter inputs that require calibration to enable the exotic
model to price standard option instruments to the price levels
observed in the market. Although these inputs cannot be directly
observed, they are generally treated as Level 2, as the calibration
process enables the model output to be validated to active market
levels. Models calibrated in this way are then used to revalue the
portfolio of both standard options as well as more exotic prod-
ucts. In most cases, there are active and observable markets for
the standard market instruments that form the inputs for yield
curve models as well as the financial instruments from which vola-
tility and correlation inputs are derived, resulting in the majority of
these products being classified as Level 2. Within interest rate
option contracts, exotic options for which appropriate volatility or
correlation input levels cannot be implied from observable market
data are classified as Level 3. These options are valued using vola-
tility and correlation levels derived from non-market sources.

Interest rate swap and option contracts are classified as Level 3
when the maturity of the contract exceeds the term for which
standard market quotes are observable for a significant input
parameter. Such positions are valued by extrapolation from the
last observable point using standard assumptions or by reference
to another observable comparable input parameter to represent a
suitable proxy for that portion of the term.

Balance guaranteed swaps (BGS) are interest rate or currency
swaps that have a notional schedule based on a securitization
vehicle, requiring the valuation to incorporate an adjustment for
the unknown future variability of the notional schedule. Inputs to
value BGS are those used to value the standard market risk on the
swap and those used to estimate the notional schedule of the
underlying securitization pool (i.e., prepayment, default and inter-
est rates). BGS are classified as Level 3, as the correlation between
unscheduled notional changes and the underlying market risk of
the BGS does not have an active market and cannot be observed.
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Credit derivative contracts
Credit derivative contracts based on a single credit name include
credit default swaps (CDS) based on corporate and sovereign
single names, CDS on loans and certain total return swaps (TRS).
These contracts are valued by estimating future default probabili-
ties using industry standard models based on market credit
spreads, upfront pricing points and implied recovery rates. These
default and recovery assumptions are used to generate future
expected cash flows that are then discounted using market stan-
dard discounted cash flow models and a discount rate that reflects
the appropriate funding rate for that portion of the portfolio. TRS
and certain single-name CDS contracts for which a derivative-
based credit spread is not directly available are valued using a
credit spread derived from the price of the cash bond that is ref-
erenced in the credit derivative, adjusted for any funding differ-
ences between the cash and synthetic product. Loan CDS for
which a credit spread cannot be observed directly may be valued,
where possible, using the corporate debt curve for the entity,
adjusted for differences between loan and debt default defini-
tions and recovery rate assumptions. Inputs to the valuation mod-
els used to value single-name and loan CDS include single-name
credit spreads and upfront pricing points, recovery rates and fund-
ing curves. In addition, corporate bond prices are used as inputs
to the valuation model for TRS and certain single-name or loan
CDS as described. Many single-name credit default swaps are
classified as Level 2 because the credit spreads and recovery rates
used to value these contracts are actively traded and observable
market data are available. Where the underlying reference name
is not actively traded, these contracts are classified as Level 3.
Credit derivative contracts based on a portfolio of credit names
include credit default swaps on a credit index, credit default swaps
based on a bespoke portfolio or first to default swaps (FTD). The
valuation of these contracts is similar to that described above for
single-name CDS and includes an estimation of future default
probabilities using industry standard models based on market
credit spreads, upfront pricing points and implied recovery rates.
These default and recovery assumptions are used to generate
future expected cash flows that are then discounted using market
standard discounted cash flow models based on an estimation of
the funding rate for that portion of the portfolio. Tranche products
and FTD are valued using industry standard models that, in addi-
tion to default and recovery assumptions as above, incorporate

implied correlations to be applied to the credits within the portfo-
lio in order to apportion the expected credit loss at a portfolio level
across the different tranches or names within the overall structure.
These correlation assumptions are derived from prices of actively
traded index tranches or other FTD baskets. Inputs to the valuation
models used for all portfolio credit default swaps include single-
name or index credit spreads and upfront pricing points, recovery
rates and funding curves. In addition, models used for tranche and
FTD products have implied credit correlations as inputs. Credit
derivative contracts based on a portfolio of credit names are clas-
sified as Level 2 when credit spreads and recovery rates are deter-
mined from actively traded observable market data, and when the
correlation data used to value bespoke and index tranches are
based on actively traded index tranche instruments. These correla-
tion data undergo a mapping process that takes into account both
the relative tranche attachment/detachment points in the overall
capital structure of the portfolio and portfolio composition. Where
the mapping process requires extrapolation beyond the range of
available and active market data, the position is classified as
Level 3. This relates to a small number of index and all bespoke
tranche contracts. FTD are classified as Level 3 as the correlations
between specific names in the FTD portfolio are not actively
traded. Also classified as Level 3 are several older credit index posi-
tions, referred to as off-the-run indices, due to the lack of any
active market for the index credit spread.

Credit derivative contracts on securitized products have an
underlying reference asset that is a securitized product (RMBS,
CMBS, ABS or CDO) and include credit default swaps and certain
TRS. These credit default swaps (typically referred to as pay-as-
you-go (PAYG) CDS) and TRS are valued using a similar valuation
technique to the underlying security (by reference to equivalent
securities trading in the market, or through cash flow estimation
and discounted cash flow techniques as described in the Asset-
backed securities section above), with an adjustment made to
reflect the funding differences between cash and synthetic form.
Inputs to the PAYG CDS and TRS are those used to value the
underlying security (prepayment rates, default rates, loss severity,
discount margin/rate and other inputs) and those used to capture
the funding basis differential between cash and synthetic form.
The classification of PAYG CDS and these TRS follow the charac-
teristics of the underlying security and are therefore distributed
across Level 2 and Level 3.
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Foreign exchange (FX) contracts

Open spot FX contracts are valued using the FX spot rate observed
in the market. Forward FX contracts are valued using the FX spot
rate adjusted for forward pricing points observed from standard
market-based sources. As the markets for both FX spot and FX
forward pricing points are both actively traded and observable, FX
contracts are generally classified as Level 2.

OTC FX option contracts include standard call and put options,
options with multiple exercise dates, path-dependent options,
options with averaging features, options with discontinuous pay-
off characteristics and options on a number of underlying FX
rates. OTC FX option contracts are valued using market standard
option valuation models. The models used for shorter-dated
options (i.e., maturities of five years or less) tend to be different
than those used for longer-dated options because the models
needed for longer-dated OTC FX contracts require additional con-
sideration of interest rate and FX rate interdependency. Inputs to
the option valuation models include spot FX rates, FX forward
points, FX volatilities, interest rate yield curves, interest rate vola-
tilities and correlations. The inputs for volatility and correlation are
implied through the calibration of observed prices for standard
option contracts trading within the market.

As inputs are derived mostly from standard market contracts
traded in active and observable markets, a significant proportion
of OTC FX option contracts are classified as Level 2. OTC FX
option contracts classified as Level 3 include long-dated FX exotic
option contracts for which there is no active market from which
to derive volatility or correlation inputs. The inputs used to value
these OTC FX option contracts are calculated using consensus
pricing services without an underlying principal market, historical
asset prices or by extrapolation.

Cross-currency balance guaranteed swaps are classified as for-
eign exchange contracts. Details of the fair value classification can
be found under the interest rate contracts section above.

Equity/index contracts

Equity/index contracts include equity forward contracts and
equity option contracts. Equity forward contracts have a single
stock or index underlying and are valued using market standard
models. The key inputs to the models are stock prices, estimated
dividend rates and equity funding rates (which are implied from
prices of forward contracts observed in the market). Estimated
cash flows are then discounted using market standard discounted
cash flow models using a rate that reflects the appropriate fund-
ing rate for that portion of the portfolio. As inputs are derived
mostly from standard market contracts traded in active and
observable markets, a significant proportion of equity forward
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contracts are classified as Level 2. Positions classified as Level 3
have no market data available for the instrument maturity and are
valued by some form of extrapolation of available data, use of
historical dividend data, or use of data for a related equity.

Equity option contracts include market standard single or bas-
ket stock or index call and put options as well as equity option
contracts with more complex features including option contracts
with multiple or continuous exercise dates, option contracts for
which the payoff is based on the relative or average performance
of components of a basket, option contracts with discontinuous
payoff profiles, path-dependent options and option contracts
with a payoff calculated directly upon equity features other than
price (i.e., dividend rates, volatility or correlation). Equity option
contracts are valued using market standard models that estimate
the equity forward level as described above for equity forward
contracts and incorporate inputs for stock volatility and for cor-
relation between stocks within a basket. The probability-weighted
expected option payoff generated is then discounted using mar-
ket standard discounted cash flow models using a rate that
reflects the appropriate funding rate for that portion of the port-
folio. Positions for which inputs are derived from standard mar-
ket contracts traded in active and observable markets are classi-
fied as Level 2. Level 3 positions are those for which volatility,
forward or correlation inputs are not observable and are there-
fore valued using extrapolation of available data, historical divi-
dend, correlation or volatility data, or the equivalent data for a
related equity.

Commodity derivative contracts

Commaodity derivative contracts include forward, swap and option
contracts on individual commodities and on commodity indices.
Commodity forward and swap contracts are measured using mar-
ket standard models that use market forward levels on standard
instruments. Commodity option contracts are measured using
market standard option models that estimate the commodity for-
ward level as described above for commodity forward and swap
contracts, incorporating inputs for the volatility of the underlying
index or commodity. The option model produces a probability-
weighted expected option payoff that is then discounted using
market standard discounted cash flow models using a rate that
reflects the appropriate funding rate for that portion of the port-
folio. For commodity options on baskets of commodities or
bespoke commaodity indices, the valuation technique also incor-
porates inputs for the correlation between different commodities
or commodity indices. Individual commodity contracts are typi-
cally classified as Level 2 because active forward and volatility
market data are available.
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Financial liabilities designated at fair value

Structured and OTC debt instruments issued

Structured debt instruments issued are comprised of medium-
term notes (MTNSs), which are held at fair value under the fair
value option. These MTNs are tailored specifically to the holder’s
risk or investment appetite with structured coupons or payoffs.
The risk management and the valuation approaches for these
MTNs are closely aligned to the equivalent derivatives business
and the underlying risk, and the valuation techniques used for this
component are the same as the relevant valuation techniques
described above. For example, equity-linked notes should be ref-
erenced to equity/index contracts and credit-linked notes should
be referenced to credit derivative contacts.

Other liabilities — amounts due under unit-linked

investment contracts

Unit-linked investment contracts allow investors to invest in a
pool of assets through issued investment units. The unit holders
are exposed to all risks and rewards associated with the refer-
ence asset pool. The financial liability represents the amounts
due to unit holders and is equal to the fair value of the reference
asset pool. The fair values of investment contract liabilities are
determined by reference to the fair value of the corresponding
assets. The liabilities themselves are not actively traded, but are
mainly referenced to instruments that are and are therefore clas-
sified as Level 2.

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

The amounts provided below reflect transfers between Level 1
and Level 2 for instruments that were held for the entire reporting
period.

Assets totaling approximately CHF 0.6 billion, which were
mainly comprised of financial investments classified as available-
for-sale, primarily corporate and municipal bonds, and financial
assets held for trading, were transferred from Level 2 to Level 1
during 2015, generally due to increased levels of trading activity
observed within the market. Transfers of financial liabilities from
Level 2 to Level 1 during 2015 were not significant.

Assets totaling approximately CHF 0.8 billion, which were
mainly comprised of financial assets held for trading, primarily
equity instruments and government bills/bonds, and financial
investments classified as available-for-sale, mainly corporate and
municipal bonds, were transferred from Level 1 to Level 2 during
2015, generally due to diminished levels of trading activity
observed within the market. Transfers of financial liabilities from
Level 1 to Level 2 during 2015 were not significant.
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g) Movements of Level 3 instruments

Significant changes in Level 3 instruments

The table on the following pages presents additional information
about Level 3 assets and liabilities measured at fair value on a
recurring basis. Level 3 assets and liabilities may be hedged with
instruments classified as Level 1 or Level 2 in the fair value hierar-
chy, and, as a result, realized and unrealized gains and losses
included in the table may not include the effect of related hedg-
ing activity. Further, the realized and unrealized gains and losses
presented within the table are not limited solely to those arising
from Level 3 inputs, as valuations are generally derived from both
observable and unobservable parameters.

Assets and liabilities transferred into or out of Level 3 are pre-
sented as if those assets or liabilities had been transferred at the
beginning of the year.

As of 31 December 2015, financial instruments measured with
valuation techniques using significant non-market-observable
inputs (Level 3) were mainly comprised of:

— loans (including structured loans);

— structured reverse repurchase and securities borrowing agree-
ments;

— credit derivative contracts;

— equity/index contracts;

— non-structured fixed-rate bonds and

— structured debt instruments issued (equity and credit-linked).

Significant movements in Level 3 instruments during the year
ended 31 December 2015 were as follows.
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Financial assets held for trading

Financial assets held for trading decreased to CHF 2.1 billion from
CHF 3.5 billion during the year. Issuances of CHF 5.4 billion and
purchases of CHF 0.7 billion, mainly comprised of loans and cor-
porate bonds, respectively, were more than offset by sales of CHF
7.6 billion, also primarily comprised of loans and corporate bonds.
Transfers into Level 3 during the year amounted to CHF 0.9 billion
and were mainly comprised of equity instruments and investment
fund units due to decreased observability of the respective equity
volatility inputs. Transfers out of Level 3 amounted to CHF 0.5 bil-
lion and were primarily comprised of loans, reflecting increased
observability of the respective credit spread inputs.

Financial assets designated at fair value
Financial assets designated at fair value decreased to CHF 3.3 bil-
lion from CHF 3.5 billion during the year, mainly reflecting settle-
ments of CHF 1.3 billion, partly offset by issuances of CHF 0.8
billion. Transfers into and out of Level 3 amounted to CHF 0.8
billion and CHF 0.4 billion, respectively.

Financial investments classified as available-for-sale

Financial investments classified as available-for-sale increased to
CHEF 0.7 billion from CHF 0.6 billion during the year, primarily due
to purchases totaling CHF 0.1 billion.



For the purpose of the UBS Registration Document, this page is referred to as page F-99

Note 24 Fair value measurement (continued)

Positive replacement values

Positive replacement values decreased to CHF 2.9 billion from
CHF 4.4 billion during the year, primarily due to settlements of
CHF 2.9 billion, primarily related to credit derivative contracts and
equity/index contracts, partly offset by issuances totaling CHF 1.7
billion, also primarily related to credit derivative contracts and
equity/index contracts. Transfers into Level 3, totaling CHF 0.7
billion, were mainly comprised of interest rate contracts and
equity/index contracts and primarily resulted from changes in the
correlation between the portfolios held and the representative
market portfolio used to independently verify market data. Trans-
fers out of Level 3, totaling CHF 0.5 billion, were mainly com-
prised of equity/index contracts and also primarily related to
changes in the correlation between the portfolio held and the
representative market portfolio used to independently verify mar-
ket data.

Negative replacement values

Negative replacement values decreased to CHF 3.3 billion from
CHF 5.0 billion during the year. Settlements and issuances
amounted to CHF 2.2 billion and CHF 1.0 billion, respectively, and
were primarily comprised of equity/index contracts. Transfers into

and out of Level 3 both amounted to CHF 0.5 billion, and primar-
ily related to changes in the availability of the respective observ-
able equity volatility and credit spread inputs.

Financial liabilities designated at fair value

Financial liabilities designated at fair value decreased to CHF 10.7
billion from CHF 11.9 billion during the year. Issuances of CHF 6.1
billion, primarily comprised of structured debt instruments issued
and structured over-the-counter debt instruments, were more
than offset by settlements of CHF 6.7 billion, also primarily com-
prised of structured debt instruments issued and structured over-
the-counter debt instruments. Transfers into Level 3, totaling CHF
1.3 billion, were primarily comprised of equity and credit-linked
structured debt instruments issued, and mainly related to a reduc-
tion in the observable equity volatility inputs and from changes in
the respective credit spreads used to determine the fair value of
the embedded options in these structures. Transfers out of Level 3,
totaling CHF 2.2 billion, were also mainly comprised of equity-
and credit-linked structured debt instruments issued, and mainly
related to changes in the observable equity volatility inputs and
from changes in the respective credit spreads used to determine
the fair value of the embedded options in these structures.
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Note 24 Fair value measurement (continued)

Movements of Level 3 instruments

Total gains/losses included in
comprehensive income
of which:
related to
Net interest  Level 3 in-
income,  struments

Balance nettrading held at the Foreign
as of income end of the Other com- Transfers  Transfers — currency
31 Decem-  and other  reporting prehensive into out of trans-
CHF billion ber 2013 income period income  Purchases Sales Issuances Settlements Level 3 Level 3 lation
Financial assets held for trading 4.3 (1.6) 0.9) 1.4 (6.5) 5.2 0.0 1.0 (0.5) 0.1
of which:
Corporate bonds and municipal
bonds, including bonds issued by
financial institutions 1.7 0.1) 0.1) 0.9 (1.2) 0.0 0.0 0.2 0.2) 0.1
Loans 0 (14 (08 ' 02 @41 52 00 02 (1) 01
Asset-backed securities 10 00 00 ' o1 07 00 00 05 (03 00
Other 06 @1 00 02 (05 00 00 01 00 00
Financial assets designated
at fair value 4.4 (0.8) (0.3) 0.0 0.0 1.3 (1.2) 0.0 (0.3) 0.2
of which:
Loans (including structured loans) 1.1 (0.3)  (0.2) ' 00 00 06 ©02) 00 (03 00
Structured reverse repurchase and - D - ' ' ' ' ' ' ' ' '
securities borrowing agreements 3.1 (0.5) 0.0 0.0 0.0 0.7 (1.0) 0.0 0.0 0.1
Other 02 00 00 00 00 00 00 00 00 00
Financial investments
available-for-sale 0.8 0.0 0.0 0.0 0.1 (0.2) 0.0 0.0 0.0 0.0 0.0
Positive replacement values 5.5 1.1 0.0 0.0 0.0 2.6 (5.1) 1.1 (0.5) (0.2)
of which:
Credit derivative contracts 30 03 (08 ' 00 00 11 (3.2 05 (02 01
Foreign exchange contracts 09 o1 01 ' 00 00 01 ©0.2) 00 (1) (03
Equity/index contracts 12 06 05 ' 00 00 1.3 (13) 03 (02 00
Other 03 00 01 ' 00 00 02 ©0.4) 03 (1) 00
Negative replacement values 4.4 0.7 (0.6) 0.0 0.0 2.5 (3.7) 1.4 (0.5) 0.2
of which:
Credit derivative contracts 20 o1 (12 ' 00 00 0 (2.4) 0 02 03
Foreign exchange contracts 05 00 00 ' 00 00 00 00 0o (1) 00
Equity/index contracts 95 04 04 ' 00 00 15 (1.2) 03 (1) 00
Other o5 02 03 00 00 00 0.1) 01 00 (1)
Financial liabilities designated
at fair value 121 0.5 1.3 0.0 0.0 7.4 (7.4) 2.0 (3.2) 0.5
of which:
Non-structured fixed-rate bonds . 1.2 - 0.4 ' 0.3 ' ' 0.0 ' 0.0 ' 1.9 ' (7,4)' 0.4 ' (0.4)' 0.1 '
Structured debt instruments issied 7.9 09 04 ' 00 00 37 (42 12 (26 04
Structured over-the-counter debt D - ' ' ' ' ' ' ' ' '
instruments 1.8 (0.4) 0.1) 0.0 0.0 14 (1.5) 04 0.2) 0.0
Structured repurchase agreements . 12 (0.3). 07 . 00 00 05 (0.4). 00 00 00

1 Total Level 3 assets as of 31 December 2015 were CHF 9.0 billion (31 December 2014: CHF 12.2 billion). Total Level 3 liabilities as of 31 December 2015 were CHF 14.1 billion (31 December 2014: CHF 17.0 billion).
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Total gains/losses included in
comprehensive income

of which

related to

Net interest Level 3 in-

income, struments
Balance  net trading held at the Foreign Balance
as of income end ofthe re-  Other com- Transfers Transfers currency as of
31 Decem- and other porting  prehensive into out of trans- 31 Decem-
ber 2014 income period income Purchases Sales Issuances  Settlements Level 3 Level 3 lation  ber 2015!
3.5 0.2) (0.4) 0.7 (7.6) 5.4 0.0 0.9 (0.5) (0.1) 2.1
o . uo_ e T L o ol .
o . 2. L (1 (5:35) C o - L. -
o L. o L (1 s L. o 1 o
o L L L1 s L. L. o L L.
35 0.0 0.0 0.0 0.0 0.8 (1.3) 0.8 (0.4) (0.1) 3.3
o ey ey 00 00 07 @) 08 @4 00 17
o . S L A he . L. (10 e 00 ....@n . =
o L1 Co e me h . ve be Co CC
0.6 0.0 0.0 0.0 0.1 (0.1) 0.0 0.0 0.0 0.0 0.0 0.7
4.4 (0.4) (0.1) 0.0 (0.1) 1.7 (2.9) 0.7 (0.5) (0.1) 2.9
702 00 00 09 ()01 @) @) 13
0.6 0.1) 0.0 0.0 0.0 0.1 0.1) 0.0 0.0 0.0 0.5
1.9 0.0 (0.3) 0.0 0.1) 0.7 (1.4) 0.2 0.3) 0.0 1.0
0.3 0.1) 0.1) 0.0 0.0 0.0 0.3) 0.4 0.1) 0.0 0.1
5.0 (0.4) 0.0 0.0 0.0 1.0 (2.2) 0.5 (0.5) (0.1) 3.3
170306 00 00 00 (09 03 @) 00 13
o = . L L L. C . u L. -
o 24 .09 5 L. “a 09 .02 CL 4 0V N
o 06 .02 n ue . CL—- ve 1 00 .....@y 03
11.9 0.6 0.0 0.0 0.0 6.1 (6.7) 1.3 (2.2) (0.3) 10.7

ey e e a0 wea o ws
o 73es er 00 00 38 @) 13 (9

1.5 0.2 (0.1) 0.0 0.0 1.2 (2.0) 0.0 0.0 0.1) 0.8
0.9 0.0 0.0 0.0 0.0 0.0 (0.3) 0.0 0.0 0.0 0.6
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Note 24 Fair value measurement (continued)

h) Valuation of assets and liabilities classified as Level 3

The table on the following pages presents the assets and liabilities
recognized at fair value and classified as Level 3, together with the
valuation techniques used to measure fair value, the significant
inputs used in the valuation technique that are considered unob-
servable and a range of values for those unobservable inputs.
The range of values represents the highest and lowest level
input used in the valuation techniques. Therefore, the range
does not reflect the level of uncertainty regarding a particular
input, but rather the different underlying characteristics of the
relevant assets and liabilities. The ranges will therefore vary from
period to period and parameter to parameter based on charac-
teristics of the instruments held at each balance sheetdate. Fur-

ther, the ranges of unobservable inputs may differ across other
financial institutions due to the diversity of the products in each
firm’s inventory.

Significant unobservable inputs in Level 3 positions

This section discusses the significant unobservable inputs identi-
fied in the table on the following pages and assesses the potential
effect that a change in each unobservable input in isolation may
have on a fair value measurement, including information to facili-
tate an understanding of factors that give rise to the input ranges
shown. Relationships between observable and unobservable
inputs have not been included in the summary below.

Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities

Fair value Range of inputs
Assets Liabilities Significant 31.12.15 31.12.14

CHF billion 31.12.15 31.12.14 31.12.15 31.12.14 Valuation technique(s) unobservable input(s)’ low high low  high  unit'

Financial assets held for

trading/Trading portfolio

liabilities, Financial

assets/liabilities desig-

nated at fair value and

Financial investments

available-for-sale

Corporate bonds and municipal

bonds, including bonds issued Relative value to

by financial institutions 0.7 1.4 0.1 0.1 market comparable Bond price equivalent 0 134 8 144 points

Traded loans, loans designated

at fair value, loan commitments Relative value to

and guarantees 2.6 2.2 0.0 0.0 market comparable Loan price equivalent 65 100 80 101  points
Discounted expected basis
cash flows Credit spread 30 252 37 138  points
Market comparable and
securitization model Discount margin/spread 1 14 0 13 %
Mortality dependent
cash flow Volatility of mortality? 270 280 %
Relative value to

Investment fund units® 0.3 0.5 0.0 0.0 market comparable Net asset value
Discounted cash flow

Asset-backed securities 0.2 0.6 0.0 0.0 projection Constant prepayment rate 0 18 0 18 %

Discount margin/spread 0 12 0 22 %

Relative value to
market comparable Bond price equivalent 1 92 0 102 points
Relative value to

Equity instruments® 0.6 0.5 0.0 0.0 market comparable Price

Structured (reverse) repurchase Discounted expected basis

agreements 1.5 24 0.6 0.9 cash flows Funding spread 18 183 10 163 points

Financial assets for unit-linked Relative value to

investment contracts® 0.1 0.1 market comparable Price

Structured debt instruments and

non-structured fixed-rate bonds* 10.1 11.0
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Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities (continued)

Fair value Range of inputs
Assets Liabilities Significant 31.12.15 31.12.14
CHF billion 31.12.15 31.12.14 31.12.15 31.12.14 Valuation technique(s) unobservable input(s)’ low high low  high  unit'
Replacement values N N ;
Interest rate contracts 0.1 0.2 0.3 0.6 Option model VoIatiIityofimerest rates 16 130 13 9% %
Rate-to-rate correlation 84 94 84 9% %
N Intra-curve correlation 36 94 50 9% %
Discounted expected
~cashflows  Constant prepayment rate 0 3 0 3. %
Discounted expected cash
flow based on modeled basis
Credit derivative contracts : 13 L7 13 1.7 Hdefaults and recoveries ..Credit spreads : 1 1,163 0 963 points
..Upfront price points : 8 25 15 8 %
Recovery rates ; 0o 95 0 95 %
Creditindex correlaon 10~ 85 10 8 %
Discount margin/spread 172 0 32 %
B N  Credit pair correlation 57 94 57 94 %
Discounted cash flow
projection on underlying
~bond N _ Constant prepayment rate 0o 15 1 6 %
 Constant default rate : 0 9 0 9 %
 Loss severity 0 100 0 100 %
 Discount margin/spread ; 115 1 33 %
; ; : : B : B N ~Bond price equivalent : 0 104 12 100 points
Foreign exchange contracts 0.5 06 0.2 0.3 Option model Rate-to-FX correlation (7)) 60 (57 60 %
B N HFX»to-FX correlation : (70). 80 N (70). 80 - %
Discounted expected Constant prepayment
; ; : : B : ~cashflows rate? N : : N o 13 %
Equity/index contracts : 1.0 19 1.4 2.4 Option model  Equity dividend yields : 0 57 0o 15 %
Volatility of equity stocks,
equity and other indices 0 143 T 130 %
HEquity-to—FX ;qrrelation : (44). 82 N (55). 84 - %
Equity-to-equity correlation 3 99 18 99 %
Relative value to market
Non-financial assets** : 0.1 02 : ~comparable Price N
Projection of cost and
Discounted cash flow income related to the
projection B particular property

Discount rate
Assessment of the
particular property’s
condition

1 The ranges of significant unobservable inputs are represented in points, percentages and basis points. Points are a percentage of par. For example, 100 points would be 100% of par. 2 The range of inputs is not dis-
closed as of 31 December 2015 because this unobservable input parameter was not significant to the respective valuation technique as of that date. 3 The range of inputs is not disclosed due to the dispersion of pos-
sible values given the diverse nature of the investments. 4 Valuation techniques, significant unobservable inputs and the respective input ranges for structured debt instruments and non-structured fixed-rate bonds are
the same as the equivalent derivative or structured financing instruments presented elsewhere in this table. 5 Non-financial assets include other assets which primarily consist of assets held for sale.
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Note 24 Fair value measurement (continued)

Bond price equivalent: Where market prices are not available for
a bond, fair value is measured by comparison with observable
pricing data from similar instruments. Factors considered when
selecting comparable instruments include credit quality, maturity
and industry of the issuer. Fair value may be measured either by a
direct price comparison or by conversion of an instrument price
into a yield (either as an outright yield or as a spread to LIBOR).
Bond prices are expressed as points of the nominal, where 100
represents a fair value equal to the nominal value (i.e., par).

For corporate and municipal bonds, the range of 0-134 points
represents the range of prices from reference issuances used in
determining fair value. Bonds priced at O are distressed to the
point that no recovery is expected, while prices significantly in
excess of 100 or par relate to inflation-linked or structured issu-
ances that pay a coupon in excess of the market benchmark as of
the measurement date. The weighted average price is approxi-
mately 94 points, with a majority of positions concentrated
around this price.

For asset-backed securities, the bond price range of 1-92
points represents the range of prices for reference securities used
in determining fair value. An instrument priced at O is not expected
to pay any principal or interest, while an instrument priced close
to 100 points is expected to be repaid in full as well as pay a yield
close to the market yield. The weighted average price for Level 3
assets within this portion of the Level 3 portfolio is 72 points.

For credit derivatives, the bond price range of 0-104 points
represents the range of prices used for reference instruments that
are typically converted to an equivalent yield or credit spread as
part of the valuation process. The range is comparable to that for
corporate and asset-backed issuances described above.

Loan price equivalent: Where market prices are not available for a
traded loan, fair value is measured by comparison with observable
pricing data for similar instruments. Factors considered when
selecting comparable instruments include industry segment, col-
lateral quality, maturity and issuer-specific covenants. Fair value
may be measured either by a direct price comparison or by con-
version of an instrument price into a yield. The range of 65-100
points represents the range of prices derived from reference issu-
ances of a similar credit quality used in measuring fair value for
loans classified as Level 3. Loans priced at O are distressed to the
point that no recovery is expected, while a current price of 100
represents a loan that is expected to be repaid in full. The weighted
average is approximately 93 points.
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Credit spread.: Valuation models for many credit derivatives require
an input for the credit spread, which is a reflection of the credit
quality of the associated referenced underlying. The credit spread
of a particular security is quoted in relation to the yield on a
benchmark security or reference rate, typically either US Treasury
or LIBOR, and is generally expressed in terms of basis points. An
increase/(decrease) in credit spread will increase/(decrease) the
value of credit protection offered by CDS and other credit deriva-
tive products. The income statement impact from such changes
depends on the nature and direction of the positions held. Credit
spreads may be negative where the asset is more creditworthy
than the benchmark against which the spread is calculated. A
wider credit spread represents decreasing creditworthiness. The
ranges of 30-252 basis points in loans and 1-1163 basis points in
credit derivatives represents a diverse set of underlyings, with the
lower end of the range representing credits of the highest quality
(e.g., approximating the risk of LIBOR) and the upper end of the
range representing greater levels of credit risk.

Constant prepayment rate: A prepayment rate represents the
amount of unscheduled principal repayment for a pool of loans.
The prepayment estimate is based on a number of factors, such as
historical prepayment rates for repaid and existing loans with
similar characteristics and the future economic outlook, consider-
ing factors including, but not limited to, future interest rates. In
general, a significant increase/(decrease) in this unobservable
input in isolation would result in a significantly higher/(lower) fair
value for bonds trading at a discount. For bonds trading at a pre-
mium the reverse would apply, with a decrease in fair value when
the constant prepayment rate increases. However, in certain cases
the effect of a change in prepayment speed on instrument price is
more complicated and depends on both the precise terms of the
securitization and the position of the instrument within the secu-
ritization capital structure.

For asset-backed securities, the range of 0-18% represents
inputs across various classes of asset-backed securities. Securities
with an input of 0% typically reflect no current prepayment behav-
ior with respect to the underlying collateral, and with no expecta-
tion of this changing in the immediate future, while the high range
of 18% relates to securities that are currently experiencing high
prepayments. Different classes of asset-backed securities typically
show different ranges of prepayment characteristics depending on
a combination of factors, including the borrowers’ ability to refi-
nance, prevailing refinancing rates, and the quality or characteris-
tics of the underlying loan collateral pools. The weighted average
constant prepayment rate for the portfolio is 5.0%.
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For credit derivatives, the range of 0-15% represents the
input assumption for credit derivatives on asset-backed securi-
ties. The range is driven in a similar manner to that for asset-
backed securities.

For interest rate contracts, the range of 0-3% represents the
prepayment assumptions on securitizations underlying the BGS
portfolio.

Constant default rate (CDR): The CDR represents the percentage
of outstanding principal balances in the pool that are projected to
default and liquidate and is the annualized rate of default for a
group of mortgages or loans. The CDR estimate is based on a
number of factors, such as collateral delinquency rates in the pool
and the future economic outlook. In general, a significant
increase/(decrease) in this unobservable input in isolation would
result in significantly lower/(higher) cash flows for the deal (and
thus lower/(higher) valuations). However, different instruments
within the capital structure can react differently to changes in the
CDR rate. Generally, subordinated bonds will decrease in value as
CDR increases, but for well protected senior bonds an increase in
CDR may cause an increase in price. In addition, the presence of a
guarantor wrap on the collateral pool of a security may result in
notes at the junior end of the capital structure experiencing a
price increase with an increase in the default rate.

The range of 0-9% for credit derivatives represents the
expected default percentage across the individual instruments’
underlying collateral pools.

Loss severity/recovery rate: The projected loss severity/recovery
rate reflects the estimated loss that will be realized given expected
defaults. Loss severity is generally applied to collateral within
asset-backed securities while the recovery rate is the analogous
pricing input for corporate or sovereign credits. Recovery is the
reverse of loss severity, so a 100% recovery rate is the equivalent
of a 0% loss severity. Increases in loss severity levels/decreases in
recovery rates will result in lower expected cash flows into the
structure upon the default of the instruments. In general, a sig-
nificant decrease/(increase) in the loss severity in isolation would
result in significantly higher/(lower) fair value for the respective
asset-backed securities. The impact of a change in recovery rate
on a credit derivative position will depend on whether credit pro-
tection has been bought or sold.

Loss severity is ultimately driven by the value recoverable from
collateral held after foreclosure occurs relative to the loan princi-
pal and possibly unpaid interest accrued at that point. For credit
derivatives, the loss severity range of 0-100% applies to deriva-
tives on asset-backed securities. The recovery rate range of
0-95% represents a wide range of expected recovery levels on
credit derivative contracts within the Level 3 portfolio.

Discount margin (DM) spread: The DM spread represents the dis-
count rates used to present value cash flows of an asset to reflect
the market return required for uncertainty in the estimated cash
flows. DM spreads are a rate or rates applied on top of a floating
index (e.g., LIBOR) to discount expected cash flows. Generally, a
decrease/(increase) in the unobservable input in isolation would
result in a significantly higher/(lower) fair value.

The different ranges represent the different discount rates
across loans (1-14%), asset-backed securities (0-12%) and credit
derivatives (1-72%). The high end of the range relates to securi-
ties that are priced very low within the market relative to the
expected cash flow schedule. This indicates that the market is
pricing an increased risk of credit loss into the security that is
greater than what is being captured by the expected cash flow
generation process. The low ends of the ranges are typical of
funding rates on better quality instruments. For asset-backed
securities the weighted average DM is 2.7% and for loans the
average effective DM is 2.4%.

Equity dividend yields: The derivation of a forward price for an
individual stock or index is important for measuring fair value for
forward or swap contracts and for measuring fair value using
option pricing models. The relationship between the current stock
price and the forward price is based on a combination of expected
future dividend levels and payment timings, and, to a lesser
extent, the relevant funding rates applicable to the stock in ques-
tion. Dividend yields are generally expressed as an annualized per-
centage of the share price with the lowest limit of 0% represent-
ing a stock that is not expected to pay any dividend. The dividend
yield and timing represents the most significant parameter in
determining fair value for instruments that are sensitive to an
equity forward price. The range of 0-57% reflects the expected
range of dividend rates for the portfolio.

Volatility: Volatility measures the variability of future prices for a
particular instrument and is generally expressed as a percentage,
where a higher number reflects a more volatile instrument for
which future price movements are more likely to occur. The mini-
mum level of volatility is 0% and there is no theoretical maximum.
Volatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the
underlying instrument. The effect of volatility on individual posi-
tions within the portfolio is driven primarily by whether the option
contract is a long or short position. In most cases, the fair value of
an option increases as a result of an increase in volatility and is
reduced by a decrease in volatility. Generally, volatility used in the
measurement of fair value is derived from active market option
prices (referred to as implied volatility). A key feature of implied
volatility is the volatility “smile” or “skew,” which represents the
effect of pricing options of different option strikes at different
implied volatility levels.
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— Volatility of interest rates — the range of 16-130% reflects the
range of unobservable volatilities across different currencies
and related underlying interest rate levels. Volatilities of low
interest rates tend to be much higher than volatilities of high
interest rates. In addition, different currencies may have sig-
nificantly different implied volatilities.

— Volatility of equity stocks, equity and other indices — the range
of 1-143% reflects the range of underlying stock volatilities.

Correlation: Correlation measures the inter-relationship between
the movements of two variables. It is expressed as a percentage
between -100% and +100%, where +100% represents perfectly
correlated variables (meaning a movement of one variable is asso-
ciated with a movement of the other variable in the same direc-
tion), and -100% implies the variables are inversely correlated
(meaning a movement of one variable is associated with a move-
ment of the other variable in the opposite direction). The effect of
correlation on the measurement of fair value depends on the spe-
cific terms of the instruments being valued, due to the range of
different payoff features within such instruments.

— Rate-to-rate correlation — the correlation between interest
rates of two separate currencies. The range of 84-94% results
from the different pairs of currency involved.

— Intra-curve correlation — the correlation between different
tenor points of the same yield curve. Correlations are typically
fairly high, as reflected by the range of 36-94%.

— Credit index correlation of 10-85% reflects the implied corre-
lation derived from different indices across different parts of
the benchmark index capital structure. The input is particularly
important for bespoke and Level 3 index tranches.

— Credit pair correlation is particularly important for first to
default credit structures. The range of 57-94% reflects the dif-
ference between credits with low correlation and similar highly
correlated credits.

— Rate-to-FX correlation — captures the correlation between
interest rates and FX rates. The range for the portfolio is (57)—
60%), which represents the relationship between interest rates
and foreign exchange levels. The signage on such correlations
depends on the quotation basis of the underlying FX rate (e.g.,
EUR/USD and USD/EUR correlations to the same interest rate
will have opposite signs).

— FX-to-FX correlation is particularly important for complex
options that incorporate different FX rates in the projected pay-
off. The range of (70)-80% reflects the underlying characteris-
tics across the main FX pairs to which UBS AG has exposure.

— Equity-to-FX correlation is important for equity options based on
a currency different than the currency of the underlying stock.
The range of (44)-82% represents the range of the relationship
between underlying stock and foreign exchange volatilities.
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— Equity-to-equity correlation is particularly important for com-
plex options that incorporate, in some manner, different equi-
ties in the projected payoff. The closer the correlation is to
100%, the more related one equity is to another. For example,
equities with a very high correlation could be from different
parts of the same corporate structure. The range of 3-99%
reflects this.

Funding spread: Structured financing transactions are valued
using synthetic funding curves that best represent the assets that
are pledged as collateral for the transactions. They are not repre-
sentative of where UBS AG can fund itself on an unsecured basis,
but provide an estimate of where UBS AG can source and deploy
secured funding with counterparties for a given type of collateral.
The funding spreads are expressed in terms of basis points over or
under LIBOR, and if funding spreads widen this increases the
impact of discounting. The range of 18-183 basis points for both
structured repurchase agreements and structured reverse repur-
chase agreements represents the range of asset funding curves,
where wider spreads are due to a reduction in liquidity of underly-
ing collateral for funding purposes.

A small proportion of structured debt instruments and non-
structured fixed-rate bonds within financial liabilities designated
at fair value had an exposure to funding spreads that was longer
in duration than the actively traded market. Such positions are
within the range of 18-183 basis points reported above.

Upfront price points: These are a component in the price quota-
tion of credit derivative contracts, whereby the overall fair value
price level is split between the credit spread (as described above)
and a component that is quoted and settled upfront on transact-
ing a new contract. This latter component is referred to as upfront
price points and represents the difference between the credit
spread paid as protection premium on a current contract versus a
small number of standard contracts defined by the market. Dis-
tressed credit names frequently trade and quote CDS protection
only in upfront points rather than as a running credit spread. An
increase/(decrease) in upfront points will increase/(decrease) the
value of credit protection offered by CDS and other credit deriva-
tive products. The effect of increases or decreases in upfront price
points depends on the nature and direction of the positions held.
Upfront price points may be negative where a contract is quoting
for a narrower premium than the market standard, but are gener-
ally positive, reflecting an increase in credit premium required by
the market as creditworthiness deteriorates. The range of 8-25%
within the table represents the variety of current market credit
spread levels relative to the benchmarks used as a quotation basis.
Upfront points of 25% represent a distressed credit.
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Note 24 Fair value measurement (continued)

i) Sensitivity of fair value measurements to changes in unobservable input assumptions

The table below summarizes those financial assets and liabilities
classified as Level 3 for which a change in one or more of the
unobservable inputs to reflect reasonably possible alternative
assumptions would change fair value significantly, and the esti-
mated effect thereof. As of 31 December 2015, the total favor-
able and unfavorable effects of changing one or more of the
unobservable inputs to reflect reasonably possible alternative
assumptions for financial instruments classified as Level 3 were
CHF 0.8 billion and CHF 0.6 billion, respectively (31 December
2014: CHF 1.0 billion and CHF 0.8 billion, respectively).

The table shown presents the favorable and unfavorable
effects for each class of financial assets and liabilities for which
the potential change in fair value is considered significant. The
sensitivity data presented represent an estimation of valuation
uncertainty based on reasonably possible alternative values for
Level 3 inputs at the balance sheet date and do not represent the
estimated effect of stress scenarios. Typically, these financial assets
and liabilities are sensitive to a combination of inputs from Levels
1-3. Although well-defined interdependencies may exist between
Levels 1-2 and Level 3 parameters (e.g., between interest rates,
which are generally Level 1 or Level 2, and prepayments, which
are generally Level 3), these have not been incorporated in the
table. Further, direct inter-relationships between the Level 3
parameters discussed below are not a significant element of the
valuation uncertainty.

Sensitivity data are estimated using a number of techniques
including the estimation of price dispersion among different mar-
ket participants, variation in modeling approaches and reason-
ably possible changes to assumptions used within the fair value
measurement process. The sensitivity ranges are not always sym-
metrical around the fair values as the inputs used in valuations
are not always precisely in the middle of the favorable and unfa-
vorable range.

Sensitivity data are determined at a product or parameter level
and then aggregated assuming no diversification benefit. The cal-
culated sensitivity is applied to both the outright position and any
related Level 3 hedge. The main interdependencies across different
Level 3 products to a single unobservable input parameter have
been included in the basis of netting exposures within the calcula-
tion. Aggregation without allowing for diversification involves the
simple summation of individual results with the total sensitivity,
therefore representing the impact of all unobservable inputs
which, if moved to a reasonably possible favorable or unfavorable
level at the same time, would result in a significant change in the
valuation. Diversification would incorporate estimated correlations
across different sensitivity results and, as such, would result in an
overall sensitivity that would be less than the sum of the individual
component sensitivities. UBS AG believes that, while there are
diversification benefits within the portfolios representing these
sensitivity numbers, they are not significant to this analysis.

Sensitivity of fair value measurements to changes in unobservable input assumptions

31.12.15 31.12.14

Favorable  Unfavorable Favorable Unfavorable
CHF million changes' changes' changes' changes'
Government bills/bonds 0 (1) 10 (1)
Corporate bonds and'municipal bonds, including bonds issued by financial institutions 24 (25) - 33 (41)
Traded loans, loans désignated at fair value, loan commitments and guarantees 88 (28) N 103 (63)
Asset-backed securities ' 7 (6) N 16 (12)
Equity instruments ' 166 ' (74) N 105 ' (42)
Interest rate derivative contracts, net 107 (67) - 106 ' (58)
Credit derivative cont'racts, net 174 (196) . U8 (277)
Foreign exchange derivative contracts, net 33 ' (28) N 35 ' (32)
Equity/index derivative contracts, net 61 ' (57) N 82 ' (83)
Structured debt instruments issued and non-structured fixed-rate bonds 136 ' (146) N 202 ' (199)
Other ' ' 1% (13) 3 (17)
Total 809 (640) 965 (824)
1 Of the total favorable changes, CHF 164 million as of 31 December 2015 (31 December 2014: CHF 116 million) related to financial investments available-for-sale. Of the total unfavorable changes, CHF 71 million as

of 31 December 2015 (31 December 2014: CHF 56 million) related to financial investments available-for-sale.
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Note 24 Fair value measurement (continued)

j) Financial instruments not measured at fair value

The table below provides the estimated fair values of financial instruments not measured at fair value.

Financial instruments not measured at fair value

31.12.15 31.12.14
Carrying Carrying
value Fair value value Fair value
CHF billion Total Total Level 1 Level 2 Level 3 Total Total Level 1 Level 2 Level 3
Assets
Cash and balances with central banks 913 913 913 00 00 1041 1041 1041 00 00
Due frombanks 19 19 114 05 00 133 133 126 07 00
Cash collateral on securities borrowed 256 256 00 256 00 241 21 00 241 00
Reverse repurchase agreements 679 679 00 658 21 684 684 00 665 20
Cash collateral receivables on derivative instruments ~ 23.8 238 00 238 00 310 310 00 310 00
loans © 3127 3149 00 1709 1439 3160 3186 00 186 1319
Otherassets 201 201 00 21 00 213 212 00 212 00
Liabilities
betobae e s e e e ws o ee s an
Cash collateral on securities lent 80 80 00 80 00 92 92 00 92 00
Repurchase agreements 97 97 00 96 00 118 118 00 16 02
Cash collateral payables on derivative instruments 383 383 00 383 00 424 44 00 44 00
Duetocustomers .............. 4(.)2..5 40i.8 - 00 - 401.8 N 00 4.11..0 4.11..0 - 00 - 4.1 1..0 - ‘0.0 '
Debtissued 822 844 00 784 60 912 943 00 85 58
Other liabilities 521 521 00 521 00 460 460 00 460 00
Guarantees/Loan commitments
Comtenet o .(0..1)., oo oo .(0..1).., o .(0.1)., oo oo (0.1),
Loan commitments 00 00 00 00 00 00 00 00 00 00

1 The carrying value of guarantees represented a liability of CHF 0.0 billion as of 31 December 2015 (31 December 2014: CHF 0.0 billion). The estimated fair value of guarantees represented an asset of CHF 0.1 billion

as of 31 December 2015 (31 December 2014: CHF 0.1 billion).
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Note 24 Fair value measurement (continued)

The fair values included in the table on the previous page were
calculated for disclosure purposes only. The fair value valuation
techniques and assumptions described below relate only to the
fair value of UBS AG’s financial instruments not measured at fair
value. Other institutions may use different methods and assump-
tions for their fair value estimation, and therefore such fair value
disclosures cannot necessarily be compared from one financial
institution to another. The following principles were applied when
determining fair value estimates for financial instruments not
measured at fair value:

— For financial instruments with remaining maturities greater
than three months, the fair value was determined from quoted
market prices, if available.

— Where quoted market prices were not available, the fair values
were estimated by discounting contractual cash flows using
current market interest rates or appropriate yield curves for
instruments with similar credit risk and maturity. These esti-
mates generally include adjustments for counterparty credit
risk or UBS AG’s own credit.

— For short-term financial instruments with remaining maturities
of three months or less, the carrying amount, which is net of

credit loss allowances, is generally considered a reasonable esti-
mate of fair value. The following financial instruments not mea-
sured at fair value had remaining maturities of three months or
less as of 31 December 2015: 100% of cash and balances with
central banks, 96% of amounts due from banks, 100% of cash
collateral on securities borrowed, 87% of reverse repurchase
agreements, 100% of cash collateral receivables on derivatives,
52% of loans, 88% of amounts due to banks, 87% of cash
collateral on securities lent, 96% of repurchase agreements,
100% of cash collateral payable on derivatives, 96% of amount
due to customers and 18% of debt issued.

The fair value estimates for repurchase and reverse repurchase
agreements with variable and fixed interest rates, for all matur-
ities, include the valuation of the interest rate component of
these instruments. Credit and debit valuation adjustments
have not been included in the valuation due to the short-term
nature of these instruments.

The estimated fair values of off-balance sheet financial instru-
ments are based on market prices for similar facilities and guar-
antees. Where this information is not available, fair value is
estimated using discounted cash flow analysis.
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Note 25 Restricted and transferred financial assets

This Note provides information on restricted financial assets (Note 25a), transfers of financial assets (Note 25b and 25¢) and financial
assets which are received as collateral with the right to resell or repledge these assets (Note 25d).

a) Restricted financial assets

Restricted financial assets consist of assets pledged as collateral
against an existing liability or contingent liability and other assets
that are otherwise explicitly restricted such that they cannot be
used to secure funding.

Financial assets are mainly pledged as collateral in securities
lending transactions, in repurchase transactions, against loans
from Swiss mortgage institutions and in connection with the issu-
ance of covered bonds. UBS AG generally enters into repurchase
and securities lending arrangements under standard market
agreements, with a market-based haircut applied to the collateral,
which results in the associated liabilities having a carrying value
below the carrying value of the assets. Pledged mortgage loans
serve as collateral for existing liabilities against Swiss central mort-
gage institutions and for existing covered bond issuances of
CHF 16,727 million as of 31 December 2015 (31 December 2014:
CHF 21,644 million).

Other restricted financial assets include assets protected under
client asset segregation rules, assets held by UBS AG’s insurance
entities to back related liabilities to the policy holders, assets held

Restricted financial assets

in certain jurisdictions to comply with explicit minimum local asset
maintenance requirements and assets held in consolidated bank-
ruptcy remote entities such as certain investment funds and other
structured entities. The carrying value of the liabilities associated
with these other restricted financial assets is generally equal to the
carrying value of the assets, with the exception of assets held to
comply with local asset maintenance requirements for which the
associated liabilities are greater.

UBS AG and its subsidiaries are generally not subject to signifi-
cant restrictions that would prevent the transfer of dividends and
capital between UBS AG and its subsidiaries. However, certain
regulated subsidiaries are required to maintain capital and/or
liquidity to comply with local regulations and may be subject to
prudential limitations by regulators that limit the amount of funds
that they can distribute or otherwise transfer. Non-regulated sub-
sidiaries are generally not subject to such requirements and trans-
fer restrictions. However, restrictions can also be the result of dif-
ferent legal, regulatory, contractual, entity or country-specific
arrangements and/or requirements.

CHF million 31.12.15 31.12.14
Financial assets pledged as collateral
Trading portfolid assets ' 57,024 ' 61,304
of which: assets pledged as collateral which méy be sold or rep/édged by counterbarties 51,943 ' 56,018
Loans ' ' ' ' ' 24,980 27,973
of which: mo}tgage loans’ 24,980 ' 27,973
Financial investments available-for-sale 632 . 2,868
of which: assets pledged as collateral which méy be sold or rep/édged by counterbarties 6 2,662
Total financial assets pledged as collateral? 82,636 92,144
Other restricted financial assets
Due from banks ' 3,285 . 3,511
Reverse repurchése agreements ' 1,099 ' 1,896
Trading portfolid assets ' 24,388 ' 25,567
Cash collateral receivables on derivative instruments 7,104 ' 6,135
Financial investments available-for-sale ' 502 ' 1,209
Other ' ' 480 679
Total other restricted financial assets 36,858 38,997
Total financial assets pledged and other restricted financial assets 119,494 131,142

1 These pledged mortgage loans serve as collateral for existing liabilities against Swiss central mortgage institutions and for existing covered bond issuances. Of these pledged mortgage loans, approximately CHF 4.4

billion for 31 December 2015 (31 December 2014: approximately CHF 4.5 billion) could be withdrawn or used for future liabilities or covered bond issuances without breaching existing collateral requirements.

2 Does

not include assets placed with central banks related to undrawn credit lines and for payment, clearing and settlement purposes (31 December 2015: CHF 4.9 billion, 31 December 2014: CHF 6.1 billion).
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Note 25 Restricted and transferred financial assets (continued)

b) Transferred financial assets that are not derecognized in their entirety

The table below presents information for financial assets, which have been transferred but are subject to continued recognition in full,
as well as recognized liabilities associated with those transferred assets.

Transferred financial assets subject to continued recognition in full

CHF million

31.12.15 31.12.14

Carrying value of
Carrying value associated liabilities

Carrying value of
associated liabilities

of transferred recognized  Carrying value of recognized

assets on-balance sheet  transferred assets on-balance sheet

Trading portfolio assets transferred which may be sold or repledged by counterparties 51,943 13,146 56,018 18,289

relating to securities lénd/ng and repurchase agreehients in exchange for cash received - 13,406 . 13,146 - 19,366 . 18,147

relating to securities lénd/ng agreements in exchange for securities received - 37,097 . 0 35,557 . 0

relating to other financial asset transfers : 1,440 . 0 1,095 . 142
Financial investments available-for-sale transferred which may be sold or repledged by ' - '

counterparties 6 6 2,662 2,584

Total financial assets transferred 51,950 13,152 58,680 20,873

Transactions in which financial assets are transferred, but con-
tinue to be recognized in their entirety on UBS AG’s balance sheet
include securities lending and repurchase agreements as well as
other financial asset transfers. Repurchase and securities lending
arrangements are, for the most part, conducted under standard
market agreements, and are undertaken with counterparties sub-
ject to UBS AG's normal credit risk control processes.
- Refer to Note 1a items 13 and 14 for more information on
repurchase agreements and securities lending agreements

As of 31 December 2015, approximately a quarter of the trans-
ferred financial assets were trading portfolio assets transferred in
exchange for cash, in which case the associated recognized liability
represents the amount to be repaid to counterparties. For securities
lending and repurchase agreements, a haircut between 0% and
15% is generally applied to the collateral, which results in associ-
ated liabilities having a carrying value below the carrying value of
the transferred assets. The counterparties to the associated liabili-
ties presented in the table above have full recourse to UBS AG.

In securities lending arrangements entered into in exchange
for the receipt of other securities as collateral, neither the secu-

rities received nor the obligation to return them are recognized
on UBS AG's balance sheet, as the risks and rewards of owner-
ship are not transferred to UBS AG. In cases where such finan-
cial assets received are subsequently sold or repledged in
another transaction, this is not considered to be a transfer of
financial assets.

Other financial asset transfers primarily include securities trans-
ferred to collateralize derivative transactions, for which the carry-
ing value of associated liabilities is not provided in the table above
because those replacement values are managed on a portfolio
basis across counterparties and product types, and therefore is
not a direct relationship between the specific collateral pledged
and the associated liability.

Transferred assets other than trading portfolio assets and
financial investments available-for-sale which may be sold or
repledged by counterparties were not material as of 31 December
2015 and as of 31 December 2014.

Transferred financial assets that are not subject to derecogni-
tion in full, but which remain on the balance sheet to the extent
of UBS AG’s continuing involvement, were not material as of
31 December 2015 and as of 31 December 2014.
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Note 25 Restricted and transferred financial assets (continued)

¢) Transferred financial assets that are derecognized in their entirety with continuing involvement

Continuing involvement in a transferred and fully derecognized
financial asset may result from contractual provisions in the trans-
fer agreement or in a separate agreement with the counterparty

or a third party entered into in connection with the transfer. The
table below provides information on UBS AG's continuing involve-
ment in transferred and fully derecognized financial assets.

Transferred financial assets that are derecognized in their entirety with continuing involvement

CHF million 31.12.15
Gain/(loss) Gain/(loss) from continuing
Carrying recognized at involvement in transferred and
amount of Fair value of the date of derecognized financial assets
Balance sheet continuing continuing transfer of For the year  Life-to-date
line item involvement involvement the financial assets?  ended 31.12.15 31.12.15
Type of continuing involvement
Purchased and retained interest Trading portfolio assets/
in securitization structures Replacement values' 15 15 8 16 (1,566)
Total 15 15 8 16 (1,566)
CHF million 31.12.14
Gain/(loss) Gain/(loss) from continuing
Carying recognized at involvement in transferred and
amount of Fair value of the date of derecognized financial assets
Balance sheet continuing continuing transfer of For the year Life-to-date
line item involvement involvement the financial assets ended 31.12.14 31.12.14
Type of continuing involvement
Purchased and retained interest Trading portfolio assets/
in securitization structures Replacement values' (22) (22) 22 13 (1,582)
Total (22) (22) 22 13 (1,582)

1 As of 31 December 2015, total purchased and retained interest in securitization structures consisted of trading portfolio assets of CHF 37 million and negative replacement values of CHF 22 million. As of 31 December

2014, total purchased and retained interest in securitization structures consisted of trading portfolio assets of CHF 29 million and negative replacement values of CHF 51 million.

on the date of transfer during the respective reporting period.

Purchased and retained interests in securitization vehicles

In cases where UBS AG has transferred assets into securitization
vehicles and retained or purchased interests therein, UBS AG has
a continuing involvement in those transferred assets. The majority
of the retained continuing involvement securitization positions
held in the trading portfolio are collateralized debt obligations, US
commercial mortgage-backed securities and residential mort-
gage-backed securities. As a result of losses incurred in previous
years, the majority of these continuing involvement positions had
a carrying amount of zero as of 31 December 2015. As of

676

2 Represents gains/ (losses) recognized

31 December 2015, the maximum exposure to loss related to pur-
chased and retained interests in securitization structures was CHF
55 million compared with CHF 48 million as of 31 December
2014, both mainly related to trading portfolio assets. Undis-
counted cash outflows of CHF 41 million may be payable to the
transferee in future periods as a consequence of holding the pur-
chased and retained interests. The earliest period in which pay-
ment may be required is less than one month. Life-to-date losses
presented in the table above only relate to retained interests held
as of 31 December 2015.
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Note 25 Restricted and transferred financial assets (continued)

d) Off-balance-sheet assets received

The table below presents assets received from third parties that can be sold or repledged, that are not recognized on the balance sheet,
but that are held as collateral, including amounts that have been sold or repledged.

Off-balance-sheet assets received

CHF million 31.12.15 31.12.14
Fair value of assets received which can be sold or repledged 401,511 388,855
received as collateral under reverse repurchase, securities borrowing and lending arrangements, derivative transactions and other transactions’ 393,839 ' 383,354
received in unsecured borrowings 7,672 ' 5502
thereof sold or repledged? 286,757 271,963
in connection with financing activities 241,992 ' 227,515
to satisfy commitments under short sale transactions 29,137 ' 27,958
in connection with derivative and other transactions’ 15,628 ' 16,491

1 Includes securities received as initial margin from its clients that UBS AG is required to remit to CCPs, brokers and deposit banks through its exchange-traded derivative (ETD) clearing and execution services. 2 Does
not include off-balance sheet securities (31 December 2015: CHF 47.3 billion, 31 December 2014: CHF 37.6 billion) placed with central banks related to undrawn credit lines and for payment, clearing and settlement

purposes for which there are no associated liabilities or contingent liabilities.

Note 26 Offsetting financial assets and financial liabilities

UBS AG enters into netting agreements with counterparties to
manage the credit risks associated primarily with repurchase and
reverse repurchase transactions, securities borrowing and lending,
and over-the-counter (OTC) and exchange-traded derivatives
(ETD). These netting agreements and similar arrangements gener-
ally enable the counterparties to set-off liabilities against available
assets received in the ordinary course of business and/or in the
event that the counterparty to the transaction is unable to fulfill
its contractual obligations. The right of set-off is a legal right to
settle or otherwise eliminate all or a portion of an amount due by
applying an amount receivable from the same counterparty
against it, thus reducing credit exposure.

The table on the following page provides a summary of finan-
cial assets subject to offsetting, enforceable master netting
arrangements and similar agreements, as well as financial collat-

eral received to mitigate credit exposures for these financial
assets. The gross financial assets of UBS AG that are subject to
offsetting, enforceable netting arrangements and similar agree-
ments are reconciled to the net amounts presented within the
associated balance sheet line, after giving effect to financial liabil-
ities with the same counterparties that have been offset on the
balance sheet and other financial assets not subject to an enforce-
able netting arrangement or similar agreement. Further, related
amounts for financial liabilities and collateral received that are not
offset on the balance sheet are shown to arrive at financial assets
after consideration of netting potential.

UBS AG engages in a variety of counterparty credit mitigation
strategies in addition to netting and collateral arrangements.
Therefore, the net amounts presented in the tables on the next
pages do not purport to represent UBS AG’s actual credit exposure.
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Note 26 Offsetting financial assets and financial liabilities (continued)

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

31.12.15
Assets subject to netting arrangements
Assets not
subject to
Netting potential not recognized netting
Netting recognized on the balance sheet on the balance sheet® arrangements* Total assets
Net assets Assets after Assets Total assets Total assets
recognized consid- recognized after consid- recognized
on the eration of on the eration of on the
Gross assets Netting with balance Financial  Collateral netting balance netting balance
CHF billion before netting  gross liabilities? sheet liabilities  received potential sheet potential sheet
Cash collateral on securities
borrowed o nB9 0.0 29 @) (9 0.0 16 1.6 25.6
Reverse repurchase agreements : - n79 (62.1) : 55.8 (4.4) : (751 4) : 0.0 121 12.1 67.9
Positive replacement values : 1619 o (2.5) : 159.3 (123.0) (725.5) : 10.8 N 8.1 B 18.9 : 167.4
Cash collateral receivables on
derivative instruments' : - 859 (66.3) : 19.6 (10.9) : (1.5) : 72 41 13 23.8
Financial assets designated at fair
value 2.4 0.0 24 0.0 (1.8) 0.6 34 4.0 5.8
Total assets 392.1 (131.0) 261.1 (141.3) (101.1) 18.7 29.3 48.0 290.5
31.12.14
Assets subject to netting arrangements
Assets not
subject to
Netting potential not recognized netting
Netting recognized on the balance sheet on the balance sheet® arrangements* Total assets
Net assets Assets after Assets Total assets  Total assets
recognized consid- recognized  after consid- recognized
on the eration of on the eration of on the
Gross assets  Netting with balance Financial ~ Collateral netting balance netting balance
CHF billion before netting gross liabilities? sheet liabilities  received potential sheet potential sheet
Cash collateral on securities
borrpyyed ; 272.7 ; Q.O 22.7” (1.9) (20.8) 00 14 14 241
Reverse repurchase agreements : ; 979.2 o (42.8) : 56.4 (3.4) (52.8) : 01 N 12.1 B 12j2 : 68.4
Posiﬁyg replacement values : ; 249.9 o (3.1) : 246.8 (198.7) : (30.8) : 17.737 N 10.1 B 27j4 : 257.0
Cash collateral receivables on
deriya‘giye instruments’ : 2457 o (218.4) : 27.4 (18.8) : 7(1 .6) : 7.0 N 3.6 B 10.6 : 31.0
Financial assets designated at fair
value 3.1 0.0 3.1 0.0 (3.0) 0.1 1.4 1.5 4.5
Total assets 620.5 (264.2) 356.3 (222.9) (108.9) 24.5 28.6 53.1 384.9

1The net amount of Cash collateral receivables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32, and ETD which
are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral pledged, reflected on the Negative replacement val-
ues line in the table presented on the following page. 2 The logic of the table results in amounts presented in the “Netting with gross liabilities” column corresponding directly to the amounts presented in the “Netting
with gross assets” column in the liabilities table presented on the following page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral presented have been capped by the rel-
evant netting agreement so as not to exceed the net amount of financial assets presented on the balance sheet; i.e., over-collateralization, where it exists, is not reflected in the table. 4 Includes assets not subject to
enforceable netting arrangements and other out-of-scope items.
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Note 26 Offsetting financial assets and financial liabilities (continued)

The table below provides a summary of financial liabilities subject
to offsetting, enforceable master netting arrangements and simi-
lar agreements, as well as financial collateral pledged to mitigate
credit exposures for these financial liabilities. The gross financial
liabilities of UBS AG that are subject to offsetting, enforceable
netting arrangements and similar agreements are reconciled to
the net amounts presented within the associated balance sheet

line, after giving effect to financial assets with the same counter-
parties that have been offset on the balance sheet and other
financial liabilities not subject to an enforceable netting arrange-
ment or similar agreement. Further, related amounts for financial
assets and collateral pledged that are not offset on the balance
sheet are shown to arrive at financial liabilities after consideration
of netting potential.

Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements

31.12.15

Liabilities subject to netting arrangements

Liabilities not

subject to
Netting potential not recognized netting
Netting recognized on the balance sheet on the balance sheet® arrangements* Total liabilities
Net Total Total
liabilities Liabilities Liabilities liabilities liabilities
Gross recognized after consid- recognized after consid- recognized
liabilities on the eration of on the eration of on the
before  Netting with balance Financial ~ Collateral netting balance netting balance
CHF billion netting  gross assets sheet assets pledged potential sheet potential sheet
Cashrcrollateral on securities lent : 7.9 : O.OV 7.9 N (3.17) : (4.8) : 0.0 N 0.1 B 0.1 : ; 8.0
Repu(ghase agreements : 69.0 : (62.1) : 6.9 - (4.4) : (2.5) : 0.0 N 2.8 B 2.8 : ; 9.7
Negaﬁve replacement values : 154.2 : (2.5) 151.7 - (123.0) : (17.4) : 11.3 N 10.7 B 22.1 : 162.4
Cash collateral payables on
derivative instruments’ 99.9 (66.3) 33.6 (19.0) (2.5) 12.1 4.7 16.8 ; 38.3
Financial liabilities designated
at fair value 3.9 0.0 3.9 0.0 (0.7) 3.1 59.1 62.3 63.0
Total liabilities 334.9 (131.0) 203.9 (149.4) (28.0) 26.5 77.4 104.0 281.4
31.12.14

Liabilities subject to netting arrangements

Liabilities not

subject to
Netting potential not recognized netting
Netting recognized on the balance sheet on the balance sheet® arrangements* Total liabilities
Net Total Total
liabilities Liabilities Liabilities liabilities liabilities
Gross recognized after consid- recognized  after consid- recognized
liabilities on the eration of on the eration of on the
before  Netting with balance  Financial  Collateral netting balance netting balance
CHF billion netting  gross assets sheet assets pledged potential sheet potential sheet
Cashrcrollateral on securities lent 8.4 0.0 8.4 (1 .9) (6.5) 0.0 0.7 0.8 ; 9.2
Repur;hase agreements 51 5 (42.8) 8.7 : (3.4) (5.2) 0.0 3.2 3.2 ; 11.8
Negaﬁve replacement values 243.37 : (3.1) 240.2 - (198.7) : (21.8) : 19.7 N 13.9 N 33.5 : ; 254.1
Cash collateral payables on
derivative instruments' 261 (2184) 377 (50) (23) 103 46 149 a4
Financial liabilities designated
at fair value 3.8 0.0 3.8 0.0 (1.4) 2.4 71.5 73.9 753
Total liabilities 563.1 (264.2) 298.8 (229.2) (37.3) 32.4 93.9 126.3 392.8

1 The net amount of Cash collateral payables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32, and ETD which
are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral received, reflected on the Positive replacement val-
ues line in the table presented on the previous page. 2 The logic of the table results in amounts presented in the “Netting with gross assets” column corresponding directly to the amounts presented in the “Netting
with gross liabilities” column in the assets table presented on the previous page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral presented have been capped by the rel-
evant netting agreement so as not to exceed the net amount of financial liabilities presented on the balance sheet; i.e., over-collateralization, where it exists, is not reflected in the table. 4 Includes liabilities not subject

to enforceable netting arrangements and other out-of-scope items.
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Note 27 Financial assets and liabilities — additional information

a) Measurement categories of financial assets and liabilities

The table below provides information about the carrying amounts
of individual classes of financial instruments within the measure-
ment categories of financial assets and liabilities as defined in IAS
39 Financial Instruments: Recognition and Measurement. Only
those assets and liabilities that arefinancial instruments as defined

Measurement categories of financial assets and financial liabilities

in IAS 32 Financial Instruments: Presentation are included in the
table below, which causes certain balances to differ from those

presented on the balance sheet.

- Refer to Note 24 for more information on how the fair value of

financial instruments is determined

CHF million 31.12.15 31.12.14
Financial assets’
Held for trading N ;
Trading portfolio assets - - - - 120,405 132,392
of which: assets pledged as collateral which may be sold or repledged by counterparties 51,943 56,018
Debt issued” 106 283
Positive replacement values 167,435 256,978
Total 287,946 389,653
Fair value through profit or loss N ;
Financial assets designated at fair value 5,808 4,493
Financial assets at amortized cost N ;
Cash and balances with central banks 91,306 104,073
Due from banks - 11,866 13,334
Cash collateral on securities borrowed 25,584 24,063
Reverse repurchase agreements - 67,893 68,414
Cash collateral receivables on derivative instruments 23,763 30,979
Loans® 312,723 315,984
Other assets 20,139 21,332
Total 553,275 578,179
Available-for-sale - N ;
Financial investments available-for-sale 62,543 57,159
Total financial assets 909,572 1,029,483
Financial liabilities
Held for trading N ;
Trading portfolio liabilities 29,137 27,958
Debt issued” 236 308
Negative replacement values 162,430 254,101
Total 191,803 282,367
Fair value through profit or loss, other . ;
Financial liabilities designated at fair value - 62,995 75,297
Amounts due under unit-linked investment contracts 15,718 17,643
Total 78,713 92,940
Financial liabilities at amortized cost N ;
Due to banks N 11,836 10,492
Cash collateral on securities lent 8,029 9,180
Repurchase agreements - - 9,653 11,818
Cash collateral payables on derivative instruments 38,282 42,372
Due to customers 402,522 ; 410,979
Debtissued 82,230 91,183
Other liabilities 52,065 46,013
Total 604,617 622,036
Total financial liabilities 875,133 997,343

1 As of 31 December 2015, CHF 123 billion of Loans, CHF 0 billion of Due from banks, CHF 1 billion of Reverse repurchase agreements, CHF 30 billion of Financial investments available-for-sale and CHF 3 billion of
Financial assets designated at fair value are expected to be recovered or settled after 12 months. As of 31 December 2014, CHF 119 billion of Loans, CHF 0 billion of Due from banks, CHF 1 billion of Reverse repurchase
agreements, CHF 35 billion of Financial investments available-for-sale and CHF 4 billion of Financial assets designated at fair value are expected to be recovered or settled after 12 months. 2 Represents the embedded
derivative component of structured debt issued for which the fair value option has not been applied and which is presented within Debt issued on the balance sheet. 3 Includes finance lease receivables of CHF 1.1 bil-
lion as of 31 December 2015 (31 December 2014: CHF 1.1 billion). Refer to Notes 10 and 33 for more information.
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Note 27 Financial assets and liabilities — additional information (continued)

b) Maturity analysis of financial liabilities

The contractual maturities for non-derivative and non-trading trading liabilities, predominantly made up of short sale transac-
financial liabilities as of 31 December 2015 are based on the ear-  tions, are assigned to the column Due within 7 month, as this
liest date on which UBS could be contractually required to pay. provides a conservative reflection of the nature of these trading
The total amounts that contractually mature in each time-band activities. The contractual maturities may extend over signifi-
are also shown for 31 December 2014. Derivative positions and  cantly longer periods.

Maturity analysis of financial liabilities’

Due within Due between Due between Due between Due after
CHF billion 1month 1and 3 months 3 and 12 months 1and 5 years 5 years Total
Financial liabilities recognized on balance sheet?
Due to banks 8.1 24 1.1 0.3 0.0 11.8
Cash collateral on securities lent ' ' - 57 13 10 - - 8.0
Repurchase agreemenis ' ' ' - 79 4 02 01 02 9.7
Trading portfolio liabilities** ' ' ' - 291 - - - - 29.1
Negative replacement'\/alues3 ' ' ' - 1624 - - - - 162.4
Cash collateral payablés on derivative instruments ' - 383 - - - - 383
Financial liabilities designated at fair values ' - 152 159 130 1.9 120 68.1
Due to customers ' ' ' - 3733 134 48 41 97 4053
Debt issued ' ' ' ' - 57 99 163 366 27 91.2
Other liabilities ' ' ' - 667 - - - - 66.7
Total 31.12.15 7125 44.3 36.4 53.0 44.6 890.7
Total 31.12.14 812.3 48.4 394 60.9 49.8 1,010.9
Guarantees, commitments and forward starting transactions®
Loan commitments 55.7 0.2 0.2 0.0 56.1
Guarantees 15.9 0.0 0.0 0.1 0.0 16.0
Forward starting transactions
Reverse repurchase agrreements ' ' ' - 66 - - - - 6.6
Securities borrowing agreements ' ' ' - 00 - - - - 0.0
Total 31.12.15 78.1 0.2 0.2 0.1 0.0 78.7
Total 31.12.14 78.3 0.1 0.2 0.2 0.0 78.8

1 Non-financial liabilities such as deferred income, deferred tax liabilities, provisions and liabilities on employee compensation plans are not included in this analysis. 2 Except for trading portfolio liabilities and negative
replacement values (see footnote 3), the amounts presented generally represent undiscounted cash flows of future interest and principal payments. 3 Carrying value is fair value. Management believes that this best
represents the cash flows that would have to be paid if these positions had to be settled or closed out. Refer to Note 14 for undiscounted cash flows of derivatives designated in hedge accounting relationships. 4 Con-
tractual maturities of trading portfolio liabilities are: CHF 27.2 billion due within one month (2014: CHF 26.7 billion), CHF 1.2 billion due between one month and one year (2014: CHF 1.3 billion), and CHF 0.8 billion
due between 1 and 5 years (2014: CHF 0 billion). 5 Future interest payments on variable rate liabilities are determined by reference to the applicable interest rate prevailing as of the reporting date. Future principal
payments which are variable are determined by reference to the conditions existing at the reporting date. 6 Comprises the maximum irrevocable amount of guarantees, commitments and forward starting transactions.
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Note 27 Financial assets and liabilities — additional information (continued)

¢) Reclassification of financial assets

In 2008 and 2009, certain financial assets were reclassified from
Trading portfolio assets to Loans. On their reclassification date,
these assets had fair values of CHF 26 billion and CHF 0.6 billion,
respectively.

The reclassification of financial assets reflected UBS's change in
intent and ability to hold these financial assets for the foreseeable
future rather than for trading in the near term. The financial
assets were reclassified using their fair value on the date of the
reclassification, which became their new cost basis at that date.

As of 31 December 2015, the carrying value of the remaining

reclassified financial assets, which were entirely comprised of
municipal auction rate securities, was CHF 0.2 billion (31 Decem-
ber 2014: CHF 0.7 billion), which was equal to the fair value of
these assets.

The overall impact on operating profit before tax from reclas-
sifed financial assets for the year ended 31 December 2015 was a
profit of CHF 23 million (2014: CHF 84 million). If the financial
assets had not been reclassified, the impact on operating profit
before tax for the year ended 31 December 2015 would have
been a profit of less than CHF 10 million.

d) Maximum exposure to credit risk of financial assets designated at fair value

Financial assets designated at fair value totaled CHF 5,808 million
as of 31 December 2015 (31 December 2014: CHF 4,493 million).
Maximum exposure to credit risk from financial assets designated
at fair value was CHF 5.6 billion as of 31 December 2015
(31 December 2014: CHF 4.3 billion). The exposure related to
structured loans and reverse repurchase and securities borrowing
agreements was mitigated by securities collateral of CHF 3.5 bil-
lion as of 31 December 2015 (31 December 2014: CHF 3.3 billion).

The maximum exposure to credit risk of loans, but not struc-
tured loans, is generally mitigated by credit derivatives or similar

instruments. Information regarding these instruments and the
exposure which they mitigate is provided in the table below on a
notional basis.

Investment fund units designated at fair value do not have a

direct exposure to credit risk.

-> Refer to Note 24 for more information on financial assets
designated at fair value, and to “Maximum exposure to credit
risk” in the “Risk management and control” section of this report
for more information on collateral related to financial assets
designated at fair value

Notional amounts of loans designated at fair value and related credit derivatives

CHF million 31.12.15 31.12.14
Loans — notional amount 687 667
Credit derivatives related to loans — notional amount’ 630 . 644
Credit derivatives related to loans — fair value' 4 1

1 Credit derivatives contracts include credit default swaps, total return swaps and similar instruments.

The table below provides the effect on the fair values of loans from changes in credit risk for the periods presented and cumulatively
since inception. Similarly, the change in fair value of credit derivatives and similar instruments which are used to hedge these loans is

also provided.

Changes in fair value of loans and related credit derivatives attributable to changes in credit risk

Cumulative from inception

For the year ended until the year ended

CHF million 31.12.15 31.12.14 31.12.15 31.12.14
Changes in fair va]ue of loans designated at fair value, attributable to changes in credit risk’ ; (3) : (3) N (4) : ; (2)
Changes in fair value of credit derivatives and similar instruments which mitigate the maximum

exposure to credit risk of loans designated at fair value' 3 3 4 1

1 Current and cumulative changes in the fair value of loans designated at fair value, attributable to changes in their credit risk, are only calculated for those loans outstanding at balance sheet date. Current and cumula-
tive changes in the fair value of credit derivatives hedging such loans include all the derivatives which have been used to mitigate credit risk of these loans since designation at fair value. For loans reported under the fair
value option, changes in fair value due to changes in the credit standing of the borrower are calculated using counterparty credit information obtained from independent market sources.
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Note 28 Pension and other post-employment benefit plans

The table below provides information relating to pension costs for defined benefit plans and defined contribution plans. These costs
are part of Personnel expenses.

Income statement - expenses related to pension and other post-employment benefit plans

CHF million 31.12.15 31.12.14 31.12.13
Net periodic pension cost for defined benefit plans 569 467 651
of which: related to major pensibn plans’ ' - - - . 546 508 638
of which: Swiss plan ' ' - - - ' 515 458 555

of which: UK plan ' ' - - - ' 18 7 24

of which: dtherp/ans ' ' - - - . 12 33 58

of which: related to post—retirerﬁentmedica/ and life insurance p/ansrzr N . ' 4 ' (36)' (11)
of which: UK plan ' ' - - - . 1 2 2

of which: US plans ' ' - - - . 2 (7). (12)

of which: related to remaining p/ans and other costs’ - - - ' 19 ' (5) ' 24
Pension cost for defined contribution plans* ' - - - ' 239 244 236
of which: UK ' ' - - - ' 8 91 91
of which: US ' ' - - - ' 100 91 91
of which: other countries ' ' - - - ' 53 6 54
Total pension and other post-employment benefit plan expenses® 808 711 887

1 Refer to Note 28a for more information. 2 Refer to Note 28b for more information. 3 Other costs include differences between actual and estimated performance award accruals and net accrued pension costs related
to restructuring. 4 Refer to Note 28c for more information. 5 Refer to Note 6.

The table below provides information relating to amounts recognized in other comprehensive income for defined benefit plans.

Other comprehensive income - gains/(losses) on pension and other post-employment benefit plans

CHF million 31.12.15 31.12.14 31.12.13
Major pension plans' 339 (1,456) 1,168
of which: Swiss plan 58 ' ' (7,032)' ' ' 7,779
ofwhich: UK plan 317 (1689 (63
of which: other plans - ' (35)' ' (256)' ' ' 115
Post-retirement medical and life insurance plans? - ' (3) ' ' (5) . ' 3
of which: UK plan 6 ' ' (3). ' ' 2
of which: US plans ' (9)' ' (2). ' ' 7
Remaining plans ' (14)' ' 7 ' 7
Gains/ (losses) recognized in other comprehensive income, before tax 322 (1,454) 1,178
Tax (expense)/benefit relati'n'g' to defined benefit plans recodhized in other comprehensive income o ' (19)' ' U7 ' (239)
Gains/(losses) recognizéd' in other comprehensive ihiome, net of tax? o : 303 ' : (1,208) . : 939

1 Refer to Note 28a for more information. 2 Refer to Note 28b for more information. 3 Refer to the “Statement of comprehensive income”.
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Note 28 Pension and other post-employment benefit plans (continued)

The tables below provide information on UBS AG's assets and liabilities with respect to pension and post-employment benefit plans.
These are recognized on the balance sheet within Other assets and Other liabilities.

Balance sheet - net defined benefit pension and post-employment asset

CHF million 31.12.15 31.12.14
Major pension plans' 50 0
of which: Swiss plan ' ' ' ' ' ' ' . o 0
of which: UK'p/an ' ' ' ' ' ' ' . 50 0
of which: other plans ' ' ' ' ' ' ' . o 0
Post-retirement medical and life insurance plans ' 0 0
of which: UK'pIan ' ' 0 0
of which: US p/ans 0 0
Remaining pIané 0 0
Total net defined benefit pension and post-employment asset? 50 0

1 Refer to Note 28a for more information. 2 Refer to Note 18.

Balance sheet - net defined benefit pension and post-employment liability

CHF million 31.12.15 31.12.14
Major pension plans' 622 1,256
of which: Swiss plan o 25
of which: UK plan 0 568
of which: other plans? 622 664
Post-retirement medical and life insurance plans? ' 84 85
of which: UK'p/an ' ' 25 32
of which: USh/ans 59 53
Remaining pIané ' ' ' ' ' ' ' ' 30 32
Total net defined benefit pension and post-employment liability* 736 1,374

1 Refer to Note 28a for more information. 2 Liability consists of: CHF 315 million related to US plans and CHF 307 million related to German plans (31 December 2014: CHF 297 million related to US plans and CHF
367 million related to German plans). 3 Refer to Note 28b for more information. 4 Refer to Note 23.
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Note 28 Pension and other post-employment benefit plans (continued)

a) Defined benefit pension plans

UBS AG has established defined benefit pension plans for its
employees in various locations, with the major plans located
in Switzerland, the UK, the US and Germany. Independent
actuarial valuations for the plans in these countries are per-
formed as required.

The overall investment policy and strategy for UBS AG's
defined benefit pension plans is guided by the objective of
achieving an investment return which, together with contribu-
tions, ensures that there will be sufficient assets to pay pension
benefits as they fall due while also mitigating the various risks of
the plans. For the plans with assets (i.e., funded plans), the invest-
ment strategies for the plans are managed under local laws and
regulations in each jurisdiction. The actual asset allocation is
determined by the governance body with reference to the pre-
vailing current and expected economic and market conditions
and in consideration of specific asset class risk in the risk profile.
Within this framework, UBS AG ensures that the fiduciaries con-
sider how the asset investment strategy correlates with the matu-
rity profile of the plan liabilities and the respective potential
impact on the funded status of the plans, including potential
short-term liquidity requirements.

The defined benefit obligation for all of UBS AG's defined ben-
efit pension plans is directly impacted by changes in yields of
high-quality corporate bonds in the respective country in which
the plan is held, as the applicable discount rate used to deter-
mine the defined benefit obligation is based on these yields. For
the funded plans, the pension assets are invested in a diversified
portfolio of financial assets including real estate, bonds, invest-
ment funds and cash across geographic regions to ensure a bal-
ance of risk and return to the extent allowed under local pension
laws. The market value of these financial assets is not fully cor-
related to changes in high-quality corporate bond yields. This
results in volatility in the net asset/liability position for each plan.
Specific asset-liability matching strategies for each pension plan
are independently determined by the responsible governance
body in each country. The net asset/liability volatility for each
plan is dependent on the specific financial assets chosen by each
plan’s fiduciaries. For certain pension plans, a liability-driven
investment approach is applied to a portion of the plan assets to
reduce potential volatility.

Swiss pension plan

The Swiss pension plan covers employees of UBS AG and employ-
ees of companies having close economic or financial ties with UBS
AG and exceeds the minimum benefit requirements under Swiss
pension law.

Contributions to the pension plan are paid by the employer
and the employees. The Swiss pension plan allows employees a
choice with regard to the level of contributions paid by them.
Employee contributions are calculated as a percentage of the con-
tributory salary and are deducted monthly. The percentages
deducted from salary depend on age and choice of contribution
category and vary between 1% and 13.5% of contributory base
salary and between 0% and 9% of contributory variable compen-
sation. Depending on the age of the employee, UBS AG pays a
contribution that ranges between 6.5% and 27.5% of contribu-
tory base salary and between 3.6% and 9% of contributory vari-
able compensation. UBS AG also pays risk contributions which are
used to finance benefits paid out in the event of death and dis-
ability, as well as to finance bridging pensions.

The plan benefits include retirement benefits and disability,
death and survivor pensions. The pension plan offers to members
at the normal retirement age of 64 a choice between a lifetime
pension with or without full restitution and a partial or full lump
sum payment. Members can draw early retirement benefits start-
ing from the age of 58. Since 2015, employees have the possibil-
ity to make additional purchases of benefits to fund early retire-
ment benefits (Plan 58+).

The payable pension amount is a result of the conversion rate
applied on the accumulated balance of the individual plan par-
ticipant's pension account at the retirement date. The accumu-
lated balance of each individual plan participant’s pension account
is based on credited vested benefits transferred from previous
employers, purchases of benefits and the employee and employer
contributions that have been made to the pension account of
each individual plan participant, as well as the interest accrued on
the accumulated balance. The interest rate accrued is defined
annually by the Pension Foundation Board.

Although the Swiss pension plan is based on a defined contri-
bution promise under Swiss pension law, it is accounted for as a
defined benefit plan under IAS 19, primarily because of the obliga-
tion to accrue interest on the pension accounts and the payment
of lifetime pensions. The actuarial assumptions used for the Swiss
pension plan are based on the Swiss economic environment.

- Refer to Note 1a item 24 for a description of the accounting

policy for defined benefit pension plans
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Note 28 Pension and other post-employment benefit plans (continued)

The Swiss pension plan is governed by the Pension Foundation
Board as required by Swiss pension law and the responsibilities of
this board are defined by Swiss pension law and by the plan rules.
According to Swiss pension law, a temporary limited underfund-
ing is permitted. However, should an underfunded situation occur,
the Pension Foundation Board is required to take the necessary
measures to ensure that full funding can be expected to be
restored within a maximum period of ten years. Under Swiss pen-
sion law, if a Swiss pension plan became significantly underfunded
on a Swiss pension law basis, then additional employer and
employee contributions could be required. In these situations, the
risk is shared between employer and employees, and the employer
is not legally obliged to cover more than 50% of the additional
contributions required. The Swiss pension plan has a technical
funding ratio under Swiss pension law of 123.3% as of 31 Decem-
ber 2015 (31 December 2014: 123.7%).

The investment strategy of the Swiss plan is implemented
based on a multi-level investment and risk management process
and is in line with Swiss pension law, including the rules and regu-
lations relating to diversification of plan assets. These rules,
among others, specify restrictions to the composition of plan
assets, e.g., there is a limit of 50% for investments in equities. The
investment strategy of the Swiss plan is aligned to the defined risk
budget set out by the Pension Foundation Board. The risk budget
is determined based on regularly performed asset and liability
management analyses. In order to implement the risk budget, the
Swiss plan may use direct investments, investment funds and
derivatives. To mitigate foreign currency risk, a specific currency
hedging strategy was implemented. The Pension Foundation
Board strives for a medium- and long-term balance between
assets and liabilities. Under IAS 19, volatility arises in the Swiss
pension plan net asset/liability because the fair value of the plan
assets is not directly correlated to movements in the value of the
plan’s defined benefit obligation in the short-term.

As of 31 December 2015, the Swiss pension plan was in a
surplus situation on an International Financial Reporting Stan-
dards (IFRS) measurement basis, as the fair value of plan assets
exceeded the defined benefit obligation by CHF 1,283 million
(31 December 2014: deficit of CHF 25 million). However, a surplus
can only be recognized on the balance sheet to the extent that it
does not exceed the estimated future economic benefit, which
equals the difference between the present value of the estimated
future net service cost and the present value of the estimated
future employer contributions. The maximum future economic
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benefit is highly variable based on changes in the discount rate.
As of 31 December 2015, the estimated future economic benefit
was zero and hence, no net defined benefit asset was recognized
on the balance sheet. The difference of CHF 1,283 million
between the pension plan surplus and the estimated future eco-
nomic benefit, the so-called asset ceiling effect, was recognized in
other comprehensive income.

The employer contributions expected to be made to the Swiss
pension plan in 2016 are estimated to be CHF 474 million.

Non-Swiss pension plans

The non-Swiss locations of UBS AG offer various defined benefit
pension plans in accordance with local regulations and practices.
The non-Swiss locations with major defined benefit plans are the
UK, the US and Germany. Defined benefit pension plans in other
locations are not material to the financial results of UBS AG and
hence not separately disclosed.

The non-Swiss plans provide benefits in the event of retire-
ment, death or disability. The level of benefits provided depends
on the specific rate of benefit accrual and the level of employee
compensation. UBS AG’s general principle is to ensure that the
plans are appropriately funded under local pension regulations in
each country and this is the primary driver for determining when
additional contributions are required. Similar to the Swiss pension
plan, volatility arises in the net asset/liability position of the non-
Swiss plans because the fair value of the respective plans’ assets
are not directly correlated to movements in the value of the plans’
defined benefit obligations.

The funding policy for these plans is consistent with local gov-
ernment regulations and tax requirements, and actuarial assump-
tions used are based on the local economic environment.

- Refer to Note 1a item 24 for a description of the accounting

policy for defined benefit pension plans

UK

The UK plan is a career-average revalued earnings scheme, and
benefits increase automatically based on UK price inflation. Nor-
mal retirement age for participants in the UK plan is 60. On 1 July
2013, UBS AG closed the UK defined benefit pension plan for
future service. After that date, UBS AG no longer recognized cur-
rent service costs for this plan. Plan participants who were active
employees under the defined benefit plan were eligible to become
participants of the defined contribution plan for any service after
the plan was closed for future service.
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Note 28 Pension and other post-employment benefit plans (continued)

The responsibility for governance of the UK plan lies jointly
with the Pension Trustee Board, which is required under local pen-
sion laws, and UBS AG. The employer contributions to the pen-
sion fund included regular contributions and specific deficit-fund-
ing contributions until the date of the closure for future service
and thereafter only reflected agreed-upon deficit-funding contri-
butions. The deficit-funding contributions are determined based
on the most recent actuarial valuation, which is conducted based
on assumptions agreed by the Pension Trustee Board and UBS AG.
In the event of an underfunding, UBS AG must agree to a deficit
recovery plan with the Pension Trustee Board within statutory
deadlines. In 2015, UBS AG made a deficit-funding contribution
of CHF 316 million (2014: CHF 75 million).

The plan assets are invested in a diversified portfolio of
financial assets. A liability-driven investment approach is applied
as a portion of the plan assets are invested in inflation-indexed
bonds which provide a partial hedge against price inflation.
If price inflation increases, the defined benefit obligation will
likely increase more significantly than any change in the fair
value of plan assets, which would result in an increase in the net
defined benefit liability. Plan rules and local pension legislation
cap the level of inflationary increase that can be applied to plan
benefits.

As the plan is obligated to provide guaranteed lifetime pension
benefits to plan participants upon retirement, increases in life
expectancy will result in an increase in the plan’s liabilities. This is
particularly significant in the UK plan, where inflationary increases
result in higher sensitivity to changes in life expectancy.

As of 31 December 2015, the UK plan was in a surplus situa-
tion on an IFRS measurement basis, as the fair value of plan assets
exceeded the defined benefit obligation by CHF 50 million. This
surplus was recognized on the UBS AG balance sheet, as UBS AG
has a right to a refund with regards to the UK plan.

No employer contributions are expected to be made to the UK
defined benefit plan in 2016.

us
There are two distinct major defined benefit pension plans in the
US. Normal retirement age for participants in the US plans is 65.
The plans are closed to new entrants, who instead can participate
in defined contribution plans.

One of the major defined benefit pension plans is a contribu-
tion-based plan in which each participant accrues a percentage of
salary in a pension account. The pension account is credited annu-

ally with interest based on a rate that is linked to the average yield
on one-year US government bonds. For the other major defined
benefit pension plan, retirement benefits accrue based on the
career-average earnings of each individual plan participant. Upon
retirement, the plans allow participants a choice between a lump
sum payment and a lifetime pension.

Both of these defined benefit pension plans have fiduciaries as
required under local state pension laws. The fiduciaries, along
with UBS AG, are jointly responsible for governance of the plans.
Actuarial valuations are regularly completed for the plans, and
UBS AG has historically elected to make contributions to the plans
in order to maintain a funded ratio of at least 80%, as calculated
under local pension regulations. The annual employer contribu-
tions are equal to the present value of benefits accrued each year
plus a rolling amortization of any prior underfunding. If the
employer contributes more than the minimum or the plan has
assets exceeding the liabilities, the excess can be used to offset
minimum funding requirements.

The plan assets for both plans are invested in a diversified port-
folio of financial assets. Each pension plan’s fiduciaries are respon-
sible for the investment decisions with respect to the plan assets.
A liability-driven investment approach is applied for one of the US
plans to support the volatility management in the net asset/liabil-
ity position. Derivative instruments may also be employed to man-
age volatility, including, but not limited to, interest rate futures,
equity futures and swaps, including credit default swaps and
interest rate swaps.

In 2015, the US pension plan rules were amended such that
former UBS AG employees with vested benefits in the US defined
benefit pension plans have the option to receive a lump sum pay-
ment (or early annuity payments) instead of a lifetime pension
commencing at retirement age. This resulted in a reduction in the
defined benefit obligation of CHF 24 million and a corresponding
gain recognized in the income statement in 2015, of which CHF
21 million was recorded in Wealth Management Americas.

In 2013, UBS AG offered a one-time option to former UBS AG
employees with vested benefits in the US defined benefit pension
plans to receive a lump sum payment (or early annuity payments)
instead of a lifetime pension. This resulted in a reduction in the
defined benefit obligation of CHF 196 million, a reduction of fair
value of plan assets of CHF 216 million and a charge to the
income statement of CHF 20 million in 2013.

The employer contributions expected to be made to the US
defined benefit plans in 2016 are estimated to be CHF 43 million.
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Note 28 Pension and other post-employment benefit plans (continued)

Germany

There are two different defined benefit pension plans in Germany
and both are contribution-based plans. No plan assets are set
aside to fund these plans and benefits are directly paid by UBS
AG. Normal retirement age for the participants in the German
plans is 65. Within the larger of the two pension plans, each par-
ticipant accrues a percentage of salary in a pension account. On
an annual basis the accumulated account balance of the plan par-
ticipant is credited with guaranteed interest at a rate of 5%. The
other plan is a deferred compensation plan in which amounts are
accrued annually based on employee elections. For this deferred
compensation plan, the accumulated account balance is credited
on an annual basis with a guaranteed interest rate of 4% for
amounts accrued after 2009. Both German plans are regulated
under German pension law, under which the responsibility to pay
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pension benefits when they are due rests entirely with UBS AG.
For the German plans, a portion of the pension payments is
directly increased in line with price inflation.

The employer contributions expected to be made to the Ger-
man plans in 2016 are estimated to be CHF 8 million.

The table on the following pages provides an analysis of the
movement in the net asset/liability recognized on the balance
sheet for defined benefit pension plans from the beginning to the
end of the year, as well as an analysis of amounts recognized in
net profit and in other comprehensive income.

In 2015, disclosures within this Note have been expanded to
separately present UK plan information, which was previously
included within “Non-Swiss” plans. Consequently, the US and
German plans are now shown together within “Other”. Com-
parative information was adjusted accordingly.



For the purpose of the UBS Registration Document, this page is referred to as page F-125

Note 28 Pension and other post-employment benefit plans (continued)

Defined benefit pension plans

CHF million Swiss UK Other Total
For the year ended 31.12.15 311214 31.12.15 311214 31.12.15 311214 31.12.15 31.12.14
Defined benefit obligation at the beginning of the year 23,956 20,738 3,949 3,355 1,693 1,315 29,598 25,408
Current service cost 589 4% 0 o 10 10 599 506
Interest expense 270 465 137 158 57 59 463 682
‘Plan participant contributions 205 """ 200 0 0 - 0 : ' O ' 205 : 202 '
Remeasurements of defined benefit obligation (1231) "3,120 (441) 49 ( 8) 270 (1681) 3,739 '
 of which: actuarial (gains)/losses arising from changes in demographic assumprionsu ( 1038) 66 ( 122) (15) 34 85 ( 1125) 136
of which: actuarial (gains)/losses arising from changes in financial assumptions - (237) "2, 705 (201) 489 (71) 180 (509) 3,3’74 '
of which: experience (gains)/losses’  m 349 ( 1 19) (126) 28 6 (47) 28
Past service cost related to plan amendments R o o 0 0 (24) 0 (24) 0
o . (81) - & o . o e o (81) .(54.) .
Benefit payments (1,071) (1,045  (128) (91  (83)  (81) (1,283) (1.218)
R o uo . S o e
‘Foreign currency translation - 0 - 0 - (166) 178 N (26) 119 . (192) 297 '
Defined benefit obligation at the end of the year 22,636 23,956 3,350 3,949 1,619 1,693 27,605 29,598
of which: amounts owing to active members 10,359 11,480 255 312 267 312 10,881 12,104
of which: amounts owing to deferred members D 0 0 1,864 2211 523 545 2,388 275
of which: amounts owing to retirees - 12,278 B .7.2,477 - 1,230 B 1,425 N 829 B 836 14,336 B 14, 738 '
Fair value of plan assets at the beginning of the year 23,931 22,498 3,381 2,922 1,029 845 28,341 26,266
Return on plan assets excluding amounts included in interest income 109 "1,262 (124) 181 (44) 14 (59) 1,457 '
Interest income 23 513 18 141 39 43 430 697
‘Employer contributions — excluding termination benefits 482 478 316 75 57 107 855 659
‘Employer contributions — termination benefits D 7R 0 o 0 B 34
‘Plan participant contributions - 205 """ 202 R 0 0 - 0 : ' 0 - 205 : 202 '
Benefit payments (1,071) (1,045  (128) (91  (83)  (81) (1,283) (1,218
Administration expenses, taxes and premiums paid (1 0) - (10) - 0 B 0 T ( 8) ' '(6') - (1 8) '(16') '
‘Payments et to plan et e 0. . o o . e
‘Foreign currency translation - 0 - 0 - (163) 154 - 7 107 . (156) .261. '
Fair value of plan assets at the end of the year 23,919 23,931 3,400 3,381 997 1,029 28,316 28,341
Asset ceiling effect 1,283 0 0 0 0 0 1,283 0
Net defined benefit asset/(liability) 1] (25) 50 (568) (622) (664) (572) (1,256)
Movement in the net asset/(liability) recognized on the balance sheet
Net asset/(liability) recognized on the balance sheet at the beginning of
the year (25) 952 (568) (433) (664) (470) (1,256) 50
Net periodic pension cost (515 (458  (18) (1) (1)  (33)  (546)  (508)
Amounts recognized in other comprehensive income - 58 B ..(1,032) - 317 B (168) N (35) (256) 339 B (1,456) '
‘Employer contributions — excluding termination benefits BT 478 316 75 57 07 855 659
‘Employer contributions — termination benefits TR VI 0 o o o 1 34
‘Foreign i o e S o B (.12.) R '(36') .
Net asset/(liability) recognized on the balance sheet at the end of the year 0 (25) 50 (568) (622) (664) (572) (1,256)
Funded and unfunded plans
Defined benefit obligation from funded plans 22,636 23,956 3,350 3,949 1,288 1,301 27,274 29,205
Defined benefit obligation from unfunded plans - o o 0 0 331 3% 331 392
Plan assets 23919 23931 3,400 3381 997 1,029 28316 28341
Surplus/ (deficit) 1,283 (25) 50 (568) (622) (664) 711 (1,256)
Asset ceiling effect 1,283 0 0 0 0 0 1,283 0
Net defined benefit asset/(liability) 0 (25) 50 (568) (622) (664) (572)  (1,256)

1 Experience (gains)/losses are a component of actuarial remeasurements of the defined benefit obligation which reflect the effects of differences between the previous actuarial assumptions and what has actually

occurred.
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Note 28 Pension and other post-employment benefit plans (continued)

Analysis of amounts recognized in net profit

CHF million Swiss UK Other Total

For the year ended 31.12.15 311214 31.12.15 311214 31.12.15 311214 31.12.15 31.12.14
Current service cost 589 496 0 0 10 10 599 506
Interest expense related to defined benefit obligation 270 465 137 158 57 59 463 682
Interest income related to plan assets '('2'7'3') . (513) - '("I'178') ' (141) N (39) (43) - (430) ' (697)
Interest expense on asset ceiling effect 0 19 o o o 0o 0 19
Administration expenses, taxes and premiums paid 10 10 o o 8 6 18 16
Plan amendments 0 o o 0 (24) 0 (24) 0
Curtailments 81 (8 0 o 0o 0 (8) (54
Termination benefits 1 34.. ) OH ) ' 'OH 1 34
Net periodic pension cost 515 458 18 17 12 33 546 508
Analysis of amounts recognized in other comprehensive income

CHF million Swiss UK Other Total

For the year ended 31.12.15 311214 31.12.15 311214 31.12.15 311214 31.12.15 31.12.14
Remeasurement of defined benefit obligation 1,231 (3,120) 441 (349) 8 (270) 1,681 (3,739)
Return on plan assets excluding amounts included in interest income 109 1,262 - '("I'274') 181 (44) ' RV (59) ' 1,457
Asset ceiling effect excluding interest expense on asset ceiling effect (1','2'8'3') 88 0 o o o0 (1','2'8'3') ' 808
Interest expense on asset ceiling effect 0 19 o o o 0 ) 19
Total gains/(losses) recognized in other comprehensive income, before tax 58  (1,032) 317 (168) (35) (256) 339 (1,456)

The table below provides information on the duration of the defined benefit pension obligations and the distribution of the timing of

benefit payments.

Swiss UK Other!

31.12.15 311214 311215 31.12.14 31.12.15  31.12.14
Duration of the defined benefit obligation (in years) 15.1 16.7 19.7 20.2 11.3 12.5
Maturity analysis of benefits expected to be paid
CHF million
Benefits expected to be paid within 12 months 1,146 1,033 80 81 92 85
Benefits expected to be paid between 1 to 3 years 2,218 2023 177 173 185 N
Benefits expected to be paid between 3 to 6 years 3,403 3,035 338 322 291 274
Benefits expected to be paid between 6 to 11 years 5526 5394 785 768 509 485
Benefits expected to be bérid between 11 to 16 years' - 5173 ' 5,571 - 981 997 510 513
Benefits expected to be b'a'id in more than 16 years 18,892 ' 26,613 - 7,348 ' 7,926 - 1,172 ' 1363

1 The duration of the defined benefit obligation represents a weighted average across other plans.

690



For the purpose of the UBS Registration Document, this page is referred to as page F-127

Note 28 Pension and other post-employment benefit plans (continued)

UBS AG regularly reviews the actuarial assumptions used in
calculating its defined benefit obligations to determine their con-
tinuing relevance.

In 2015, UBS AG carried out a methodology review of the
actuarial assumptions used in calculating its defined benefit obli-
gation for its Swiss pension plan. As a result, UBS AG enhanced its
methodology for estimating the discount rate by improving the
construction of the yield curve where the market for long tenor
maturities of Swiss high-quality corporate bonds was not suffi-
ciently deep. Furthermore, UBS AG refined its approach to esti-
mating the rate of salary increases, the rate of interest credit on
retirement savings, the employee turnover rate, the rate of
employee disabilities and the rate of marriage. These improve-
ments in estimates resulted in a total net decrease in the defined
benefit obligation (DBO) of the Swiss pension plan of CHF 2,055
million, of which CHF 1,038 million related to demographic
assumptions and CHF 1,017 million related to financial assump-

tions. These reductions in the DBO from improvements in esti-
mates were partly offset by market-driven discount rate changes,
resulting in an overall downward remeasurement of the Swiss
plan DBO of CHF 1,231 million, which was recognized in other
comprehensive income.

Furthermore, UBS AG enhanced methodologies and refined
approaches used to estimate various actuarial assumptions for its
UK and other pension plans. These improvements in estimates
resulted in a total net decrease in the DBO of the UK pension plan
of CHF 192 million, of which CHF 122 million related to demo-
graphic assumptions and CHF 71 million related to financial
assumptions. In addition, mainly market-driven discount rate
changes reduced the DBO further, resulting in an overall down-
ward remeasurement of the UK plan DBO of CHF 441 million,
which was recognized in other comprehensive income.

The tables below show the principal actuarial assumptions
used in calculating the defined benefit obligations.

Swiss UK Other!

31.12.15 311214 311215 31.12.14 31.12.15  31.12.14
Principal actuarial assumptions used (%)
Assumptions used to determine defined benefit obligations at the end of the year
Discount rate ' ' B 109 105 390 369 401 360
Rate of salary increase 175 240 000 000 289 30
Rate of pension increase 000 000 302 308 150 175
Rate of interest credit on retirement savings 1.09 140 0.00 000 148 113

1 Represents weighted average assumptions across other plans.

Mortality tables and life expectancies for major plans

Life expectancy at age 65 for a male member currently

aged 65 aged 45
Country Mortality table 31.12.15 31.12.14 31.12.15 31.12.14
Switzerland BVG 2010 G 215 24 23.2 232
UK S2PA CMI_2015, with projections’ 239 244 256 272
us RP2014 WCHA, with MP2015 projection scale? 230 217 245 234
Germany Dr. K. Heubeck 2005 G ' 200 199 226 25

Life expectancy at age 65 for a female member currently

aged 65 aged 45
Country Mortality table 31.12.15 31.12.14 31.12.15 31.12.14
Switzerland BVG 2010 G 24.0 23.9 25.7 25.6
UK S2PA CMI_2015, with projections’ 258 257 280 28.0
us RP2014 WCHA, with MP2015 projection scale? 246 239 262 256
Germany Dr. K. Heubeck 2005 G ' 241 239 266 265

1In 2014 the mortality table STNA_L CMI 2014 G, with projections was used. 2 In 2014 the mortality table RP2014 G, with MP2014 projection scale was used.
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Note 28 Pension and other post-employment benefit plans (continued)

Volatility arises in the defined benefit obligation for each of the
pension plans due to the following actuarial assumptions applied
in the measurement of the defined benefit obligation:

— Discount rate: the discount rate is based on the yield of high-
quality corporate bonds of the market in the respective pen-
sion plan country. Consequently, a decrease in the yield of
high-quality corporate bonds will increase the defined benefit
obligation of the pension plans. Conversely, an increase in the
yield of high-quality corporate bonds will decrease the defined
benefit obligation of the pension plans.

Rate of salary increase: an increase in the salary of plan partici-
pants will generally increase the defined benefit obligation,
specifically for the Swiss and German plans. For the UK plan, as
the plan is closed for future service, UBS AG employees no
longer accrue future service benefits and thus salary increases
have no impact on the defined benefit obligation. For the US
plans, only a small percentage of the total population contin-
ues to accrue benefits for future service, therefore the impact
of a salary increase on the defined benefit obligation is mini-
mal.

Rate of pension increase: for the Swiss plan, there is no auto-
matic indexing of pensions. Any increase would be decided by
the Pension Foundation Board. Similarly, for the US plans, there
is no automatic indexing of pensions. For the UK plan, pen-
sions are automatically indexed to price inflation as per plan
rules and local pension legislation. Similarly, the German
defined benefit pension plans are automatically indexed and a

Sensitivity analysis of significant actuarial assumptions’

portion of the pensions are directly increased by price inflation.
An increase in price inflation in the UK and Germany will
increase the respective plan’s defined benefit obligation.

Rate of interest credit on retirement savings: the Swiss plan
and one of the plans in the US have retirement saving balances
that are increased annually by an interest credit rate. For these
plans, an increase in the interest credit rate would increase the
respective plan‘s defined benefit obligation.

Life expectancy: for most of UBS AG’s defined benefit pension
plans, the respective plan is obligated to provide guaranteed
lifetime pension benefits. The defined benefit obligation for all
plans is calculated using an underlying best estimate of the life
expectancy of plan participants. An increase in the life expec-
tancy of plan participants will increase the plan’s defined ben-
efit obligation.

The table below presents a sensitivity analysis for each signifi-
cant actuarial assumption showing how the defined benefit obli-
gation would be affected by changes in the relevant actuarial
assumption that were reasonably possible at the balance sheet
date. Unforeseen circumstances may arise, which could result in
variations that are outside the range of alternatives deemed rea-
sonably possible. This sensitivity analysis applies to the defined
benefit obligation only and not to the net asset/liability in its
entirety. Caution should be used in extrapolating the sensitivities
below to the overall impact on the defined benefit obligation, as
the sensitivities may not be linear.

Swiss plan: increase/ (decrease)
in defined benefit obligation

UK plan: increase/ (decrease)
in defined benefit obligation

Other plans: increase/ (decrease)
in defined benefit obligation

CHF million 31.12.15 31.12.14 31.12.15 31.12.14 31.12.15 31.12.14
Discount rate

Increase by 50 basis points (1,416) (1,688) (308) @72 (84) (98)

Decrease by 50 basis points 1,609 ' 1,936 - 354 48 92 108
Rate of salary increase ' - - '

Increase by 50 basis points 82 210 =N N 1 2

Decrease by 50 basis points (86) ' (198) - 2 2 (1) ' (2)
Rate of pension increase ' - '

Increase by 50 basis points 1,163 1315 343 414 6 8

Decrease by 50 basis points =R N (300) . (363) (5) . (7)
Rate of interest credit on retirement savings - ' '

Increase by 50 basis points 263 334 - - 8 9

Decrease by 50 basis points (249) . (315) - - A (8) . (8)
Life expectancy . - . - .

Increase in longevity by one additional year 719 755 97 135 4 45
1 The sensitivity analyses are based on a change in one assumption while holding all other assumptions constant, so that interdependencies between the assumptions are excluded. 2 As the plan is closed for future

service, a change in assumption is not applicable.
the plan does not provide interest credits on retirement savings, a change in assumption is not applicable.
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3 As the assumed rate of pension increase was 0% as of 31 December 2015 and as of 31 December 2014, a downward change in assumption is not applicable.

4As



For the purpose of the UBS Registration Document, this page is referred to as page F-129

Note 28 Pension and other post-employment benefit plans (continued)

The table below provides information on the composition and fair value of plan assets of the Swiss pension plan, the UK pension plan
and the other pension plans.

Composition and fair value of plan assets

Swiss plan
31.12.15 31.12.14
Plan asset Plan asset
Fair value allocation % Fair value allocation %
Quoted Quoted
in an active in an active
CHF million market Other Total market Other Total
Cash and cash equivalents 517 0 517 2 829 0 829 3
Real éstate'/property' ' D - - A - - ' '
Domestic - 0 2647 2647 "m0 2582 2582 BT
estment funds ) o S R L < < ) )
eqjity '
Domestic - 699 0 69 3 798 0o 798 3
Foreign - 5948 1,08 8033 3 6245 994 7239 30
o ) ) . v I 2 2 Y 25D SO S ) )
Domestic, AAA to BBB— 2112 o 2112 9 2591 0 2591 BT
Foreign, AAA to BBB— 6109 0 6109 26 6418 0 6418 DY
Foreign, below BBB— 1,086 0o 105% 4 104 0o 104 o
ol st - ) ST o b R T b S ) )
Foreign - o 63 63 o 0 104 104 0
Other - 1064 1,605 2,669 11 2513 736 3249 V'
Other investments ' T 15 15 o 0 17 17 ' 0
Total 18,505 5,414 23,919 100 19,499 4,432 23,931 100
31.12.15 31.12.14
Total fair value of plan assets 23,919 23,931
of which:
Bank accounts at UBS AG and UBS AG debt instruments - 522 A - 385
UBS Group AG shares - - 38 - - 38
Securities lent to UBSAG? R 962 D wr
Probertyéccup/edbyUBSAG - - 82 - - 87
Derivative financial inStruménts, countefpartj/.UBSAG? : - o (170).. . o : : - o (357)..
Structured products, Eountefpan‘y ussac - 0o - - 2

1The bond credit ratings are primarily based on Standard and Poor’s credit ratings. Ratings AAA to BBB— and below BBB— represent investment grade and non-investment grade ratings, respectively. In cases where credit
ratings from other rating agencies were used, these were converted to the equivalent rating in the Standard & Poor’s rating classification. 2 Securities lent to UBS AG and derivative financial instruments are presented
gross of any collateral. Net of collateral, derivative financial instruments amounted to CHF (90) million as of 31 December 2015 (31 December 2014: CHF (123) million). Securities lent to UBS AG were fully covered by
collateral as of 31 December 2015 and 31 December 2014.
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Note 28 Pension and other post-employment benefit plans (continued)

Composition and fair value of plan assets (continued)

UK plan
31.12.15 31.12.14
Plan asset Plan asset
Fair value allocation % Fair value allocation %
Quoted in Quoted
an active in an active
CHF million market Other Total market Other Total
Cash and cash equivalents 426 0 426 13 192 0 192 6
o estment funds ) e b ST U e ha S . )
Eqdity '
Domestic - e 0 98 3 122 0o 122 B
Foreign - 1080 o 1080 32 1042 0o 108 3
o ) ) . b AT Uttt ha R . )
Domestic, AAA to BBB— 1305 0o 1305 38 1344 0 1344 B
Domestic, below BBB— Y 0 53 2 79 0o 179 s
Foreign, AAA to BBB— 189 0o 189 6 9 0 91 3
Foreign, below BBB— T 0 31 1 13 0 153 s
ool oot : ) R b LR R e ha 2 . )
Domestic - T 68 115 3 3 9 142 g
Other - (3@ 3 91 3 (3 139 106 3
Other investments ' e 7 13 o 0 0 0 ' 0
Total fair value of plan assets 3,202 198 3,400 100 3,133 248 3,381 100

1The bond credit ratings are primarily based on Standard and Poor’s credit ratings. Ratings AAA to BBB— and below BBB— represent investment grade and non-investment grade ratings, respectively. In cases where credit
ratings from other rating agencies were used, these were converted to the equivalent rating in the Standard & Poor’s rating classification.
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Note 28 Pension and other post-employment benefit plans (continued)

Composition and fair value of plan assets (continued)

Other plans

31.12.15 31.12.14
Weighted Weighted
average average
plan asset plan asset
Fair value allocation % Fair value allocation %
Quoted in Quoted
an active in an active
CHF million market Other Total market Other Total
Cash and cash equivalents 52 0 52 5 32 0 32 3
Bondt ! . e R S SRR b S . .
Domestic, AAA to BBB— 56 0 56 6 104 0 104 0
Domestic, below BBB— e 0 60 6 0 0 0 g
Foreign, AMA to BBB— T 0 17 2 %4 0 U 2
Foreign, below BBB— e 0 6 1 3 0 3 0
Private equity - o 0 0 0 0 0 0 0
Investment funds ' D - - o - -
Equity '
Domestic - 0 o 240 2 %0 0o 250 o
Foreign - a0 0o 240 4 38 0 258 5
bondet . . T R R o b R . .
Domestic, AAA to BBB— 3 0o 134 13 4 0o 142 RV
Domestic, below BBB— N 0 13 13 0 13 R
Foreign, AAA to BBB— D T 0 31 3 3 0 32 3
Foreign, below BBB— - 0 3 o 4 0 4 0
el st - . T b R R
Domestic - N 12 12 1T 0 13 13 B
OtHer 7 7 7 - 7 7 56” 42 - 98 o 1(7)7 . 7 7 66” 39 - 1075 N 7 7 10
Insurance contracts ' - ' ) ' 17 - 17 - 2 - ' ) ' 17 - 17 - ' 2
Asset-backed securities D V' 0 14 17 0 17 ' 2
Other investments ' s 0 5 o 5 0 5 ' 0
Total fair value of plan assets 926 70 997 100 961 68 1,029 100

1 The bond credit ratings are primarily based on Standard and Poor’s credit ratings. Ratings AAA to BBB—and below BBB-— represent investment grade and non-investment grade ratings, respectively. In cases where credit
ratings from other rating agencies were used, these were converted to the equivalent rating in the Standard & Poor’s rating classification.
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Note 28 Pension and other post-employment benefit plans (continued)

b) Post-retirement medical and life insurance plans

In the US and in the UK, UBS AG offers post-retirement medical
benefits that contribute to the health care coverage of certain
employees and their beneficiaries after retirement.

The UK post-retirement medical plan is closed to new entrants.
In the US, in addition to post-retirement medical benefits, UBS AG
also provides post-retirement life insurance benefits to certain
employees. The post-retirement medical benefits in the UK and
the US cover all types of medical expenses including, but not lim-
ited to, the cost of doctor visits, hospitalization, surgery and phar-
maceuticals. These plans are not pre-funded plans and costs are
recognized as incurred. In the US, the retirees also contribute to
the cost of the post-retirement medical benefits.

In 2014, UBS AG announced changes to the US post-retire-
ment medical plans in relation to a reduction or elimination of
the subsidy provided for medical benefits. This change reduced
the post-retirement benefit obligation by CHF 33 million, result-
ing in a corresponding gain recognized in the income statement
in 2014.
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Further in 2014, UBS AG announced changes to the US post-
retirement life insurance plans in relation to an elimination of the
US post-retirement life insurance policy. This change reduced the
post-retirement benefit obligation by CHF 8 million, resulting in a
corresponding gain recognized in the income statement in 2014.

The employer contributions expected to be made to the post-
retirement medical and life insurance plans in 2016 are estimated
to be CHF 6 million.

The table on the following page provides an analysis of the net
asset/liability recognized on the balance sheet for post-retirement
medical and life insurance plans from the beginning to the end of
the year, as well as an analysis of amounts recognized in net profit
and in other comprehensive income.

In 2015, disclosures within this Note have been expanded to
separately present UK post-retirement medical plan information,
which was previously presented together with the US post-
retirement medical plans. Comparative information was adjusted
accordingly.
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Note 28 Pension and other post-employment benefit plans (continued)

Post-retirement medical and life insurance plans

CHF million UK us Total
For the year ended 31.12.15 31.12.14 31.12.15 31.12.14 31.12.15 31.12.14
Post-retirement benefit obligation at the beginning of the year 32 28 53 87 85 114
Current service cost 0”. O”H 0”. 077” 0”. 0
Interest expense 1 1 2 3 3 5
Plan participant contributions 0 0 2 2 2 2
Remeasurements of postfre'ti'r'ement benefit obligation (6')" 3 - 9 2 3 5
of which: actuarial (gainé)/losses arising from changes ir'zrdemographic assumptions 2 0 2 4 4 4
of which: actuarial (gainﬁ)/losses arising from changes in financial assumptions ( 1) 4 (2')" 5 (37)" """ 8
of which: experience (gafhé)/ losses’ o (77)" 0 - 9 : (77)" ' 2 (7)
Past service cost related to plan amendments 0 : 0 - 0 : (41')” ' 0 (41)
Benefit payments? o (1')" (2')" ' (8')" (9')" ' (10')” o (10)
Foreign currency translation (2')" 1 - 1 : 8 - (1')" 0
Post-retirement benefit obligation at the end of the year 25 32 59 53 84 85
of which: amounts owing to active members 5 12 0 0 5 12
of which: amounts owing'tro deferred members 0 0 0 0 o 0
of which: amounts owingrtro retirees 20 21 59 53 79 a4
Fair value of plan assets at the end of the year 0 0 0 0 0 0
Net post-retirement benefit asset/ (liability) (25) (32) (59) (53) (84) (85)
Analysis of amounts recognized in net profit
Current service cost 0 0 0 0 0 0
Interest expense related to bbét—retirement benefit obligatio'h' 1 1 2 3 3 5
Past service cost related to plan amendments 0 : 0 - 0 : (41')” ' 0 : (41)
Net periodic cost 1 2 2 (37) 4 (36)
Analysis of gains/(losses) recognized in other comprehensive income
Remeasurement of post-retirement benefit obligation 6 (3) 9) (2) (3) (5)
Total gains/(losses) recognized in other comprehensive income, before tax 6 (3) 9) (2) (3) (5)

1 Experience (gains)/losses are a component of actuarial remeasurements of the post-retirement benefit obligation which reflect the effects of differences between the previous actuarial assumptions and what has actu-

ally occurred. 2 Benefit payments are funded by employer contributions and plan participant contributions.
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Note 28 Pension and other post-employment benefit plans (continued)

The post-retirement benefit obligation is determined by using
the assumed average health care cost trend rate, the discount rate
and the life expectancy. On a country-by-country basis, the same
discount rate is used for the calculation of the post-retirement
benefit obligation from medical and life insurance plans as for the
defined benefit obligations arising from pension plans.

UBS AG regularly reviews the actuarial assumptions used in
calculating its post-retirement benefit obligations to determine

Principal weighted average actuarial assumptions used (%)’

their continuing relevance. In 2015, UBS AG enhanced method-
ologies and refined approaches used to estimate various actuarial
assumptions. These improvements in estimates resulted in a net
increase in the post-retirement benefit obligation.

The discount rate and the assumed average health care cost
trend rates are presented in the table below. The basis for life
expectancy assumptions is the same as provided for defined ben-
efit pension plans in Note 28a.

Assumptions used to determine post-retirement benefit obligations at the end of the year UK us

For the year ended 31.12.15 31.12.14 31.12.15 31.12.14
Discount rate 3.90 3.69 4.23 3.93
Average health care cost trend rate — initial 510 550 675 7.00
Average health care cost trend rate — ultimate 510 550 5.00 5.00

1 The assumptions for life expectancies are provided within Note 28a.

Volatility arises in the post-retirement benefit obligation for
each of the post-retirement medical and life insurance plans due
to the following actuarial assumptions applied in the measure-
ment of the post-retirement benefit obligation:

— Discount rate: similar as for defined benefit pension plans, a
decrease in the yield of high-quality corporate bonds will
increase the post-retirement benefit obligation for these plans.
Conversely, an increase in the yield of high-quality corporate
bonds will decrease the post-retirement benefit obligation for
these plans.

Sensitivity analysis of significant actuarial assumptions’

— Average health care cost trend rate: an increase in health care
costs would generally increase the post-retirement benefit obli-
gation.

— Life expectancy: as some plan participants have lifetime bene-
fits under these plans, an increase in life expectancy would
increase the post-retirement benefit obligation.

The table below presents a sensitivity analysis for each signifi-
cant actuarial assumption showing how the post-retirement ben-
efit obligation would have been affected by changes in the rele-
vant actuarial assumption that were reasonably possible at the
balance sheet date.

Increase/ (decrease) in post-retirement benefit obligation

UK us

CHF million 31.12.15 31.12.14 31.12.15 31.12.14
Discount rate

Increase by 50 basis points (1) . (2) - (3) . (2)

Decrease by 50 basis points 2 2 3 2
Average health care cost trend rate . - .

Increase by 100 basis points 3 . 4 - 1 . (1)

Decrease by 100 basis points 3) . (4) - (1) . 1
Life expectancy ' . - .

Increase in Iongevity by one additional yeér 2 2 5 5

1 The sensitivity analyses are based on a change in one assumption while holding all other assumptions constant, so that interdependencies between the assumptions are excluded.

c) Defined contribution plans

UBS AG sponsors a number of defined contribution plans in loca-
tions outside of Switzerland. The locations with significant defined
contribution plans are the UK and the US. Certain plans permit
employees to make contributions and earn matching or other
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contributions from UBS AG. The employer contributions to these
plans are recognized as an expense which, for the years ended
31 December 2015, 2014 and 2013, amounted to CHF 239 mil-
lion, CHF 244 million and CHF 236 million, respectively.
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d) Related party disclosure

UBS AG is the principal provider of banking services for the pen-
sion fund of UBS AG in Switzerland. In this function, UBS AG is
engaged to execute most of the pension fund’s banking activi-
ties. These activities can include, but are not limited to, trading
and securities lending and borrowing. The non-Swiss UBS AG
pension funds do not have a similar banking relationship with
UBS AG.

In 2008, UBS AG sold certain bank-occupied properties to the
Swiss pension fund. Simultaneously, UBS AG and the Swiss pen-
sion fund entered into lease-back arrangements for some of the
properties with 25-year lease terms and two renewal options for

Related party disclosure

10 years each. During 2009, UBS AG renegotiated one of the
lease contracts, which reduced UBS AG's remaining lease commit-
ment. In 2013, after the first five years, the early break options for
most of the leases were not exercised, which resulted in an
increase in the minimum commitment for an additional five years.
As of 31 December 2015, the minimum commitment toward the
Swiss pension fund under the related leases is approximately CHF
11 million (31 December 2014: CHF 14 million).

The following amounts have been received or paid by UBS AG
from and to the pension funds in respect of these banking activi-
ties and arrangements.

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Received by UBS AG

Fees ' 33 ' 33 ' 33
Paid by UBS AG

Rent ' 5 6 3
Interest (1) : 0 : 1
Dividends and carpital repayments ' 14 4 2

The transaction volumes in UBS shares and UBS AG debt instruments are as follows.

Transaction volumes - UBS shares and UBS AG debt instruments

For the year ended

31.12.15 31.12.14
Financial instruments bought by pension funds
UBS shares! (in thousands of shafes) ' 1,544 ' 2,092
UBS AG debt instruments (par values in CHF millidn) 3 ' 4
Financial instruments sold by pension funds or matured
UBS shares! (in thousands of shafes) ' 2,255 ' 1,735
UBS AG debt instruments (par values in CHF millidn) 4 . 4

1 Represents purchases/sales of UBS AG shares up to 28 November 2014 and purchases/sales of UBS Group AG shares thereafter. Refer to Note 32 for more information.

UBS AG defined contribution pension funds held 15,782,722
UBS Group AG shares with a fair value of CHF 306 million as of
31 December 2015 (31 December 2014: 16,253,804 UBS Group
AG shares with a fair value of CHF 276 million).

More information on the fair value of the plan assets of the
defined benefit pension plans are disclosed in Note 28a.
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Note 29 Equity participation and other compensation plans

a) Plans offered

The UBS Group operates several equity participation and other
compensation plans to align the interests of executives, managers
and staff with the interests of shareholders. Some plans (e.g.,
Equity Plus and Equity Ownership Plan) are granted to eligible
employees in approximately 50 countries and are designed to
meet the legal, tax and regulatory requirements of each country
in which they are offered. Certain plans are used in specific coun-
tries, business areas (e.g., awards granted within Wealth Manage-
ment Americas), or are only offered to members of the Group
Executive Board (GEB). The UBS Group operates compensation
plans on a mandatory, discretionary and voluntary basis. The
explanations below provide a general description of the terms of
the most significant plans offered by the Group which relate to
the performance year 2015 (awards granted in 2016) and those
from prior years that were partly expensed in 2015.
- Refer to Note 1a item 25 for a description of the accounting
policy related to equity participation and other compensation
plans

Transfer of deferred compensation plans

As part of the Group reorganization in 2014, UBS Group AG
assumed obligations of UBS AG as grantor in connection with
certain outstanding awards under employee share, option,
notional fund and deferred cash compensation plans. As a result
of the transfer, UBS Group AG assumed all responsibilities and
rights associated with the grantor role for the plans from UBS AG,
including the right of recharge to its subsidiaries employing the
personnel. Obligations relating to deferred compensation plans
which are required to be, and have been, granted by employing
and/or sponsoring subsidiaries have not been assumed by UBS
Group AG and will continue on this basis. Furthermore, obliga-
tions related to other compensation awards, such as defined ben-
efit pension plans and other local awards, have not been assumed
by UBS Group AG and are retained by the relevant employing
and/or sponsoring subsidiaries. For the purpose of this Note, ref-
erences to shares, performance shares, notional shares and
options refer to UBS Group AG instruments for the period after
the transfer and to UBS AG instruments for the period before the
transfer.

The tables within this Note outline the effects from equity par-
ticipation and other compensation plans on the UBS AG income
statement, as well as the movements in UBS share and notional
share awards retained by UBS AG.

Mandatory share-based compensation plans

Equity Ownership Plan (EOP): Select employees receive a portion
of their annual performance-related compensation above a cer-
tain threshold in the form of an EOP award in UBS shares, notional
shares or UBS performance shares (notional shares that are sub-
ject to performance conditions). From February 2014 onwards,
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only notional shares and UBS performance shares have been
granted. Since 2011, performance shares have been granted to
EOP participants who are Key Risk-Takers, Group Managing Direc-
tors (GMD) or employees whose incentive awards exceed a cer-
tain threshold, and since 2013 to GEB members. For performance
shares granted in respect of the performance years 2012 and
thereafter, the performance conditions are based on the Group
return on tangible equity and the divisional return on attributed
equity (for Corporate Center participants, the return on attributed
equity of the Group excluding Corporate Center). Awards issued
outside the normal performance year cycle, such as replacement
awards or sign-on awards, may be offered in deferred cash under
the EOP plan rules.

Awards in UBS shares allow for voting and dividend rights dur-
ing the vesting period, whereas notional and performance shares
represent a promise to receive UBS shares at vesting and do not
carry voting rights during the vesting period. Notional and perfor-
mance shares granted before February 2014 have no rights to
dividends, whereas for awards granted since February 2014
employees are entitled to receive a dividend equivalent that may
be paid in notional shares and/or cash, and which will vest on the
same terms and conditions as the award. Awards granted in the
form of UBS shares, notional shares and performance shares are
settled by delivering UBS shares at vesting, except in countries
where this is not permitted for legal or tax reasons. EOP awards
granted until 2012 generally vested in three equal increments over
a three-year vesting period and awards granted since March 2013
generally vest in equal increments in years two and three following
grant. The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS
AG. Compensation expense is recognized in the performance year
if the employee meets the retirement eligibility requirements at the
date of grant. Otherwise, compensation expense is recognized
from the grant date to the earlier of the vesting date or the retire-
ment eligibility date of the employee, on a tiered basis.

Senior Executive Equity Ownership Plan (SEEOP): Up to 2012
(performance year 2011), GEB members and selected senior exec-
utives received a portion of their mandatory deferral in UBS shares
or notional shares, which vest in one-fifth increments over a five-
year vesting period and are forfeitable if certain conditions are not
met. Awards granted in 2011 and 2012 are subject to the same
performance conditions as performance shares granted under the
EOP. They will only vest in full if the participant’s business division
is profitable (for Corporate Center participants, the Group as a
whole must be profitable) in the financial year preceding sched-
uled vesting. Awards granted under SEEOP are settled by deliver-
ing UBS shares at vesting. Compensation expense is recognized
on the same basis as for share-settled EOP awards. No new SEEOP
awards were granted since 2012. From 2013 (performance year
2012), GEB members have received EOP performance awards.
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Incentive Performance Plan (IPP): In 2010, GEB members and
certain other senior employees received part of their annual incen-
tive in the form of performance shares granted under the IPP.
Each performance share granted was a contingent right to receive
between one and three UBS shares at vesting, depending on the
achievement of share price targets. Vesting was subject to contin-
ued employment with UBS AG and certain other conditions. The
IPP awards vested in March 2015. Compensation expense was
recognized on a tiered basis from the grant date to the earlier of
the vesting date or the retirement eligibility date of the employee.
IPP was a one-time plan granted in 2010 only.

Performance Equity Plan (PEP): In 2012 GEB members received
part of their annual incentive in the form of performance shares
granted under the PEP. Each performance share was a contingent
right to receive between zero and two UBS shares at vesting,
depending on the achievement of Economic Profit (EP) and Total
Shareholder Return (TSR) targets. Vesting was subject to contin-
ued employment with UBS AG and certain other conditions. The
last PEP awards vested in March 2015. Compensation expense
was recognized on a tiered basis from the grant date to the earlier
of the vesting date or the retirement eligibility date of the
employee. No PEP awards were granted after 2012.

Special Plan Award Program for the Investment Bank 2012
(SPAP): In April 2012, certain Managing Directors and Group
Managing Directors of the Investment Bank were granted an
award of UBS shares which vested in 2015. Vesting was subject to
performance conditions, continued employment with the firm
and certain other conditions. Compensation expense was recog-
nized from the grant date to the earlier of the vesting date or the
retirement eligibility date of the employee.

Role-based allowances (RBA): In line with market practice, in
certain countries, employees are entitled to receive a role-based
allowance in addition to their base salary. This allowance reflects
the market value of a specific role and is only paid as long as the
employee is within such a role. The allowance is generally paid in
cash and above a threshold it is granted in blocked shares. Such
shares will be unblocked in equal instalments after two and three
years. The compensation expense is recognized in the year of
grant.

Mandatory deferred cash compensation plans

Deferred Contingent Capital Plan (DCCP): The DCCP is a manda-
tory performance award deferral plan for all employees whose
total compensation exceeds a certain threshold. For awards
granted up to January 2015, employees received part of their
annual incentive in the form of notional bonds, which are a right
to receive a cash payment at vesting. For awards granted for the
performance years 2014 and 2015, employees have been
awarded notional additional tier 1 (AT1) instruments, which at
the discretion of UBS Group AG (consolidated) can either be
settled in the form of a cash payment or a perpetual, marketable
AT1 instrument. Awards vest in full after five years, subject to

there being no trigger event. Awards granted under the DCCP
forfeit if UBS Group AG'’s consolidated phase-in common equity
tier 1 capital ratio falls below 10% for GEB members and 7% for
all other employees. In addition, awards are also forfeited if a
viability event occurs, that is, if FINMA provides a written notice
to UBS Group AG that the DCCP awards must be written down
to prevent an insolvency, bankruptcy or failure of UBS Group AG
(consolidated), or if UBS Group AG (consolidated) receives a
commitment of extraordinary support from the public sector
that is necessary to prevent such an event. For GEB members, an
additional performance condition applies. If UBS Group AG
(consolidated) does not achieve an adjusted profit before tax for
any year during the vesting period, GEB members forfeit 20% of
their award for each loss-making year. For awards granted up to
January 2015, interest on the awards is paid annually for perfor-
mance years in which the firm generates an adjusted profit
before tax. For awards granted since February 2015 interest pay-
ments are discretionary. The awards are subject to standard for-
feiture and harmful acts provisions, including voluntary termina-
tion of employment with UBS AG. Compensation expense is
recognized in the performance year if the employee meets the
retirement eligibility requirements at the date of grant. Other-
wise, compensation expense is recognized ratably from the
grant date to the earlier of the vesting date or the retirement
eligibility date of the employee.

Long-Term Deferred Retention Senior Incentive Scheme
(LTDRSIS): Awards granted under the LTDRSIS are granted to
employees in Australia and represent a profit share amount based
on the profitability of the Australian business. Awards vest after
three years and include an arrangement which allows for unpaid
installments to be reduced if the business has a loss during the
calendar year preceding vesting. The awards are generally forfeit-
able upon voluntary termination of employment with UBS AG.
Compensation expense is recognized in the performance year if
the employee meets the retirement eligibility requirements at the
date of the grant. Otherwise, compensation expense is recog-
nized ratably from the grant date to the earlier of the vesting date
or the retirement eligibility date of the employee. 2014 was the
last year awards were granted under LTDRSIS.

Asset Management Equity Ownership Plan: In order to align
their compensation with the performance of the funds they man-
age, Asset Management employees who receive EOP awards
receive them in the form of cash-settled notional funds. The
amount depends on the value of the relevant underlying Asset
Management funds at the time of vesting. The awards are gener-
ally forfeitable upon, among other circumstances, voluntary ter-
mination of employment with UBS AG. Compensation expense is
recognized in the performance year if the employee meets the
retirement eligibility requirements at the date of grant. Otherwise,
compensation expense is recognized from the grant date to the
earlier of the vesting date or the retirement eligibility date of the
employee, on a tiered basis.
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Note 29 Equity participation and other compensation plans (continued)

Wealth Management Americas financial advisor compensation
Financial advisor compensation plans generally provide for cash
payments and deferred awards that are formula driven and fluc-
tuate in proportion to the level of business activity.

UBS AG also may enter into compensation commitments with
certain new financial advisors primarily as a recruitment incentive
and to incentivize certain eligible active financial advisors to
achieve specified revenue production and other performance
thresholds. The compensation may be earned and paid to the
employee during a period of continued employment and may be
forfeited under certain circumstances.

GrowthPlus is a program for selected financial advisors whose
revenue production and length of service exceeds defined thresh-
olds from 2010 through 2017. Compensation arrangements were
granted in 2010, 2011 and 2015, with potential arrangements to
be granted in 2018. The awards vest ratably over seven years from
grant with the exception of the 2018 arrangement, which vests
over five years.

PartnerPlus is a mandatory deferred cash compensation plan
for certain eligible financial advisors. Awards (UBS AG company
contributions) are based on a predefined formula during the per-
formance year. Participants are also allowed to voluntarily contrib-
ute additional amounts otherwise payable during the year, up to a
certain percentage of their pay, which are vested upon contribu-
tion. Company contributions and voluntary contributions are cred-
ited with interest in accordance with the terms of the plan. Rather
than being credited with interest, a participant may elect to have
voluntary contributions, along with vested company contributions,
credited with notional earnings based on the performance of vari-
ous mutual funds. Company contributions and interest on both
company and voluntary contributions ratably vest in 20% incre-
ments six to ten years following grant date. Company contribu-
tions and interest/notional earnings on both company and volun-
tary contributions are forfeitable under certain circumstances.
Compensation expense for awards is recognized in the perfor-
mance year if the employee meets the qualifying separation eligi-
bility requirements at the date of grant. Otherwise, compensation
expense for awards is recognized ratably commencing in the per-
formance year to the earlier of the vesting date or the qualifying
separation eligibility date of the employee. Compensation expense
for voluntary contributions is recognized in the year of deferral.
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Discretionary share-based compensation plans

Key Employee Stock Appreciation Rights Plan (KESAP) and Key
Employee Stock Option Plan (KESOP): Until 2009, key and high
potential employees were granted discretionary share-settled
stock appreciation rights (SARs) or UBS options with a strike price
not less than the fair market value of a UBS share on the date the
SAR or option was granted. A SAR gives employees the right to
receive a number of UBS shares equal to the value of any appre-
ciation in the market price of a UBS share between the grant date
and the exercise date. One option gives the right to acquire one
registered UBS share at the option’s strike price. SARs and options
are settled by delivering UBS shares, except in countries where
this is not permitted for legal reasons. These awards are generally
forfeitable upon termination of employment with UBS AG. Com-
pensation expense is recognized from the grant date to the earlier
of the vesting date or the retirement eligibility date of the
employee. No options or SARs awards have been granted since
2009.

Voluntary share-based compensation plans

Equity Plus Plan (Equity Plus): Equity Plus is a voluntary plan that
provides eligible employees with the opportunity to purchase UBS
shares at market value and receive, at no additional cost, one free
notional UBS share for every three shares purchased, up to a max-
imum annual limit. Share purchases may be made annually from
the performance award and/or monthly through regular deduc-
tions from salary. If the shares purchased are held for three years,
and in general if the employee remains in employment, the
notional UBS shares vest. For notional UBS shares granted from
April 2014 onwards, employees are entitled to receive a dividend
equivalent which may be paid in either notional shares and/or
cash. Prior to 2010, instead of notional shares participants
received two UBS options for each share they purchased under
this plan. The options had a strike price equal to the fair market
value of a UBS share on the grant date, a two-year vesting period
and generally expired ten years from the grant date. The options
are forfeitable in certain circumstances and are settled by deliver-
ing UBS shares, except in countries where this is not permitted for
legal reasons. Compensation expense for Equity Plus is recognized
from the grant date to the earlier of the vesting date or the retire-
ment eligibility date of the employee.
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b) Effect on the income statement

Effect on the income statement for the financial year and income statements of 2016 and later. The deferred compensation
future periods expenses in the table also include vested and non-vested awards
The following table summarizes the compensation expenses rec-  granted mainly in February 2016, which relate to the performance
ognized for the year ended 31 December 2015 and deferred com-  year 2015.

pensation expenses that will be recognized as an expense in the

Personnel expenses — Recognized and deferred'

Personnel expenses for the year ended 2015 Personnel expenses deferred to 2016 and later
Expenses Expenses

relating to relating to Relating to Relating to

awards for awards for awards for awards for
CHF million 2015 prior years Total 2015 prior years Total
Performance awards
Cash performance awards . . . 2,073 . (94) . 1,980 - ) . 0 . 0
Deferred Contingent Capital Plan (DCCP) 172 258 429 343 446 789
Deferred cash plans (DCP and other cash plans) . . 0 . 12 . 12 - ) . 3 . 3
Equity Ownership Plan (EOP/SEEQP) — UBS shares 261 461 722 524 338 861
Incentive Performance Plan (iPP) . . 0 . ) . 0 - ) . 0 . 0
Total UBS share plans 261 461 722 524 338 861
Equity Ownership Plan (EOP) — notional funds 28 38 67 34 35 69
Total performance awards 2,535 675 3,210 900 822 1,722
Variable compensation
Variable compensation — other - - 184 162 3467 248" 293¢ 541
Financial advisor compensation — cash payments 2,460 0 2,460 0 0 0
Compensation commitments with recruited financial advisors - 3 692 735 940 1,899 ' 2,839
GrowthPlus and other deferral plans . . 132 ' 142 ' 275 - 710 ' 456 ' 1,166
UBS share plans - - - 37 45 8 6 15 182
Wealth Management Americas: Financial advisor compensation® 2,673 879 3,552 1,716 2,470 4,186
Total 5,391 1,716 7,108 2,864 3,585 6,449

1 Total share-based personnel expenses recognized for the year ended 31 December 2015 were CHF 1,028 million and were comprised of UBS share plans of CHF 807 million, Equity Ownership Plan — notional funds of
CHF 67 million, related social security costs of CHF 56 million and other compensation plans (reported within Variable compensation — other) of CHF 98 million. 2 Includes replacement payments of CHF 76 million (of
which CHF 65 million related to prior years), forfeiture credits of CHF 86 million (all related to prior years), severance payments of CHF 157 million (all related to 2015) and retention plan and other payments of CHF 198
million (of which CHF 183 million related to prior years). 3 Includes DCCP interest expense of CHF 160 million for DCCP awards 2015 (granted in 2016). 4 Includes DCCP interest expense of CHF 200 million for DCCP
awards 2014, 2013 and 2012 (granted in 2015, 2014 and 2013). 5 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and
supplemental compensation calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes charges related to compensation commitments with financial advisors entered into
at the time of recruitment which are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date.
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Personnel expenses — Recognized and deferred'

Personnel expenses for the year ended 2014

Personnel expenses deferred to 2015 and later

Expenses Expenses
relating to relating to Relating to Relating to
awards for awards for awards for awards for

CHF million 2014 prior years Total 2014 prior years Total
Performance awards

Cash performance awards 1,822 ' (108) ' 1,714 - 0 ' 0 ' 0
Deferred Contingent Capital Plan (DCCP) 155 194 349 312 386 698
Deferred cash plans (DCP and other cash plans) ' . 0 ' 12 ' 12 - 0 ' 8 ' 8
Equity Ownership Plan (EOP/SEEQP) — UBS shares 215 444 659 459 367 826
Incentive Performance Plan (iPP) ' . 0 . 21 . 21 - 0 . 0 . 0
Total UBS share plans 215 465 680 459 367 826
Equity Ownership Plan (EOP) — notional funds 24 41 65 36 33 69
Total performance awards 2,216 604 2,820 807 794 1,601
Variable compensation

Variable compensation — other ' - 260 206 4660 307° 340¢ 647
Financial advisor compensation — cash payments 2,396 0 2,396 0 0 0
Compensation commitmentsrwith recruited financial advisoré . 39 . 636 . 675 . 524 . 2,058 . 2,582
GrowthPlus and other deferral plans ' - 81 153 234 189 528 717
UBS share plans ' ' - 3 57 80 41 143 184
Wealth Management Americas: Financial advisor compensation® 2,539 846 3,385 754 2,729 3,483
Total 5,015 1,656 6,671 1,868 3,863 5,731

1 Total share-based personnel expenses recognized for the year ended 31 December 2014 were CHF 999 million and were comprised of UBS share plans of CHF 800 million, Equity Ownership Plan — notional funds of
CHF 65 million, related social security costs of CHF 41 million and other compensation plans (reported within Variable compensation — other) of CHF 93 million. 2 Includes replacement payments of CHF 81 million (of
which CHF 70 million related to prior years), forfeiture credits of CHF 70 million (all related to prior years), severance payments of CHF 162 million (all related to 2014) and retention plan and other payments of CHF 292
million (of which CHF 206 million related to prior years). 3 Includes DCCP interest expense of CHF 121 million for DCCP awards 2014 (granted in 2015). 4 Includes DCCP interest expense of CHF 161 million for DCCP
awards 2013 and 2012 (granted in 2014 and 2013). 5 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental
compensation calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes charges related to compensation commitments with financial advisors entered into at the time of

recruitment which are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date.

During 2015 and 2014, UBS AG accelerated the recognition of
expenses for certain deferred compensation arrangements relat-
ing to employees that were affected by restructuring programs.
Based on the redundancy provisions of the plan rules, these
employees retain their deferred compensation awards. However,
as the employees are not required to provide future service, com-
pensation expense relating to these awards was accelerated to
the termination date based on the shortened service period. The
amounts accelerated and recognized relating to share-based pay-
ment awards in 2015 and 2014 were CHF 9 million and CHF 38
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million respectively, and the amounts related to deferred cash
awards were CHF 10 million and CHF 29 million, respectively.

UBS AG also shortened the service period for certain employ-
ees in accordance with the mutually agreed termination provi-
sions of their deferred compensation awards. Expense recognition
was accelerated to the termination date. The amounts acceler-
ated and recognized relating to share-based payment awards in
2015 and 2014 were CHF 6 million and CHF 11 million, respec-
tively, and the amounts related to deferred cash awards were CHF
11 million and CHF 8 million, respectively.
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Personnel expenses — Recognized and deferred

Personnel expenses for the year ended 2013

Personnel expenses deferred to 2014 and later

Expenses Expenses
relating to relating to Relating to Relating to
awards for awards for awards for awards for

CHF million 2013 prior years Total 2013 prior years Total
Performance awards

Cash performance awards 1,942 ' (30) ' 1,912 - 0 ' 0 ' 0
Deferred Contingent Capital Plan (DCCP) 152 96 248 348 230 578
Deferred cash plans (DCP and other cash plans) ' . 2 ' 53 ' 55 - 7 ' 12 ' 19
Equity Ownership Plan (EOP/SEEQP) — UBS shares 190 466 656 520 307 827
Performance Equity Plan (PEP) ' . 0 . 3 . 3 - 0 . 0 . 0
Incentive Performance Plan (iPP) ' . 0 . 33 . 33 - 0 . 21 . 21
Total UBS share plans 190 502 692 520 328 848
Equity Ownership Plan (EOP) — notional funds 19 60 79 37 36 73
Total performance awards 2,305 681 2,986 912 606 1,518
Variable compensation

Variable compensation — other ' - 152 136 288 340° 398* 738
Financial advisor compensation — cash payments 2,219 0 2,219 0 0 0
Compensation commitmentsrwith recruited financial advisoré . 33 . 605 . 638 - 440 . 2,098 . 2,538
GrowthPlus and other deferral plans ' - 62 132 194 107 564 671
UBS share plans ' ' - 20 69 89 45 165 210
Wealth Management Americas: Financial advisor compensation® 2,334 806 3,140 592 2,827 3,419
Total 4,791 1,623 6,414 1,844 3,831 5,675

1 Total share-based personnel expenses recognized for the year ended 31 December 2013 were CHF 1.042 million and were comprised of UBS share plans of CHF 787 million, Equity Ownership Plan — notional funds of
CHF 79 million, related social security costs of CHF 65 million and other compensation plans (reported within Variable compensation — other) of CHF 111 million. 2 Includes replacement payments of CHF 78 million
(of which CHF 72 million related to prior years), forfeiture credits of CHF 146 million (all related to prior years), severance payments of CHF 114 million (all related to 2013) and retention plan and other payments of CHF
242 million (of which CHF 210 million related to prior years). 3 Includes DCCP interest expense of CHF 101 million for DCCP awards 2013 (granted in 2014). 4 Includes DCCP interest expense of CHF 109 million for
DCCP awards 2012 (granted in 2013). 5 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation
calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes charges related to compensation commitments with financial advisors entered into at the time of recruitment

which are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date.

Additional disclosures on mandatory, discretionary and voluntary
share-based compensation plans (including notional funds
granted under EOP)
The total share-based personnel expenses recognized for the
years ended 31 December 2015, 2014 and 2013 were CHF 1,028
million, CHF 999 miillion and CHF 1,042 million, respectively. This
includes the current period expense, amortization and related
social security costs for awards issued in prior periods and perfor-
mance year expensing for awards granted to retirement-eligible
employees where the terms of the awards do not require the
employee to provide future services.

The total compensation expenses for non-vested share-based
awards granted up to 31 December 2015 relating to prior years to
be recognized in future periods is CHF 553 million and will be

recognized as personnel expenses over a weighted average period
of 1.9 years. This includes UBS share plans, the Equity Ownership
Plan (notional funds), other variable compensation and the Equity
Plus Plan. Total deferred compensation amounts included in the
2015 table differ from this amount as the deferred compensation
amounts also include non-vested awards granted in February
2016 related to the performance year 2015.

Actual payments to participants in cash-settled share-based
plans, including amounts granted as notional funds issued under
the EOP, for the years ended 31 December 2015 and 2014 were
CHF 98 million and CHF 90 million, respectively. The total carry-
ing amount of the liability related to these plans was CHF 170
million as of 31 December 2015 and CHF 143 million as of
31 December 2014.
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Note 29 Equity participation and other compensation plans (continued)

c) Movements during the year

UBS share and performance share awards

Movements in UBS share and notional share awards were as follows:

UBS share awards

Weighted Weighted

Number of  average grant Number of average grant

shares date fair shares date fair

2015 value (CHF) 2014 value (CHF)

Outstanding, at the beginning of the year 467,848 15 186,633,491 15

Shares awarded during the year 259,334 ; 17 : 56,851,628 : 18

Distributions durirng the year (279,41 5) ; 15 : (69,92],325) : 16

Forfeited during the year (20,323) ; 19 : (6,859,017) : 16

Transfer to UBS Group AG ; : : (166,704,777) 15

Outstanding, at the end of the year ; 427,443 ; 18 467,848 15
of which: shares vested for accounting purposes 138,908 26,946

The fair value of shares that became legally vested and were distributed (i.e., all restrictions were fulfilled) during the years ended 2015
and 2014 was CHF 1,443 million and CHF 1,269 million, respectively.

d) Valuation

UBS share awards

UBS AG measures compensation expense based on the average
market price of the UBS share on the grant date as quoted on the
SIX Swiss Exchange, taking into consideration post-vesting sale
and hedge restrictions, non-vesting conditions and market condi-
tions, where applicable. The fair value of the share awards subject
to post-vesting sale and hedge restrictions is discounted based
upon the duration of the post-vesting restriction and is referenced
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to the cost of purchasing an at-the-money European put option
for the term of the transfer restriction. The weighted average dis-
count for share and performance share awards granted during
2015 is approximately 16.7% (2014: 12.9%) of the market price
of the UBS share. The grant date fair value of notional UBS shares
without dividend entitlements also includes a deduction for the
present value of future expected dividends to be paid between
the grant date and distribution.
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Note 30 Interests in subsidiaries and other entities

a) Interests in subsidiaries

UBS AG defines its significant subsidiaries as those entities that,
either individually or in aggregate, contribute significantly to UBS
AG’s financial position or results of operations, based on a num-
ber of criteria, including the subsidiaries’ equity and their contri-
bution to UBS AG's total assets and profit and loss before tax, in
accordance with the requirements set by IFRS 12, Swiss regula-
tions and the regulations of the US Securities and Exchange
Commission (SEC).

Individually significant subsidiaries as of 31 December 2015

Individually significant subsidiaries

The table below lists UBS AG's individually significant subsidiaries
as of 31 December 2015. Unless otherwise stated, the subsidiar-
ies listed below have share capital consisting solely of ordinary
shares, which are held fully by UBS AG, and the proportion of
ownership interest held is equal to the voting rights held by UBS
AG. The country where the respective registered office is located
is also generally the principal place of business.

Equity interest accumu-

Company Registered office Primary business division Share capital in million lated in %
UBS Americas Holding LLC Wilmington, Delaware, USA Corporate Center usb 1,200.0! 100.0
UBS Bank USA ' 'Salt Lake City, Utah, USA Wealth Management Americas ' usb ' 0.0 ' 100.0
UBS Finandial Services Inc. Wilmington, Delaware, USA Wealth Management Americas ' usb ' 0.0 ' 100.0
UBS Limited ' 'London, United Kingdom 'Investment Bank ' GBP ' 226.6 ' 100.0
UBS Securities LLC Wilmington, Delaware, USA Investment Bank CUsD 128317 100.0
UBS Switzerland AG Zurich, Switzerland Personal & Corporate Banking OCHF 100 100.0

1 Comprised of common share capital of USD 1,000 and non-voting preferred share capital of USD 1,200,000,000. 2 Comprised of common share capital of USD 100,000 and non-voting preferred share capital of

UsD 1,283,000,000.

In 2015, UBS transferred its Personal & Corporate Banking and

UBS Americas Holding LLC, UBS Limited and UBS Switzerland

Wealth Management business booked in Switzerland from UBS  AG are fully held by UBS AG. UBS Bank USA, UBS Financial Ser-

AG to UBS Switzerland AG, a newly formed bank subsidiary.
- Refer to Note 32 for more information

vices Inc. and UBS Securities LLC are fully held, directly or indi-

rectly, by UBS Americas Holding LLC.
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Note 30 Interests in subsidiaries and other entities (continued)

Other subsidiaries

The table below lists other subsidiaries that are not individually significant but that contribute to UBS AG's total assets and aggregated

profit before tax thresholds and are thereby disclosed in accordance with the requirements set by the SEC.

Other subsidiaries as of 31 December 2015

Equity interest

Company Registered office Primary business division Share capital in million accumulated in %
Topcard Service AG Glattbrugg, Switzerland Personal & Corporate Banking CHF 0.2 100.0
UBS (italia) SpA Milan, Italy Wealth Management EUR 95.0 100.0
UBS (Luxembourg) SA. 'Luxembourg, Luxembourg Wealth Management CHF 1500 100.0
UBS Americas Inc. ' Wilmington, Delaware, USA .Corporate Center usb . 0.0 . 100.0
UBS Asset Managemént (Americas) Inc. Wilmington, Delaware, USA Asset Management usb . 0.0 . 100.0
UBS Asset Managemént (Australia) Ltd .Sydney, Australia Asset Management AUD 201" 100.0
UBS Asset Managemént (Deutschland) GmbH .Frankfurt, Germany Asset Management EUR . 1.7 . 100.0
UBS Asset Managemént (Hong Kong) Limited .Hong Kong, Hong Kong Asset Management HKD 1500 100.0
UBS Asset Managemént (Japan) Ltd ' lokyo, Japan Asset Management PY 2,200.0 . 100.0
UBS Asset Managemént (Singapore) Ltd .Singapore, Singapore Asset Management SGD 40 100.0
UBS Asset Managemént (UK) Ltd .London, United Kingdom Asset Management GBP 1250 100.0
UBS Asset ManageméntAG Zurich, Switzerland Asset Management CHF 0.1 100.0
UBS Australia Holdings Pty Ltd 'Sydney, Australia Investment Bank AUD 467 100.0
UBS Bank, SA. Madrid, Spain Wealth Management EUR 972 100.0
UBS Beteiligungs—Gm'bH & Co. KG 'Frankfurt, Germany Wealth Management EUR 568.8 100.0
UBS Card Center AG 'Glattbrugg, Switzerland Personal & Corporate Banking CHF 0.1 100.0
UBS Credit Corp. ' Wilmington, Delaware, USA Wealth Management Americas usb ' 0.0 ' 100.0
UBS Deutschland AG 'Frankfurt, Germany Wealth Management EUR 1760 100.0
UBS Fund Advisor, LLC. Wilmington, Delaware, USA Wealth Management Americas usb ' 0.0 ' 100.0
UBS Fund Mangement (Luxembourg) S.A. .Luxembourg, Luxembourg Asset Management ER 13.0 100.0
UBS Fund Mangement (Switzerland) AG .Basel, Switzerland Asset Management CHF . 1.0 . 100.0
UBS Hedge Fund Solutions LLC Wilmington, Delaware, USA Asset Management Ush 0.1 100.0
UBS Italia SIM SpA Milan, Italy Investment Bank ER 150 100.0
UBS O’Connor LLC ' .Dover, Delaware, USA Asset Management usD . 1.0 . 100.0
UBS Real Estate Secuiities Inc. Wilmington, Delaware, USA lnvestment Bank usD . 0.0 . 100.0
UBS Realty Investors l_LC .Boston, Massachusetts, USA Asset Management usD . 9.0 . 100.0
UBS Securities (Thailand) Ltd Bangkok, Thailand Investment Bank THB 500.0 100.0
UBS Securities Australia Ltd .Sydney, Australia Investment Bank AUD 03" 100.0
UBS Securities Canad'a Inc. loronto, Canada lnvestment Bank CAD . 10.0 . 100.0
UBS Securities Espaﬁé Sociedad de Valores SA 'Madrid, Spain Investment Bank EUR 150 100.0
UBS Securities India Private Limited ~ Mumbai, India Investment Bank INR 140.0 100.0
UBS Securities Japan 'Co., Ltd. lokyo, Japan Investment Bank Py 46,450.0 ' 100.0
UBS Securities Pte. Ltd. 'Singapore, Singapore Investment Bank SGD 4204 100.0
UBS Services LLC ' Wilmington, Delaware, USA 'Corporate Center usb ' 0.0 ' 100.0
UBS South Africa (Proprietary) Limited 'Sandton, South Africa lnvestment Bank ZAR ' 0.0 ' 100.0
UBS Trust Company of Puerto Rico Hato Rey, Puerto Rico Wealth Management Americas Ush 0.1 100.0
UBS UK Properties Limited .London, United Kingdom .Corporate Center GBP 1320 100.0

1 Includes a nominal amount relating to redeemable preference shares.
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Note 30 Interests in subsidiaries and other entities (continued)

Changes in consolidation scope

During 2015, a number of subsidiaries were incorporated in order
to improve the resolvability of UBS AG in response to too big to
fail requirements, namely UBS Americas Holding LLC, UBS Swit-
zerland AG and UBS Asset Management AG. UBS Fund Services
(Cayman) Ltd and a few smaller subsidiaries of Asset Manage-
ment were removed from the scope of consolidation as part of
the sale of the Alternative Fund Services business.

Non-controlling interests

As of 31 December 2015 and 31 December 2014, non-controlling
interests were not material to UBS AG. In addition, as of these
dates there were no significant restrictions on UBS AG's ability to
access or use the assets and settle the liabilities of subsidiaries
resulting from protective rights of non-controlling interests.

- Refer to the “Statement of changes in equity” for more
information

Consolidated structured entities

UBS AG consolidates a structured entity (SE) if it has power over
the relevant activities of the entity, exposure to variable returns
and the ability to use its power to affect its returns. Consolidated
SEs include certain investment funds, securitization vehicles and
client investment vehicles. UBS AG has no individually significant
subsidiaries that are SEs.

Investment fund SEs are generally consolidated when UBS AG's
aggregate exposure combined with its decision making rights
indicate the ability to use such power in a principal capacity. Typi-
cally UBS AG will have decision making rights as fund manager,
earning a management fee, and will provide seed capital at the
inception of the fund or hold a significant percentage of the fund
units. Where other investors do not have the substantive ability to
remove UBS AG as decision maker, UBS AG is deemed to have
control and therefore consolidates the fund.

Securitization SEs are generally consolidated when UBS AG
holds a significant percentage of the asset backed securities
issued by the SE and has the power to remove without cause the
servicer of the asset portfolio.

Client investment SEs are generally consolidated when UBS AG
has a substantive liquidation right over the SE or a decision right
over the assets held by the SE and has exposure to variable returns
through derivatives traded with the SE or holding notes issued by
the SE.

In 2015 and 2014, UBS AG has not entered into any contractual
obligation that could require UBS AG to provide financial support
to consolidated SEs. In addition, UBS AG did not provide support,
financial or otherwise, to a consolidated SE when UBS AG was not
contractually obligated to do so, nor has UBS AG an intention to do
so in the future. Further, UBS AG did not provide support, financial
or otherwise, to a previously unconsolidated SE that resulted in UBS
AG controlling the SE during the reporting period.
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Note 30 Interests in subsidiaries and other entities (continued)

b) Interests in associates and joint ventures

As of 31 December 2015 and 2014, no associate or joint venture  of cash dividends or to repay loans or advances made. There
was individually material to UBS AG. In addition, there were no  were no quoted market prices for any associates or joint ven-
significant restrictions on the ability of associates or joint ven- tures of UBS AG.

tures to transfer funds to UBS AG or its subsidiaries in the form

Investments in associates and joint ventures

CHF million 31.12.15 31.12.14
Carrying amount at the beginning of the year 927 842
Additions ' ' ' ' ' ' ' ' 12 1

Disposals ' ' ' ' ' ' ' ' . . (2) . (2)
Share of compréhensive income ' ' ' ' ' ' . 151 103
of which: share of net proﬁtﬁ? ' ' ' ' ' ' . 169 94
of which: share of other comp}ehensive income’ ' ' ' ' ' . ' '( 18) . 9

Dividends received ' ' ' ' ' ' 7 . (114) (54)
Foreign currency translation ' ' ' ' ' ' ' ' ”(20) ' 38
Carrying amount at the end of the year 954 927
of which: associates 925 900

of which: UBS Securities Co. Limited, Be/jing;‘ ' ' ' ' ' ' 4 404

of which: SIX Group AG, Zurich’ ' ' ' ' ' ' ' 413 ' 406

of which: other associates ' ' ' ' ' ' ' 102 90

of which: joiht ventures ' ' ' ' ' ' ' ' 29 27

1 For 2015, consists of CHF 158 million from associates and CHF 11 million from joint ventures. For 2014, consists of CHF 83 million from associates and CHF 11 million from joint ventures. 2 In 2015, the SIX Group
sold its stake in STOXX Ltd and Indexium Ltd. The UBS share of the resulting gain on sale was CHF 81 million. 3 For 2015, consists of CHF (18) million from associates and CHF 0 million from joint ventures. For 2014,
consists of CHF 8 million from associates and CHF 0 million from joint ventures. 4 During 2015, UBS AG's equity interest increased to 24.99% (20.0% as of 31 December 2014). 5 UBS AG's equity interest amounts
to 17.3%. UBS AG is represented on the Board of Directors.
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Note 30 Interests in subsidiaries and other entities (continued)

¢) Interests in unconsolidated structured entities

During 2015, UBS AG sponsored the creation of various SEs and The table below presents UBS AG's interests in and maximum
interacted with a number of non-sponsored SEs, including securi- — exposure to loss from unconsolidated SEs as of 31 December
tization vehicles, client vehicles as well as certain investment 2015. In addition, the total assets held by the SEs in which UBS
funds, which UBS AG did not consolidate as of 31 December AG had an interest as of 31 December 2015 are provided, except

2015 because it did not control these entities. for investment funds sponsored by third parties, for which the
- Refer to Note 1a item 3 for more information on the nature, carrying value of UBS AG's interest as of 31 December 2015 has
purpose, activities and financing structure of these entities been disclosed.

Interests in unconsolidated structured entities

31.12.15

Securitization Client Investment Maximum
CHF million, except where indicated vehicles vehicles funds Total exposure to loss’
Trading portfolio assets 1,060 463 6,102 7,624 7,624
Positive replacemenf values - - Vi 101 57 200 200
Financial assets desidhated atfairvalue - - - ' 972 - 97 1,636
Loans - - o 0 101 101 101
Financial investments available-forsale - - - ' 3,396 ' 102 3,498 ' 3,498
Other assets - - o 457 0 45 937
Total assets 1,1013 4,102 6,362 11,565
Negative replacement values 30* 631 0 661 19
Total liabilities 30° 631 0 661
Assets held by the unconsolidated structured entities in which UBS AG
had an interest (CHF billion) 141° 437 3208

31.12.14
Securitization Client Investment Maximum

CHF million, except where indicated vehicles vehicles funds Total exposure to loss'
Trading portfolio assets 1,955 676 8,079 10,711 10,711
Positive replacemenf values - - 26 83 2 m 111
Financial assets desiéhated at fair value . N . . 1”152. 102 . 217 . 2,422
Loans - - 166 0 206 72 712
Financial investments available-for-sale - - - ' 4,029 ' 94 4123 ' 4,123
Other assets - - - ' 522 - 5 1,248
Total assets 2,447 4,996 8,482 15,925
Negative replacement values 2454 27 75 347 21
Total liabilities 245° 27 75 347
Assets held by the unconsolidated structured entities in which UBS AG
had an interest (CHF billion) B552 1137 3048

1 For purposes of this disclosure, maximum exposure to loss amounts do not consider the risk-reducing effects of collateral or other credit enhancements. 2 Represents the carrying value of loan commitments, both
designated at fair value and held at amortized cost. The maximum exposure to loss for these instruments is equal to the notional amount. 3 As of 31 December 2015, CHF 0.9 billion of the CHF 1.1 billion was held in
Corporate Center — Non-core and Legacy Portfolio. As of 31 December 2014, CHF 2.2 billion of the CHF 2.4 billion was held in Corporate Center — Non-core and Legacy Portfolio. 4 Comprised of credit default swap
(CDS) liabilities and other swap liabilities. The maximum exposure to loss for CDS is equal to the sum of the negative carrying value and the notional amount. For other swap liabilities, no maximum exposure to loss is
reported. 5 Entirely held in Corporate Center — Non-core and Legacy Portfolio. 6 Represents principal amount outstanding. 7 Represents the market value of total assets. 8 Represents the net asset value of the
investment funds sponsored by UBS AG (31 December 2015: CHF 310 billion, 31 December 2014: CHF 296 billion) and the carrying value of UBS AG's interests in the investment funds not sponsored by UBS (31 Decem-
ber 2015: CHF 10 billion, 31 December 2014: CHF 8 billion).
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Note 30 Interests in subsidiaries and other entities (continued)

UBS AG retains or purchases interests in unconsolidated SEs in
the form of direct investments, financing, guarantees, letters of
credit, derivatives and through management contracts.

For retained interests, UBS AG’s maximum exposure to loss is
generally equal to the carrying value of UBS AG's interest in the
SE, with the exception of guarantees, letters of credit and credit
derivatives for which the contract’s notional amount, adjusted for
losses already incurred, represents the maximum loss that UBS AG
is exposed to. In addition, the current fair value of derivative swap
instruments with a positive replacement value only, such as total
return swaps, is presented as UBS AG's maximum exposure to
loss. Risk exposure for these swap instruments could change over
time with market movements.

The maximum exposure to loss disclosed in the table on the
previous page does not reflect UBS AG'’s risk management activi-
ties, including effects from financial instruments that UBS AG may
utilize to economically hedge the risks inherent in the unconsoli-
dated SE or the risk-reducing effects of collateral or other credit
enhancements.

In 2015 and 2014, UBS AG did not provide support, financial
or otherwise, to an unconsolidated SE when UBS AG was not
contractually obligated to do so, nor has UBS AG an intention to
do so in the future.

In 2015 and 2014, income and expenses from interests in
unconsolidated SEs primarily resulted from mark-to-market move-
ments recognized in net trading income, which have generally
been hedged with other financial instruments, as well as fee and
commission income received from UBS sponsored funds.

Interests in securitization vehicles

As of 31 December 2015 and 31 December 2014, UBS AG
retained interests in various securitization vehicles. As of
31 December 2015, a majority of our interests in securitization
vehicles related to a portfolio of credit default swap (CDS) posi-
tions referencing asset-backed securities (ABS), which are held
within Corporate Center — Non-core and Legacy Portfolio. The
Investment Bank also retained interests in securitization vehicles
related to financing, underwriting, secondary market and deriva-
tive trading activities.
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In some cases UBS AG may be required to absorb losses from
an unconsolidated SE before other parties because UBS AG's
interest is subordinated to others in the ownership structure. An
overview of UBS AG’s interests in unconsolidated securitization
vehicles and the relative ranking and external credit rating of
those interests as of 31 December 2015 and 31 December 2014
is presented in the table on the following page.

- Refer to Note 1a items 3 and 12 for more information on when
UBS AG is viewed as the sponsor of an SE and for UBS AG’s
accounting policies regarding securitization vehicles established
by UBS AG

Interests in client vehicles

As of 31 December 2015 and 31 December 2014, UBS AG
retained interests in client vehicles sponsored by UBS AG and third
parties that relate to financing and derivative activities and to
hedge structured product offerings. Included within these invest-
ments are securities guaranteed by US government agencies.

Interests in investment funds

UBS AG holds interests in a number of investment funds, primarily
resulting from seed investments or to hedge structured product
offerings. In addition to the interests disclosed in the table on the
previous page, UBS AG manages the assets of various pooled
investment funds and receives fees that are based, in whole or
part, on the net asset value of the fund and/or the performance
of the fund. The specific fee structure is determined based on
various market factors and considers the nature of the fund, the
jurisdiction of incorporation as well as fee schedules negotiated
with clients. These fee contracts represent an interest in the fund
as they align UBS AG’s exposure to investors, providing a variable
return that is based on the performance of the entity. Depending
on the structure of the fund, these fees may be collected directly
from the fund assets and/or from the investors. Any amounts due
are collected on a regular basis and are generally backed by the
assets of the fund. UBS AG did not have any material exposure to
loss from these interests as of 31 December 2015 or as of
31 December 2014.
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Note 30 Interests in subsidiaries and other entities (continued)

Interests in unconsolidated securitization vehicles’

31.12.15
Residential Commercial
mortgage- mortgage- Other
backed backed asset-backed Re-securiti-
CHF million, except where indicated securities securities securities? zation? Total
Sponsored by UBS AG
Interests in senior tranches 0 54 0 13 66
of which: rated investment grade N L7 o 54
i defulied S P i
Interests |‘n' 'rﬁ'ezzanln‘e‘t'ré'r{ches """"""""""""""""" 3 "7 D 0 - 0 - '10 )
of which: rated investment gréd’é """""""""""""""" 7 - 7
 of which: rated sub- /ﬁ&éstmeﬁt‘gféde """""""""""""" 2 2
fubidebed S o
Total 3 61 0 13 77
 ofwhich: Trading portfolio assets 3 61 0 13 77
Total assets held by the vehicles in which UBS AG had an interest (CHF billion) 0 28 0 1 29
Not sponsored by UBS AG
Interests in senior tranches 284 66 383 140 873
© of which: rated investment grade 284 65 383 140 872
Interests inmezzanine tranches 61 7 17 0 95
o which: rated investment grade 58 7 7 0 92
b debuied 5 S e oy
Interests fﬁjﬁhlor trahﬁhéé """""""""""""""""" 1 "3 D 0 - 0 - 14
of which: étedm&ééfrﬁémgrédé """""""""""""""" 11 0 - TE
fwbihotmed R e oy
Total 356 86 400 140 983
© of which: Trading portfolio assets 356 86 400 140 983
Total assets held by the vehicles in which UBS AG had an interest (CHF billion) 64 37 6 2 109

1 This table excludes derivative transactions with securitization vehicles. 2 Includes credit card, car and student loan structures.

3 Includes collateralized debt obligations.
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Note 30 Interests in subsidiaries and other entities (continued)

Interests in unconsolidated securitization vehicles’ (continued)

31.12.14
Residential Commercial
mortgage- mortgage- Other
backed backed asset-backed Re-securiti-
CHF million, except where indicated securities securities securities? zation? Total
Sponsored by UBS AG
Interests in senior tranches 0 59 1 389 450
of which: rated investment grade ' ' ' ' ' - 0 59 - 381 442
of which: defaulted ' ' ' ' ' ' - - - ' s 8
Interests in mezzanine tranches ' ' ' ' ' - 1 16 0 6 22
of which: rated investment grade ' ' ' ' ' - - 7 . 6 13
of which: defaulted ' ' ' ' ' ' - 1 7 . - . 2
of which: not rated ' ' ' ' ' ' - - 8 . - . 8
Total 1 75 1 395 472
of which: Trad)'ngportfb/io assets ' ' ' ' ' - T 75 T 4 91
of which: Loans ' ' ' ' ' ' - . - ' 381 381
Total assets held by the vehicles in which UBS AG had an interest (CHF billion) 1 14 3 2 20
Not sponsored by UBS AG
Interests in senior tranches 376 293 454 207 1,329
of which: rated investment grade ' ' ' ' ' - 369 . 286 ' 452 ' 205 ' 1,313
of which: ratedsub-/‘nvrestment'grade ' ' ' ' ' - 6 6 2 o 15
Interests in mezzanine tranches ' ' ' ' ' - 154 143 172 6 531
of which: rated investment grade ' ' ' ' ' - 134 105 164 5 457
of which: raz‘edsub-invrestment'grade ' ' ' ' ' - 5 37 8 8 69
of which: defaulted ' ' ' ' ' ' - 5 e . 0 5
Interestsrinjunioftrancheé ' ' ' ' ' ' - 68 18 1 2 89
of which: rated investment grade ' ' ' ' ' - % e . - . 67
of which: ratedsub-inv'esz‘mem"grade ' ' ' ' ' - 4 6 . - . 10
of which: defaulted ' ' ' ' ' ' - 0 0 1 - . 1
of which: not rated ' ' ' ' ' ' - 8 e . v 11
Total 598 453 627 271 1,949
of which: Trading portfolio assets ' ' ' ' - 598 453 588 225 1,865
of which: Loans ' ' ' ' ' ' - - 0 39 46 85
Total assets held by the vehicles in which UBS AG had an interest (CHF billion) 115 115 88 12 331

1 This table excludes derivative transactions with securitization vehicles. 2 Includes credit card, car and student loan structures. 3 Includes collateralized debt obligations.
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Note 30 Interests in subsidiaries and other entities (continued)

Sponsored unconsolidated structured entities in which UBS AG
did not have an interest

For several sponsored SEs, no interest was held by UBS AG as of
31 December 2015 or as of 31 December 2014. However, during
the respective reporting period UBS AG transferred assets, pro-
vided services and held instruments that did not qualify as an
interest in these sponsored SEs, and accordingly earned income or
incurred expenses from these entities. The table below presents

the income earned and expenses incurred directly from these enti-
ties during 2015 and 2014 as well as corresponding asset infor-
mation. The table does not include income earned and expenses
incurred from risk management activities, including income and
expenses from financial instruments that UBS AG may utilize to
economically hedge instruments transacted with the unconsoli-
dated SEs.

Sponsored unconsolidated structured entities in which UBS AG did not have an interest at year end’

As of or for the year ended

31.12.15
Securitization Investment
CHF million, except where indicated vehicles  Client vehicles funds Total
Net interest income 2 (11) 0 (10)
Net fee and commission income 0 o 57 57
Net trading income 18 208 a8 274
Total income 20 197 104 321
Asset information (CHF billion) 82 13 124
As of or for the year ended
31.12.14
Securitization Investment
CHF million, except where indicated vehicles Client vehicles funds Total
Net interest income 6 (51) (44)
Net fee and commission income . - . 54 54
Net trading income 63 (158) 0 (85)
Total income 69 (208) 64 (75)
Asset information (CHF billion) 42 i 144

1 These tables exclude profit attributable to preferred noteholders of CHF 77 million for the year ended 31 December 2015 and CHF 142 million for the year ended 31 December 2014. 2 Represents the amount of
assets transferred to the respective securitization vehicles. Of the total amount transferred, CHF 3 billion was transferred by UBS AG (31 December 2014: CHF 1 billion) and CHF 5 billion was transferred by third parties
(31 December 2014: CHF 3 billion). 3 Represents total assets transferred to the respective client vehicles. Of the total amount transferred, CHF 1 billion was transferred by UBS AG (31 December 2014: CHF 1 billion)
and CHF 1 billion was transferred by third parties (31 December 2014: CHF 1 billion). 4 Represents the total net asset value of the respective investment funds.
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Note 30 Interests in subsidiaries and other entities (continued)

During 2015 and 2014, UBS AG primarily earned fees and rec-
ognized net trading income from sponsored SEs in which UBS AG
did not hold an interest. The majority of the fee income arose
from investment funds that are sponsored and administrated by
UBS AG, but managed by third parties. As UBS AG does not pro-
vide any active management services, UBS AG was not exposed to
risk from the performance of these entities and was therefore
deemed not to have an interest in them.

In certain structures, the fees receivable for administrative pur-
poses may be collected directly from the investors and have there-
fore not been included in the table above.

In addition, UBS AG incurred net trading income from mark-
to-market movements arising primarily from derivatives, such as
interest rate swaps and credit derivatives, in which UBS AG pur-

Note 31 Business combinations

chases protection, and financial liabilities designated at fair value,
which do not qualify as interests because UBS AG does not absorb
variability from the performance of the entity. The net income
reported does not reflect economic hedges or other mitigating
effects from UBS AG's risk management activities.

During 2015, UBS AG and third parties transferred assets total-
ing CHF 9 billion (2014: CHF 6 billion) into sponsored securitiza-
tion and client vehicles created in 2015. For sponsored investment
funds, transfers arose during the period as investors invested and
redeemed positions, thereby changing the overall size of the
funds, which, when combined with market movements, resulted
in a total closing net asset value of CHF 12 billion (31 December
2014: CHF 14 billion).

In 2015 and 2014, UBS AG did not complete any significant business combinations.
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Note 32 Changes in organization and disposals

Measures to improve the resolvability of the Group in
response to too big to fail requirements in Switzerland
and other countries in which the Group operates

In December 2014, UBS Group AG completed an exchange offer
for the shares of UBS AG and established UBS Group AG as the
holding company for UBS Group. During 2015, UBS Group AG
filed and completed a court procedure under article 33 of the
Swiss Stock Exchange Act (SESTA procedure) resulting in the can-
cellation of the shares of the remaining minority shareholders of
UBS AG. As a result, UBS Group AG now owns 100% of the
outstanding shares of UBS AG.

In June 2015, UBS AG transferred its Personal & Corporate
Banking and Wealth Management business booked in Switzer-
land to UBS Switzerland AG.

In the second quarter of 2015, UBS AG also completed the
implementation of a more self-sufficient business and operating
model for UBS Limited, its investment banking subsidiary in the
UK, under which UBS Limited bears and retains a larger propor-
tion of the risk and reward in its business activities.

Also during 2015, UBS AG established a new subsidiary, UBS
Americas Holding LLC, which UBS AG intends to designate as its
intermediate holding company for its US subsidiaries prior to the
1 July 2016 deadline under new rules for foreign banks in the US
pursuant to the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank). During the third quarter of 2015,
UBS AG contributed its equity participation in the principal US
operating subsidiaries to UBS Americas Holding LLC to meet the
requirement under Dodd-Frank that the intermediate holding
company own all of our US operations, except branches of UBS
AG.

Lastly, UBS AG also established UBS Asset Management AG, a
new subsidiary, in 2015.

Sale of subsidiaries and businesses

In 2015, UBS AG sold its Alternative Fund Services (AFS) business
to Mitsubishi UFJ Financial Group Investor Services. The Asset
Management Investment Fund Services business, which provides
fund administration for traditional mutual funds, was not included
in the sale. Upon completion of the sale, UBS AG recognized a
gain on sale of CHF 56 million and reclassified an associated net
foreign currency translation gain of CHF 119 million from Other
comprehensive income to the Income statement.

Also during 2015, UBS AG completed the sale of certain sub-
sidiaries and businesses within Wealth Management, which
resulted in the recognition of a combined gain of CHF 197 million.

Finally, in 2015, UBS AG agreed to sell certain businesses
within Wealth Management and these sales are expected to close
in 2016 subject to customary closing conditions. As of 31 Decem-
ber 2015, the assets and liabilities of these subsidiaries and busi-
nesses were presented as a disposal group held-for-sale within
Other assets and Other liabilities and amounted to CHF 279 mil-
lion and CHF 235 million, respectively. UBS recognized a loss of
CHF 28 million in 2015 related to these sales.

Restructuring expenses

Restructuring expenses arise from programs that materially
change either the scope of business undertaken by UBS AG or the
manner in which such business is conducted. Restructuring
expenses are temporary costs that are necessary to effect such
programs and include items such as severance and other person-
nel-related expenses, duplicate headcount costs, impairment and
accelerated depreciation of assets, contract termination costs,
consulting fees, and related infrastructure and system costs. These
costs are presented in the income statement according to the
underlying nature of the expense. As the costs associated with
restructuring programs are temporary in nature, and in order to
provide a more thorough understanding of business performance,
such costs are separately presented in this Note.
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Note 32 Changes in organization and disposals

Net restructuring expenses by business division and Corporate Center unit

For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Wealth Management 323 185 178
Wealth Managerm'entAmericas """ 137 55 59
Personal & Corpﬁréte Banking 101 64 54
Asset Managehéht """ 82 50 43
InvestmentBank 396 %61 210
Corporate Center 194 61 29

of which: Services 138 ' 30 ' (6)

of which: Non-core and Legacy portfolio 56 31 235
Total net restructuring expenses 1,233 677 772

of which: personnel expenses 458 327 156

of which: gehé}a/ and administrative exenses 760 319 548

of which: dep}éc/ation and /mpé/fment of properz;y; 'equipmentand software 12 29 68

of which: amortization and impé/fment of /ntang/b/é assets o 2 2 0
Net restructuring expenses by personnel expense category

For the year ended
CHF million 31.12.15 31.12.14 31.12.13
Salaries 311 145 65
Variable compehéétion - performéhte awards 38 ' 35 ' ('1'5')'
Variable compehéétion —other 108 138 88
Contractors 46 8 3
Social security S 5 4 5
Pension and otHe'r'post—emponme'ht'benefit plans e (65) ' (29) ' 8
Other personnelrrekpenses e 15 6 3
Total net restructuring expenses: personnel expenses 458 327 156
Net restructuring expenses by general and administrative expense category
For the year ended

CHF million 31.12.15 31.12.14 31.12.13
Occupancy 109 49 35
Rent and maintenance of IT and other equipment 31 3 8
Administration e 7 3 2
Travel and entertainment 16 " 4
Professional fees 187 148 76
Outsourcing of T and other services 316 82 59
Other! S 95 2 364
Total net restructuring expenses: general and administrative expenses 760 319 548

1 Mainly comprised of onerous real estate lease contracts.
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Note 33 Operating leases and finance leases

Information on lease contracts classified as operating leases where UBS AG is the lessee is provided in Note 33a and information on
finance leases where UBS AG acts as a lessor is provided in Note 33b.

a) Operating lease commitments

As of 31 December 2015, UBS AG was obligated under a number
of non-cancellable operating leases for premises and equipment
used primarily for banking purposes. The significant premises
leases usually include renewal options and escalation clauses in
line with general office rental market conditions, as well as rent

adjustments based on price indices. However, the lease agree-
ments do not contain contingent rent payment clauses and pur-
chase options, nor do they impose any restrictions on UBS AG’s
ability to pay dividends, engage in debt financing transactions or
enter into further lease agreements.

CHF million 31.12.15
Expenses for operating leases to be recognized in:

2016 - - - 743
2017 683
2018 558
2019 475
2020 413
2021 and thereafter 1,858
Subtotal commitments for minimum payments under operating leases 4,730
Less: Sublease rental income commitments 348
Net commitments for minimum payments under operating leases 4,382
CHF million 31.12.15 31.12.14 31.12.13
Gross operating lease expense recognized in the income statement 741 759 792
Sublease rental income 70 73 74
Net operating lease expense recognized in the income statement 671 686 718

b) Finance lease receivables

UBS AG leases a variety of assets to third parties under finance
leases, such as commercial vehicles, production lines, medical
equipment, construction equipment and aircrafts. At the end of
the respective leases, assets may be sold to third parties or be
leased further. Lessees may participate in any sales proceeds
achieved. Leasing charges cover the cost of the assets less their
residual value as well as financing costs.

Lease receivables

As of 31 December 2015, unguaranteed residual values of CHF
167 million had been accrued, and the accumulated allowance
for uncollectible minimum lease payments receivable amounted
to CHF 10 million. No contingent rents were received in 2015.

CHF million 31.12.15
Total minimum lease Unearned finance
payments income Present value
2016 341 23 318
20172020 651 38 613
thereafter 158 - 6 152
Total 1,150 67 1,083
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Note 34 Related parties

UBS AG defines related parties as associates (entities which are
significantly influenced by UBS AG), post-employment benefit
plans for the benefit of UBS AG employees, key management
personnel, close family members of key management personnel

a) Remuneration of key management personnel

and entities which are, directly or indirectly, controlled or jointly
controlled by key management personnel or their close family
members. Key management personnel is defined as members of
the Board of Directors (BoD) and Group Executive Board (GEB).

The non-independent members of the BoD have top management employment contracts and receive pension benefits upon retire-
ment. Total remuneration of the non-independent members of the BoD and GEB members, including those who stepped down during

2015, is provided in the table below.

Remuneration of key management personnel

CHF million 31.12.15 31.12.14 31.12.13
Base salaries and other cash payments 21" 22! 19
Incentive awards — cash? ' 9 8 10
Annual incentive award under DCCP 20 . 18 . 19
Employer's contributions to retirement benefit plans ' 1 2 2
Benefits in kind, fringe benefits (atfnarketvalue) ' 2 1 ' 2
Equity-based corﬁpensation3 ' 39 35 38
Total 92 86 89

1 Includes role-based allowances that have been made in line with with market practice in response to the EU Capital Requirements Directive of 2013 (CRD IV).

2 Includes immediate and deferred cash. 3 Expenses

for shares granted is measured at grant date and allocated over the vesting period, generally for 5 years. In 2015, 2014 and 2013, equity-based compensation was entirely comprised of EOP awards.

The independent members of the BoD do not have employment or service contracts with UBS AG, and thus are not entitled to benefits
upon termination of their service on the BoD. Payments to these individuals for their services as external board members amounted to
CHF 6.7 million in 2015, CHF 7.1 million in 2014 and CHF 7.6 million in 2013.

b) Equity holdings of key management personnel

31.12.15 31.12.14
Number of stock options from equity participation plans held by non-independent members of the BoD and the GEB members' 1,401,686 1,738,598
Number of shares held by members of the BoD, GEB and parties closely linked to them? 3,324,650 3,716,957

1 Refer to Note 29 for more information.

Of the share totals above, 95,597 shares were held by close
family members of key management personnel on 31 December
2015 and 31 December 2014. No shares were held by entities
that are directly or indirectly controlled or jointly controlled by key
management personnel or their close family members on
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2 Excludes shares granted under variable compensation plans with forfeiture provisions.

31 December 2015 and 31 December 2014. Refer to Note 29 for
more information. As of 31 December 2015, no member of the
BoD or GEB was the beneficial owner of more than 1% of UBS
Group AG's shares.
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Note 34 Related parties (continued)

¢) Loans, advances and mortgages to key management personnel

Non-independent members of the BoD and GEB members have adjusted for differing credit risk. Independent BoD members are
been granted loans, fixed advances and mortgages on the same  granted loans and mortgages under general market conditions.
terms and conditions that are available to other employees, which Movements in the loan, advances and mortgage balances are
are based on terms and conditions granted to third parties but are  as follows.

Loans, advances and mortgages to key management personnel’

CHF million 2015 2014
Balance at the beginning of the year 27 20
Additons ' ' ' ' ' ' ' ' 6 10
Reductions ' ' ' ' ' ' ' ' . . (1) . (3)
Balance at the end of the year 33 27

1 Loans are granted by UBS AG. All loans are secured loans.

d) Other related party transactions with entities controlled by key management personnel

In 2015, UBS AG did not enter into transactions with entities which are directly or indirectly controlled or jointly controlled by UBS AG's
key management personnel or their close family members. In 2014, UBS AG entered into transactions with Immo Heudorf AG (Swit-
zerland).

Other related party transactions

CHF million 2015 2014
Balance at the beginning of the year 0 10
Additions ' ' ' ' ' ' ' ' o 0
Reductions 0 10
Balance at the end of the year' 0 0

1 Comprised of loans.

In 2014 and 2015, entities controlled by key management personnel did not sell goods or provide services to UBS AG, and therefore
did not receive any fees from UBS AG. Furthermore, UBS AG did not provide services to such entities in both 2014 and 2015, and
therefore also did not receive any fees.
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Note 34 Related parties (continued)

e) Transactions with associates and joint ventures

Loans and outstanding receivables to associates and joint ventures

CHF million 2015 2014

Carrying value at the beginning of the year 552 288
ados s s
Reductons (85) ........... =
‘Impalrment ....................................................... R =ik
‘Forelgn currenc& e o .

Carrylngvalue‘a‘t't'ﬁékendoftheyééfm” a6 552
of which: unsecured loans 464 539
includes allowances for credit losses 1 7

Other transactions with associates and joint ventures

As of or for the year ended

CHF million 31.12.15 31.12.14
Payments to associates and joint ventures for goods and services received 149 169
‘Fees received for services prowded to associates and J(‘)I‘n.t. ventures 7 1
Commitments and .cb'ntlngent liabilities to associates éhdtjto'lht ventures 4 2

- Refer to Note 30 for an overview of investments in associates and joint ventures

f) Receivables and payables from/to UBS Group AG and other subsidiaries of UBS Group AG

CHF million 2015 2014
Receivables

Loans 774 227
Tradlng portfoll‘b'és's'éts ................................................ Ho =
Ofhermsets w w0
Payables

Due to customers 12,323 772
Other lbiites S G
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Note 35 Invested assets and net new money

Invested assets

Invested assets include all client assets managed by or deposited
with UBS AG for investment purposes. Invested assets include
managed fund assets, managed institutional assets, discretionary
and advisory wealth management portfolios, fiduciary deposits,
time deposits, savings accounts and wealth management securi-
ties or brokerage accounts. All assets held for purely transactional
purposes and custody-only assets, including corporate client
assets held for cash management and transactional purposes, are
excluded from invested assets as UBS AG only administers the
assets and does not offer advice on how the assets should be
invested. Also excluded are non-bankable assets (e.g., art collec-
tions) and deposits from third-party banks for funding or trading
purposes.

Discretionary assets are defined as client assets that UBS AG
decides how to invest. Other invested assets are those where the
client ultimately decides how the assets are invested. When a
single product is created in one business division and sold in
another, it is counted in both the business division that manages
the investment and the one that distributes it. This results in dou-
ble counting within UBS AG total invested assets, as both busi-
ness divisions are independently providing a service to their
respective clients, and both add value and generate revenue.

Invested assets and net new money

Net new money

Net new money in a reporting period is the amount of invested
assets that are entrusted to UBS AG by new and existing clients,
less those withdrawn by existing clients and clients who termi-
nated their relationship with UBS AG.

Net new money is calculated using the direct method, under
which inflows and outflows to/from invested assets are deter-
mined at the client level based on transactions. Interest and divi-
dend income from invested assets are not counted as net new
money inflows. Market and currency movements as well as fees,
commissions and interest on loans charged are excluded from net
new money, as are the effects resulting from any acquisition or
divestment of a UBS AG subsidiary or business. Reclassifications
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 regulation, the
one-time net effect of the implementation is reported as an asset
reclassification without net new money impact.

The Investment Bank does not track invested assets and net
new money. However, when a client is transferred from the Invest-
ment Bank to another business division, this produces net new
money even though client assets were already with UBS AG.
There were no such transfers between the Investment Bank and
other business divisions in 2015 and 2014.

For the year ended

CHF billion 31.12.15 31.12.14
Fund assets managed by UBS 282 270
Discretionary assets 830 854
Other invested assets 1,577 ' 1,610
Total invested assets’ 2,689 2,734

of which: double count 185 173
Net new money' 27.7 58.9

1 Includes double counts.

Development of invested assets

For the year ended

CHF billion 31.12.15 31.12.14
Total invested assets at the beginning of the year' 2,734 2,390
Net new money ' 28 59
Market movements? (24) ' 115
Foreign currency translation (31) ' 173
Other effects ' (16) . (3)

of which: acqufs/tions/ (divestments) (16) . 0
Total invested assets at the end of the year’ 2,689 2,734

1 Includes double counts. 2 Includes interest and dividend income.
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Note 36 Currency translation rates

The following table shows the rates of the main currencies used to translate the financial information of foreign operations into Swiss
francs.

Spot rate Average rate'

As of For the year ended
31.12.15 31.12.14 31.12.15 31.12.14 31.12.13
1USD 1.00 0.99 0.97 0.92 0.92
1EUR ' ' ' ' N 1.09 120 1.06 121 1.23
1GBP ' ' ' ' N 148 155 147 151 145
100 JPY ' ' ' ' - 0.83 083 0.80 0.86 0.95

1 Monthly income statement items of foreign operations with a functional currency other than the Swiss franc are translated with month-end rates into Swiss francs. Disclosed average rates for a year represent an aver-
age of 12 month-end rates, weighted according to the income and expense volumes of all foreign operations with the same functional currency for each month. Weighted average rates for individual business divisions
may deviate from the weighted average rates for UBS AG.

Note 37 Events after the reporting period

There have been no material events after the reporting period which would require disclosure in or adjustment to the 31 December
2015 Financial Statements.
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Note 38 Swiss GAAP requirements

The consolidated financial statements of UBS AG are prepared in
accordance with International Financial Reporting Standards
(IFRS). The Swiss Financial Market Supervisory Authority (FINMA)
requires financial groups that present their financial statements
under IFRS to provide a narrative explanation of the main differ-
ences between IFRS and Swiss GAAP (FINMA Circular 2015/1
and the Banking Ordinance). Included in this Note are the
significant differences in the recognition and measurement
between IFRS and the provisions of the Banking Ordinance and
the guidelines of FINMA governing true and fair view financial
statement reporting pursuant to Article 25 through Article 42 of
the Banking Ordinance.

1. Consolidation

Under IFRS, all entities that are controlled by the holding entity are
consolidated.

Under Swiss GAAP, controlled entities that are deemed imma-
terial to the group or that are held temporarily only are exempt
from consolidation, but instead are recorded as participations or
financial investments.

2. Financial investments classified as available-for-sale

Under IFRS, financial investments classified as available-for-sale
are carried at fair value. Changes in fair value are recorded directly
in equity until an investment is sold, collected or otherwise dis-
posed of, or until an investment is determined to be impaired. At
the time an available-for-sale investment is determined to be
impaired, the cumulative unrealized loss previously recognized in
equity is included in net profit or loss for the period. On disposal
of a financial investment classified as available-for-sale, the cumu-
lative unrealized gain or loss previously recognized in equity is
reclassified to the income statement.

Under Swiss GAAP, classification and measurement of financial
investments designated as available-for-sale depends on the
nature of the investment. Equity instruments with no permanent
holding intent, as well as debt instruments, are classified as Finan-
cial investments and measured at the lower of (amortized) cost or
market value. Market value adjustments up to the original cost
amount and realized gains or losses upon disposal of the invest-

ment are recorded in the income statement as Other income from
ordinary activities. Equity instruments with a permanent holding
intent are classified as participations in Investments in subsidiaries
and other participations and measured at cost less impairment.
Impairment losses are recorded in the income statement as Impair-
ment of investments in subsidiaries and other participations.
Reversal of impairments up to the original cost amount as well as
realized gains or losses upon disposal of the investment are
recorded as Extraordinary income/Extraordinary expenses in the
income statement.

3. Cash flow hedges

Under IFRS, when hedge accounting is applied, the fair value gain
or loss on the effective portion of the derivative designated as a
cash flow hedge is recognized in equity. When the hedged cash
flows materialize, the accumulated unrealized gain or loss is
reclassified to the income statement.

Under Swiss GAAP, the effective portion of the fair value
change of the derivative instrument used to hedge cash flow
exposures is deferred on the balance sheet as Other assets or
Other liabilities. The deferred amounts are released to the income
statement when the hedged cash flows materialize.

4. Fair value option

Under IFRS, UBS AG applies the fair value option to certain finan-
cial assets and financial liabilities not held for trading. Instruments
for which the fair value option is applied are accounted for at fair
value with changes in fair value reflected in Net trading income.
The fair value option is applied primarily to structured debt instru-
ments, certain non-structured debt instruments, structured
reverse repurchase and repurchase agreements and securities bor-
rowing agreements, certain structured and non-structured loans
as well as loan commitments.

Under Swiss GAAP, the fair value option can only be applied to
structured debt instruments that consist of a debt host contract
and one or more embedded derivatives that do not relate to own
equity. Furthermore, changes in fair value attributable to changes
in unrealized own credit are not recognized in the income state-
ment and the balance sheet.
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Note 38 Swiss GAAP requirements (continued)

5. Goodwill and intangible assets

Under IFRS, goodwill acquired in a business combination is not
amortized but tested annually for impairment. Intangible assets
with an indefinite useful life are also not amortized but tested
annually for impairment.

Under Swiss GAAP, goodwill and intangible assets with indefi-
nite useful lives are amortized over a period not exceeding five
years, unless a longer useful life, which may not exceed 10 years,
can be justified.

6. Pension and other post-employment benefit plans

Swiss GAAP permits the use of IFRS or Swiss accounting standards
for pension and other post-employment benefit plans, with the
election made on a plan-by-plan basis.

UBS AG has elected to apply IFRS (IAS 19) for the non-Swiss
defined benefit plans and Swiss GAAP (FER 16) for the Swiss pen-
sion plan in its standalone financial statements. The requirements
of Swiss GAAP are better aligned with the specific nature of Swiss
pension plans, which are hybrid in that they combine elements of
defined contribution and defined benefit plans, but are treated as
defined benefit plans under IFRS. Key differences between Swiss
GAAP and IFRS include the treatment of dynamic elements, such
as future salary increases and future interest credits on retirement
savings, which are not considered under the static method used
in accordance with Swiss GAAP. Also, the discount rate used to
determine the defined benefit obligation in accordance with IFRS
is based on the yield of high-quality corporate bonds of the mar-
ket in the respective pension plan country. The discount rate used
in accordance with Swiss GAAP, i.e., the technical interest rate, is
determined by the Pension Foundation Board based on the
expected returns of the Board’s investment strategy.

For defined benefit plans, IFRS requires the full defined benefit
obligation net of the plan assets to be recorded on the balance
sheet, with changes resulting from remeasurements recognized
directly in equity. However, for plans for which IFRS is elected,
Swiss GAAP requires that changes due to remeasurements are
recognized in the income statement.

Swiss GAAP requires that employer contributions to the pen-
sion fund are recognized as personnel expenses in the income
statement. Further, Swiss GAAP requires an assessment as to
whether, based on the financial statements of the pension fund
prepared in accordance with Swiss accounting standards (FER 26),
an economic benefit to, or obligation of, the employer arises from
the pension fund and is recognized in the balance sheet when
conditions are met. Conditions for recording a pension asset or
liability would be met if, for example, an employer contribution
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reserve is available or the employer is required to contribute to the
reduction of a pension deficit (on a FER 26 basis).

7. Netting of replacement values

Under IFRS, replacement values and related cash collateral are
reported on a gross basis unless the restrictive IFRS netting require-
ments are met: i) existence of master netting agreements and
related collateral arrangements that are unconditional and legally
enforceable, both in the normal course of business and in the
event of default, bankruptcy or insolvency of UBS AG and its
counterparties, and ii) UBS AG’s intention to either settle on a net
basis or to realize the asset and settle the liability simultaneously.

Under Swiss GAAP, replacement values and related cash col-
lateral are generally reported on a net basis, provided the master
netting and the related collateral agreements are legally enforce-
able in the event of default, bankruptcy or insolvency of UBS AG's
counterparties.

8. Negative interest

Under IFRS, negative interest income arising on a financial asset
does not meet the definition of interest income and, therefore,
negative interest on financial assets and negative interest on
financial liabilities is presented within interest expense and inter-
est income, respectively.

Under Swiss GAAP, negative interest on financial assets is pre-
sented within interest income and negative interest on financial
liabilities is presented within interest expense.

9. Extraordinary income and expense

Certain non-recurring and non-operating income and expense
items, such as realized gains or losses from the disposal of partici-
pations, fixed and intangible assets, as well as reversals of impair-
ments of participations and fixed assets, are classified as extraor-
dinary items under Swiss GAAP. This distinction is not available
under IFRS.

10. Other presentational differences

Under IFRS, financial statements are comprised of an Income
statement, Statement of comprehensive income, Balance sheet,
Statement of changes in equity, Statement of cash flows and
Notes to the financial statements. Under Swiss GAAP, the concept
of other comprehensive income does not exist and consequently
no Statement of comprehensive income is required. In addition,
various other presentational differences exist.
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Note 39 Supplemental guarantor information required under SEC regulations

Guarantee of PaineWebber securities

Prior to its acquisition by UBS in 2000, Paine Webber Group Inc.
(PaineWebber) was an SEC registrant. Upon acquisition,
PaineWebber was merged into UBS Americas Inc., a wholly
owned subsidiary of UBS AG. Following the acquisition, UBS AG
entered into a full and unconditional guarantee of the senior
notes (Debt Securities) issued by PaineWebber. Under the guaran-
tee, if UBS Americas Inc. fails to make any timely payment under
the Debt Securities agreements, the holders of the Debt Securities
or the Debt Securities trustee may demand payment from UBS AG
without first proceeding against UBS Americas Inc.

As of 31 December 2015, the amount of outstanding senior
notes of UBS Americas Inc. was approximately CHF 150 million.
These senior notes mature between 2017 and 2018.

Guarantee of other securities

Certain US-domiciled entities that are 100% legally owned by
UBS AG have outstanding trust preferred securities, which are
registered under the US Securities Act. These entities, UBS Pre-
ferred Funding Trust IV and UBS Preferred Funding Trust V, are
not consolidated by UBS AG as UBS AG does not absorb any
variability from the performance of these entities. However, UBS
AG has fully and unconditionally guaranteed these securities.

The non-consolidated issuing US domiciled entities are pre-
sented in a separate column in the supplemental guarantor
information provided in the following tables. Amounts pre-
sented in this column are eliminated in the Elimination entries
column, as these entities are not consolidated. UBS AG’s obliga-
tions under the guarantee are subordinated to the prior pay-
ment in full of the deposit liabilities of UBS AG and all other
liabilities of UBS AG.

As of 31 December 2015, the outstanding amount of the pre-
ferred securities was USD 1.3 billion and the amount of senior
liabilities of UBS AG to which the holders of these securities would
be subordinated was approximately CHF 872 billion.

Joint liability of UBS Switzerland AG

In June 2015, the Retail & Corporate and Wealth Management
businesses booked in Switzerland were transferred from UBS AG
to UBS Switzerland AG through an asset transfer in accordance
with the Swiss Merger Act. Under the terms of the asset transfer
agreement, UBS Switzerland AG assumed joint liability for con-
tractual obligations of UBS AG existing on the asset transfer date,
including the existing guarantee of abovementioned PaineWeb-
ber and other securities. To reflect this joint liability, UBS Switzer-
land AG is, on a prospective basis, presented in a separate column
as a subsidiary co-guarantor.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated income statement

CHF million UBS UBS Preferred

UBS AG Switzerland AG UBS  Funding Trust Other Elimination UBS AG
For the year ended 31 December 2015 (standalone)’ (standalone)' Americas Inc.? IV&V subsidiaries? entries  (consolidated)
Operating income
Interestincome 8911 3,040 1662 63 1515 (2013) 13,178
Interest expense (5882) 77 . (90 (1,321) 1,88 (6,449)
Net interest income 3,029 2,496 1,072 63 194 (125) 6,729
Creditloss (expense) /recovery (09) ) o a0 o (117)
Net interest income after credit loss expense 2,921 2,484 1,072 63 198 (126) 6,612
Netfee and commission income . 2,852 2539 7,751 - 415 7 17,184
Net trading income ! 5252 709 s 24 (163) 569
Otherincome 10335 T a6 (917)  (9.366) 1,12
Total operating income 21,359 6,296 9,592 63 3,620 (10,326) 30,605
Operating expenses
Personnel expenses 6,800 1,607 6281 1,265 o 15,954
General and administrative expenses ! 549 2579 442 1647 2 8,219
‘D'e'breciation an‘d‘ |mpa|rment of properfy, """"""""""""""""""""""""""""""""""""""""""
equipment and software 672 11 159 76 0 918
Amortization and ‘ir.ﬁbéitr'rﬁént of intangibl‘e. assets 2 3 12 o 107
Total operating expenses 8,044 4,197 9,955 3,001 2 25,198
Operating profit/(loss) before tax 13,315 2,099 (362) 63 619 (10,327) 5,407
Tax expense/ (benefit) 1,136 489 (1,200) (1,317) (16) (908)
Net profit/(loss) 12,180 1,610 837 63 1,936 (10,313) 6,314
Net profit/(loss) attributable to preferred
noteholders 77 31 (31) 77
Net profit/ (Iossj attnbutable to non—cohfr‘dliih'g' """"""""""""""""""""""""""""""""""""""" '
interests 3 0 3
Net profit/(loss) attributable to UBS AG
shareholders 12,103 1,610 837 32 1,933 (10,281) 6,235

1 Amounts presented for UBS AG (standalone) and UBS Switzerland AG (standalone) represent IFRS-standalone information. Refer to the UBS AG standalone and UBS Switzerland AG standalone financial statements for
information prepared in accordance with Swiss GAAP. 2 Amounts presented in these columns serve as a basis for preparing UBS AG consolidated financial statements in accordance with IFRS.
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For the purpose of the UBS Registration Document, this page is referred to as page F-165

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of comprehensive income

CHF million UBS UBS Preferred

UBS AG Switzerland AG UBS  Funding Trust Other Elimination UBS AG
For the year ended 31 December 2015 (standalone)’ (standalone)' Americas Inc.? IV&V subsidiaries? entries  (consolidated)
Comprehensive income attributable to UBS
AG shareholders
Net profit/(loss) 12,103 1,610 837 32 1,933 (10,281) 6,235
Other comprehensive income
Other comprehensive income that may be
reclassified to the income statement
Foreign currency translation, net of tax (11) 0 121 (843) 467 (266)
Financial investments available-for-sale, net of tax (51) 43 (21) (16) (19) (64)
Cash flow hedges, net of tax (503) (72) 0 1} 57 (518)
Total other comprehensive income that may
be reclassified to the income statement, net
of tax (564) .29 oo 9 (859) 504 (848) |
Other comprehensive income that will not be
reclassified to the income statement B R R R ,
Defined benefit plans, net of tax 701 (337) (71) 27 (15) 304
Total other comprehensive income that will
not be reclassified to the income statement,
net of tax 701 (337) (71) 0 27 (15) 304
Total other comprehensive income 136 (366) 29 0 (832) 489 (545)
Total comprehensive income attributable to
shareholders 12,239 1,244 866 32 1,101 (9,792) 5,690
Total c'dmpre'h'ensiv‘e' income attributable to
preferred noteholders 18 0 0 0 0 0 18
Total comprehensive income attributable to non-
controlling interests 0. 0. 9. 0. - .. o
Total comprehensive income attributable to UBS
Preferred Funding Trust IV & V 0 0 0 40 0 (40) 0
Total comprehensive income 12,257 1,244 866 72 1,102 (9,832) 5,709

1 Amounts presented for UBS AG (standalone) and UBS Switzerland AG (standalone) represent IFRS-standalone information. Refer to the UBS AG standalone and UBS Switzerland AG standalone financial statements for

information prepared in accordance with Swiss GAAP. 2 Amounts presented in these columns serve as a basis for preparing UBS AG (consolidated) financial statements in accordance with IFRS.
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Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated balance sheet

CHF million UBS UBS Preferred
UBS AG Switzerland AG UBS  Funding Trust Other Elimination UBS AG
As of 31 December 2015 (standalone)’ (standalone)' Americas Inc.? IV&V subsidiaries? entries  (consolidated)

of which: assets pledged as collateral which may
be sold or repledged by counterparties

Other assets 12,108 1,255 10,041 3,111 (4,266) 22,249
Total assets 647,006 286,608 186,654 1,310 152,359 (330,680) 943,256
Liabilities

Duetobanks 31,725 18,948 26320 4 5782 (70,944) 11,836
Cash collateral on securities lent 34,004 2493 23437 2214 (54268) 8,029
Repurchase agreements 20658 6505 1490 16,244  (45243) 9,653
Trading portfolio liabilities 21193 128 3919 1317 (74200 29,137
Negative replacement values 170,718 5655 1100 29877 (64,928) 162,430
Cash collateral payables on derivative instruments 31,399 374 6438 15,033 (14962 38,282
Financial liabilities designated at fair value 61630 o 288 4675 3598 62,995
Dueto customers 102,483 31252 53633 34,002 (18,848) . 402,522
Debtissued 70792 8274 3126 3 (1s3 82,359
Provisions 1680 179 1% 319 7 4,163
Other liabilites 40255 1886 16,683 1 20179 @318 74,606
Total liabilities 586,628 275,611 168,411 4 140,023 (284,664) 886,013
Equity attributable to UBS AG shareholders 58,423 10,997 18,243 4 12,296 (44,714) 55,248
Equity attributable to preferred noteholders 1,954 0 0 1,302 0 (1,302) 1,954
Equity attrbutable to non-controlling interests o o o o s o a1
Total equity 60,378 10,997 18,243 1,306 12,336 (46,016) 57,243
Total liabilities and equity 647,006 286,608 186,654 1,310 152,359 (330,680) 943,256

1 Amounts presented for UBS AG (standalone) and UBS Switzerland AG (standalone) represent IFRS-standalone information. Refer to the UBS AG standalone and UBS Switzerland AG standalone financial statements for

information prepared in accordance with Swiss GAAP.
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For the purpose of the UBS Registration Document, this page is referred to as page F-167

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

Gl UBS UBS Other UBS AG
For the year ended 31 December 2015 UBSAG' Switzerland AG' Americas Inc." subsidiaries’ (consolidated)
Net cash flow from/(used in) operating activities (1,457) 2,681 (525) 1,298 1,997
Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets . - (1.2). . o - .(1). 0 . (13.)”
‘Disposal of subsidiaries, associates and intangible assets! . TV . o T Y vy
Purchase of property, equipment and software . . .(1,42.3). . - (5.). - (299). . .(114.). . .(1,841.)”
‘Disposal of property, equipment and software ' 503 ' o 9 3 547
Net (investment in)/ divestment of financial investments available-for-sale © (15144) 3815 230 3,494 (7,605)
Net cash flow from/(used in) investing activities (15,613) 3,810 (47) 3,415 (8,434)
Cash flow from/(used in) financing activities

Net short-term debt issued/(repaid) '(5,603)' ' 2w - (82'6)' 0 '(6,404')”
Distributions paid on UBS AG shares 2626) o o o (2,626)
ssuance of long-term debt, including financial Iiabili't'ie'é'de's'i'g'nated at fair value ' ' 46,882 ' ' o R 2 T 47,790'”
‘Repayment of long-term debt, including financial Iiab'il'i"fi'e's'd'e'signated at fair value ' ' (42,41'5)' ' - (402')' - (12'9)' ' (1',274')' ' (44,221')”
Dividends paid and repayments of preferred notes ' - (168)' ' o Y ' (108')”
Net changes of non-controlling interests ' o ' o I R (5')' ' ' (5')”
Net activity related to group internal capital transactions and dividends? . . (30,51.2). . 3.3,293. . - (11.4). . (2.,666.). . . 0
Net cash flow from/(used in) financing activities (34,382) 33,687 (1,062) (3,817) (5,573)
Effects of exchange rate differences on cash and cash equivalents (1,309) 67 (241) (259) (1,742)
Net increase/(decrease) in cash and cash equivalents (52,760) 40,246 (1,875) 638 (13,753)
‘Cash and cash equivalents at the beginning of the yéér ....... . . 100,662 . . - 0. . . .8,96.0 . . 7.,093. - 1i6,71 5. :
Cash and cash equivalents at the end of the year 47,902 40,246 7,084 7,731 102,962
Cash and cash equivalents comprise:?

‘Cash and balances with central banks 45,125 ' ' 3'8,701' ' ' '4,97'1 ' ' 2',509' o 91,306'”
Duefombanks 2,072 1438 2009 5213 10,732
‘Money e . R . e T Ty oo
Total 47,902 40,246 7,084 7,731 102,962°

1 Cash flows generally represent a third-party view from a UBS AG (consolidated) perspective. As a consequence, the non-consolidated UBS Preferred Funding Trusts IV and V are not presented in this table. For the year
ended 31 December 2015, these trusts had cash inflows of CHF 77 million from operating activities and an equivalent cash outflow for dividends paid to preferred note holders. 2 Includes dividends received from asso-
ciates. 3 Includes transfer of cash and cash equivalents from UBS AG to UBS Switzerland AG of CHF 33,283 million. Refer to “Establishment of UBS Switzerland AG” in the “Legal entity financial and regulatory infor-
mation” section of this report for more information on the business transfer from UBS AG to UBS Switzerland AG. 4 Money market paper is included in the balance sheet under Trading portfolio assets and Financial
investments available-for-sale. 5 CHF 3,963 million of cash and cash equivalents were restricted.
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Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated income statement

CHF million

UBS AG UBS Other  Elimination UBS AG
For the year ended 31 December 2014 (standalone)'  Americas Inc.? subsidiaries? entries  (consolidated)
Operating income
Interest income - - - - 11,585 1591 1160 (1,143) 13,194
Interest expensé ' . . . N ' (6,287')' (597) ' (898) ' 1,143' : (6,639)
Net interest income 5,298 995 262 0 6,555
Credit loss (expéhse)/recovery . . . N ' (108')" 9 ' 9 ' 13 : (78)
Net interest income after credit loss expense 5,190 1,003 270 13 6,477
Net fee and commission income - - - ' 6,111 7,288 3,799 (122) 17,076
Net trading income - - - - ' 2,750 438 237 416 3,841
Other income - - - - ' 5,584 95 46)  (5,002) 632
Total operating income 19,636 8,825 4,261 (4,695) 28,026
Operating expenses
Personnel expenses - - - - ' 7,991 5,806 1483 0 15,280
General and adrﬁinistrative expenséé . . N . 5,621”. 2,415 . 1,341 . 0 9,377
Depreciation andrimpairment of prdberty, equipment and software - . 595 139 83 0 817
Amortization and impairment of inféngible assets - - . 7 59 16 0 83
Total operating expenses 14,214 8,420 2,922 0 25,557
Operating profit/(loss) before tax 5,421 404 1,339 (4,695) 2,469
Tax expense/ (benefit) 949 (2,375) 248 (2) (1,180)
Net profit/(loss) 4,472 2,779 1,091 (4,693) 3,649
Net profit/(loss) attributable to preferred noteholders 142 0 0 0 142
Net profit/(lossi attributable to noh;controlling interests . N ' 0 : 0 ' 5 ' 0 : 5
Net profit/(loss) attributable to UBS AG shareholders 4,330 2,779 1,086 (4,693) 3,502

1 Amounts presented for UBS AG (standalone) represent IFRS-standalone information. Refer to the UBS AG standalone financial statements for information prepared in accordance with Swiss GAAP. 2 Amounts pre-
sented in these columns serve as a basis for preparing UBS AG (consolidated) financial statements in accordance with IFRS.
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For the purpose of the UBS Registration Document, this page is referred to as page F-169

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of comprehensive income

CHE milfion UBS AG UBS Other  Elimination UBS AG
For the year ended 31 December 2014 (standalone)'  Americas Inc.2 subsidiaries? entries  (consolidated)
Comprehensive income attributable to UBS AG shareholders

Net profit/(loss) 4,330 2,779 1,086 (4,693) 3,502
Other comprehensive income

Other comprehensive income that may be reclassified to the income statement

Foreign currency tfénslation, net of tax ' . N 325 B 928 ' 1,500 ' (920) 1,834
Financial investments available—for—sarlé, net of tax ' . N 32 B 78 . 37 . ' '(6) . 140
Cash flow hedges; net of tax . ' . N 693 B 0 . ) . 0 . 693
Total other comprehensive income that may be reclassified to the income

statement, net of tax : 1,050”. 1,006 : 1,537 : (926) 2,667
Other comprehensive income that will not be reclassified to the income statement

Defined benefit plans, net of tax ' - - (999) (167) (56) 14 (1,208)
Property revaluation surplus, net of tax ' - - 0 0 0 0 0
Total other comprehensive income that will not be reclassified to the income

statement, net of tax (999) (167) (56) 14 (1,208)
Total other combrehensive incorﬂe : . N 51' 838 . 1,481 . (912) . 1,459
Total comprehensive income attributable to UBS AG shareholders 4,381 3,617 2,567 (5,605) 4,961
Total comprehensive income attributable to preferred noteholders 260 0 0 0 260
Total comprehensi\)e income attributable to non-controllihg interests - - 0 0 A 0 7
Total comprehensive income 4,641 3,617 2,575 (5,605) 5,229

1Amounts presented for UBS AG (standalone) represents IFRS-standalone information. Refer to the UBS AG (standalone) audited financial statements for information prepared in accordance with Swiss GAAP. 2 Amounts

presented in these columns serve as a basis for preparing UBS AG consolidated Financial Statements in accordance with IFRS.
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Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated balance sheet

Gl UBS AG UBS Other Elimination UBS AG
As of 31 December 2014 (standalone)'  Americas Inc.2 subsidiaries? entries  (consolidated)
Assets
Cash and balances with central banks ' - C 9571 6,440 1923 0 104,073
Due from banks - ' - 32448 7,099 52,637 (78,850) 13,334
Cash collateral on securities borrowed : . . 33,676 . 36,033 . 5,181 . (50,827). 24,063
Reverse repurchasé agreements . : . . 64,496 . 24,417 . 30,328 . (50,827). 68,414
Trading portfolio assets - ' - 101,922 6,697 34479 (4,943) 138,156
of which: assets pledged as collateral which may be sold or repledged by }:bunterparties ' 5 7,476 ' 3,370 ' 6,969 ' (5,7737)' 56,018
Positive replaceméntvalues . ' . ' 262,073' ' 19,597 ' 51,327 ' (76,020)' 256,978
Cash collateral receivables on derivative instruments ' . ' 25,501' ' 5,503 ' 14,487 ' (14,512)' 30,979
Financial assets désignated at fair value ' . ' 4,691' ' 481 ' 2,882 ' (3,562)' 4,493
Loans ' - ' - 299,032 43,566 16,553 (43,168) 315,984
Finandial investments available-for-sale ' . ' 42,580' ' 5,403 ' 9,175 ' 0 ' 57,159
Investments in subsidiaries and associates ' . ' 27,163' ' 2 ' 1 ' (26,2'39)' 927
Property, equipmeht and software ' - . 5,792' . 823 238 0 6,854
Goodwill and intahgible assets . ' . . 354 . 5,381 . 1,051 . 0 . 6,785
Deferred tax assets - ' - ' 429 6,479 349 (57) 11,060
Other assets - ' - 14649 9,021 2,256 (2,857) 23,069
Total assets 1,014,379 176,942 222,867 (351,860) 1,062,327
Liabilities
Duetobanks - ' - 38461 38,269 12,611 (78,850) 10,492
Cash collateral on securities lent ' - 33284 22,91 3,761 (50,827) 9,180
Repurchase agreehents - ' - ' 22,087' ' 12,548 ' 28,010 ' (50,8'27)' 11,818
Trading portfolio liabilities - ' - 18936 4,85 8234 (4,068) 27,958
Negative replacerﬁent values . ' . ' 258,680' ' 19,448 ' 51,993 ' (76,020)' 254,101
Cash collateral payables on derivative instruments ' . ' 32,106' ' 5,926 ' 18,852 ' (14,512)' 42,372
Financial liabilities designated at fair value ' - 73857 130 5,508 (4,288) 75,297
Due to customers - ' - 362,564 48,236 43,474 (43,294) 410,979
Debtissued - ' - 86804 157 4312 (156) 91,207
Provisions ' - ' - ' 2725 1,268 372 0 4,366
Other liabilities - ' - 33699 17,615 21,985 (2,907) 70,392
Total liabilities 963,293 171,415 199,201 (325,748) 1,008,162
Equity attributable to UBS AG shareholders 49,073 5,527 23,621 (26,113) 52,108
Equity attributable to preferred noteholders 2,013 0 0 0 2,013
Equity attributable to non-controlling'i'nterests ' - . 0 0 45 0 45
Total equity 51,085 5,527 23,666 (26,113) 54,165
Total liabilities and equity 1,014,379 176,942 222,867 (351,860) 1,062,327

1Amounts presented for UBS AG (standalone) represents IFRS-standalone information. Refer to the UBS AG (standalone) audited financial statements for information prepared in accordance with Swiss GAAP. 2 Amounts
presented in these columns serve as a basis for preparing UBS AG consolidated Financial Statements in accordance with IFRS.
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For the purpose of the UBS Registration Document, this page is referred to as page F-171

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

CHF million

UBS Other UBS AG
For the year ended 31 December 2014 UBSAG'  Americas Inc.! subsidiaries’ (consolidated)
Net cash flow from/(used in) operating activities 7,438 (1,814) 1,608 7,231
Cash flow from/(used in) investing activities
Purchase of subsidiaries, associates and intangible assets (18) . 0 0 (18)
Disposal of subsidiaries, associates and intangible assets? 4 9 20 70
Purchase of propérty, equipment and software . (1,521) . (300) . (94) . (1,915)
Disposal of propérty, equipment and software 313 14 3 350
Net (investment i'n)/divestment of financial investments available-for-sale 7,774 ' (568) ' (3,098) ' 4,108
Net cash flow from/(used in) investing activities 6,589 (845) (3,149) 2,596
Cash flow from/(used in) financing activities
Net short-term debt issued/(repaid) . (3,984)' ) ' 1,064 (2,921)
Net movements in treasury shares and own equity derivative activity (719) ' ) ' 0 ' (719)
Distributions paid on UBS AG shares . (938) ' ) ' 0 ' (938)
Issuance of Iong-ferm debt, includihg financial liabilities designated at fair value 40,272 ' 24 ' 686 ' 40,982
Repayment of Iohg—term debt, incldding financial liabilities designated at fair value (32,083) . (494) . (1,632) (34,210)
Dividends paid and repayments of breferred notes . (1 10) . ) . 0 . (110)
Net changes of nbn—controlling interests 0 . ) . ”(3) . (3)
Net activity related to group internal capital transactions and dividends (319) . 0 319 0
Net cash flow from/(used in) financing activities 2,118 (470) 434 2,081
Effects of exchange rate differences on cash and cash equivalents 7,394 840 289 8,522
Net increase/(decrease) in cash and cash equivalents 23,539 (2,289) (819) 20,430
Cash and cash eduivalents at the béginning of the ye'arr 77,123 . 1 1,249 . 7,911 . 96,284
Cash and cash equivalents at the end of the year 100,662 8,960 7,093 116,715
Cash and cash equivalents comprise:
Cash and balances with central banks 95,711 ' 6,440 ' 1,923 ' 104,073
Due from banks ' 4,1 19 ' 2,489 ' 5,164 ' 1,772
Money market pa'per3 832 31 6 869
Total 100,662 8,960 7,093 116,715

1 Cash flow generally represent a third-party view from a UBS AG (consolidated) perspective. 2 Includes dividends received from associates.
folio assets and Financial investments available-for-sale. 4 CHF 4,178 million of cash and cash equivalents were restricted.

3 Money market paper is included in the balance sheet under Trading port-
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Consolidated financial statements
Notes to the UBS AG consolidated financial statements

Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated income statement

Gl UBS AG UBS Other  Elimination UBS AG
For the year ended 31 December 2013 (standalone)’  Americas Inc.? subsidiaries? entries  (consolidated)
Operating income

Interest income - - - - 11308 1,984 1204 (1359) 13,137
Interest expense - - - - C(7,093) (695) (930) 1366 (7,351)
Net interest income 4,215 1,290 275 6 5,786
Credit loss (expéhse)/recovery . . . N . (19) (33) . ”(3) . 5 (50)
Net interest income after credit loss expense 4,196 1,257 271 11 5,736
Net fee and commission income - - - ' 6,430 6,781 3,079 @ 16,287
Net trading income - - - - ' 4922 379 159 (329) 5,130
Other income - - - - ' 499 416 (909) 574 580
Total operating income 16,046 8,833 2,600 252 27,732
Operating expenses

Personnel expenses - - - - ' 8,099 5,584 1,499 0 15,182

General and administrative expenséé . . N ' 3,959”' 3,364 ' 1,058 ' 0”' 8,380
Depreciation andrimpairment of prdberty, equipment and software - . 575 133 107 0 816
Amortization and impairment of inféngible assets - - . 6 60 17 0 83

Total operating expenses 12,639 9,141 2,681 0 24,461

Operating profit/(loss) before tax 3,408 (307) (81) 252 3,272

Tax expense/ (benefit) 570 (937) 261 (3) (110)
Net profit/(loss) 2,837 630 (342) 256 3,381

Net profit/(loss) attributable to preferred noteholders 204 0 0 0 204
Net profit/(loss} attributable to noh;controlling interests - - . 0 0 5 0 5

Net profit/(loss) attributable to UBS AG shareholders 2,634 630 (347) 256 3,172

1 Amounts presented for UBS AG (standalone) represent IFRS-standalone information. Refer to the UBS AG standalone financial statements for information prepared in accordance with Swiss GAAP. 2 Amounts pre-
sented in these columns serve as a basis for preparing UBS AG (consolidated) financial statements in accordance with IFRS.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of comprehensive income

CHF million UBS AG UBS Other Elimination UBS AG
For the year ended 31 December 2013 (standalone)'  Americas Inc.2 subsidiaries? entries  (consolidated)

Comprehensive income attributable to UBS AG shareholders
Net profit/ (loss) 2,634 630 (347) 256 3,172

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

Foreign currency translation, net of tax N 392 B (348) ' (31 1) ' (204) ' 471)
Financial investments available—for—sarlé, net of tax ' . N 17 B (163) . (16) . 8 . (154)
Cash flow hedges;het of tax . ' . N (1,520). 0 . ) . 0 . (1,520)
Total other comprehensive income that may be reclassified to the income

statement, net of tax : (1,112) : (51 0) : (327) : (196) : (2,145)

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

Defined benefit pléns, net of tax 824 B 110 ' 6 ' 0 ' 939
Property revaluation surplus, net of tax ' . N (6')" ) ' 0 ' 0 ' 6)
Total other comprehensive income that will not be reclassified to the income

statement, net of tax 818 110 6 0 933

Total other combrehensive income ' . N (294) . (401) . (321) . (196) . (1,211)
Total comprehensive income attributable to UBS AG shareholders 2,340 229 (668) 60 1,961

Total comprehensive income attributable to preferred noteholders 559 0 0 0 559

Total comprehensi\)e income attributable to non-controllihg interests - - 0 0 e 0 4

Total comprehensive income 2,899 229 (664) 60 2,524

1Amounts presented for UBS AG (standalone) represents IFRS-standalone information. Refer to the UBS AG (standalone) audited financial statements for information prepared in accordance with Swiss GAAP. 2 Amounts
presented in these columns serve as a basis for preparing UBS AG consolidated Financial Statements in accordance with IFRS.
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Note 39 Supplemental guarantor information required under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

Gl UBS Other UBS AG

For the year ended 31 December 2013 UBSAG'  Americas Inc.! subsidiaries’ (consolidated)

Net cash flow from/(used in) operating activities 58,756 (8,311) 3,929 54,374

Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets . . . . (49') 0 0 (49)
Disposal of subsidiaries, associates and intangible assets? - - - . 136 0 0 136

Purchase of propérty, equipment and software ' . N . . (1,032') (160) . (44) . (1,236)
Disposal of propérty, equipment and software ' - - - ' 545 5 91 639

Net (investment i'n)/divestment of financial investments available-for-sale N . ' 751 6,076 ' (861) ' 5,966

Net cash flow from/(used in) investing activities 351 5,922 (815) 5,457

Cash flow from/(used in) financing activities

Net short-term debt issued/(repaid) ' . N . ' (1,400') 0 (2,890) ' (4,290)
Net movements in treasury shares and own equity derivative activity . N . ' (341') ) ' 0 ' (341)
Capital issuance ' ' ' - - - ' 1 0 0 1

Distributions paid on UBS AG shares ' - - - (564) 0 0 (564)
Issuance of Iong»;[erm debt, includihg financial liabilities designated at fair value N . . 27,442' 59 . 513 . 28,014

Repayment of Iohg—term debt, incldding financial liabilities designated at fair value N . . (65,1 12') . (486) . (3,356) . (68,954)
Dividends paid and repayments of breferred notes . N . . (1,415') . ) . 0 . (1,415)
Net changes of nbn»controlling interests ' . N . . 0 . ) . ' (6) . (6)
Net activity related to group internal capital transactions and dividends - - . 12 3 (35) . 0

Net cash flow from/(used in) financing activities (41,377) (405) (5,774) (47,555)
Effects of exchange rate differences on cash and cash equivalents (2,329) (203) (174) (2,705)
Net increase/(decrease) in cash and cash equivalents 15,400 (2,998) (2,834) 9,569

Cash and cash eduivalents at the béginning of the yeér - - - ' 61,723 ' 14,247 ' 10,745 ' 86,715

Cash and cash equivalents at the end of the year 77,123 11,249 7,911 96,284

Cash and cash equivalents comprise:

Cash and balances with central banks ' . N . ' 69,808' ' 8,893 ' 2,178 ' 80,879

Due from banks ' ' - - - 3,091 2327 5699 11,117

Money market pa'per3 ' ' . N . ' 4,224 ' 28 ' 35 ' 4,288

Total 77,123 11,249 7,911 96,284*

1 Cash flow generally represent a third-party view from a UBS AG (consolidated) perspective. 2 Includes dividends received from associates. 3 Money market paper is included in the balance sheet under Trading port-
folio assets and Financial investments available-for-sale. 4 CHF 4,534 million of cash and cash equivalents were restricted.
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Income statement

For the year ended % change from
CHF million Note 31.12.15 31.12.14 31.12.14
Interest and discount income 6,204 8,653 (28)

Interest and dividend income from trading portfolio 2,602
et o e o o oy Ty
et expe e (591 7) ..........................................
Gross interest income 3,088
Credilos s(expense)/recover y ........................................................................................ (158) ..........................................
Net interest income 2,929
Fee and commission income from securities and investment business 3,416
Credlireloted foes ot commisdions, T
e fos an] o o e ey
oo o expe e (101 2) ..........................................
Net fee and commission income 2,799
Net trading income 3 3,725
Net income from disposal of financial investments 150
Dividend income from investments in subsidiaries and other participations 1,218 818 39
et holdmgs ......................................................................................... ces e
Sundry 'drd'ih'a'ry‘ih‘c‘dr‘n‘é .............................................................................. FRSHE 4706 ............................................
. undry ordlnaryexpens L R R (831) ..........................................
Other income from ordinary activities 5,809
Total operating income 15,263
Personnel expenses 5 6,438
A expenses ................................................................... G 5615 ............................................
Subtotal operating expenses 12,053
Impairment of investments in subsidiaries and other participations 413
Depreciation and impairment of property, equipment and sofware g4 596 13
Amortization and impairment of goodwill and other intangible assets 20 w0
Changes . prowsmnsandother oo ok | s e T ey
Total operating expenses 13,187
Operating profit 2,076
Tax expense/ (benefit) 8 220
Net profit/(loss) 11,984
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Balance sheet

% change from
CHF million Note 31.12.15 31.12.14 31.12.14

Assets

Cash and balances with central banks

Other assets

Total assets

of which: subordinated assets

of which: subject to mandatory conversion and/or debt waiver 4,020 0
Liabilities
Due to banks 36,669 43,787 (16)

Provisions " 1,786 2,831 (37)
Total liabilities 425,316 735,517 (42)
Equity

Share capital 19 386 384 0

Net profit/(loss) for the period 11,984 7,849 53
Total equity 51,728 42,376 22
Total liabilities and equity 477,045 777,893 (39)
of which: subordinated liabilities 16,139 18,538 (13)
" of which: subject to mandatory conversion and/or debt waiver 1188 0687 11
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Balance sheet (continued)

% change from

CHF million 31.12.15 31.12.14 31.12.14
Off-balance sheet items
27,787 41,872 (34)
................................ . (1','8'66‘)“” (.2;7.92‘)...., “..,.(33)“
................................ . 25920 39,080‘“”' “...,(34)
................................ 19392 23740 “”"(76)“
................................ . 4224 7842 “”"(46)“
................................ e 2555 “..,.(99)‘,
................................ 2','2'78‘“” 5/.5,43‘...,. “..,.(59)‘,
50,901 54,296 (6)
................................ . (1.'.5,59‘)..., (i,'2'56‘)“m R
................................ .49.’.3.42‘.... 53040 (7)‘,
................................ 49.’.3.42‘.... 52/.772‘...., =
................................ ST H...,(mo)‘
4,195 9,932 (58)
................................ 1626 6048 “..,.(73)‘,
................................ e “..,.(95)‘,
................................ 2561 3758 “..,.(32)‘,
 of which: securities lending agreements 2 e
Liabilities for calls on shares and other equity instruments 7 45 (84)

1 Effective 1 January 2011, the Swiss withholding tax law provides that payments out of the capital contribution reserve are not subject to withholding tax. This law has led to interpretational differences between the
Swiss Federal Tax Authorities and companies about the qualifying amounts of capital contribution reserve and the disclosure in the financial statements. In view of this, the Swiss Federal Tax Authorities have confirmed
that UBS would be able to repay to shareholders CHF 27.4 billion of disclosed capital contribution reserve (status as of 1 January 2011) without being subject to the withholding tax deduction that applies to dividends
paid out of retained earnings. This amount decreased to CHF 23.0 billion as of 31 December 2015 subsequent to distributions in 2012, 2013, 2014 and 2015. The decision about the remaining amount has been deferred

to a future point in time. 2 Cash to be paid in the future by either UBS AG or the counterparty.

Off-balance sheet items

Off-balance sheet items include indemnities and guarantees
issued by UBS AG for the benefit of subsidiaries and creditors of
subsidiaries.

Where the indemnity amount issued by UBS AG is not specifi-
cally defined, the indemnity relates to the solvency or minimum
capitalization of a subsidiary, and therefore no amount is included
in the table above.

In addition, UBS AG is jointly and severally liable for the value
added tax (VAT) liability of Swiss subsidiaries that belong to its VAT
group. This contingent liability is not included in the table above.

Guarantee to UBS Limited

UBS AG has issued a guarantee for the benefit of each counter-
party of UBS Limited. Under this guarantee, UBS AG irrevocably
and unconditionally guarantees each and every obligation that
UBS Limited enters into. UBS AG promises to pay to that counter-
party on demand any unpaid balance of such liabilities under the
terms of the guarantee.
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Joint and several liability UBS Switzerland AG

In June 2015, the Personal & Corporate Banking and Wealth
Management businesses booked in Switzerland were transferred
from UBS AG to UBS Switzerland AG through an asset transfer in
accordance with the Swiss Merger Act (refer to “Establishment of
UBS Switzerland AG” in this section for more information). Under
the Swiss Merger Act, UBS AG assumed joint liability for obliga-
tions existing on the asset transfer date, 14 June 2015, which
were transferred to UBS Switzerland AG. UBS AG has no liability
for new obligations incurred by UBS Switzerland AG after the
asset transfer date.

As of the asset transfer date, UBS AG assumed joint liability for
approximately CHF 260 billion of obligations of UBS Switzerland
AG, excluding the collateralized portion of secured contractual
obligations. The joint liability amount declines as obligations
mature, terminate or are novated following the asset transfer
date. As of 31 December 2015, the joint liability amounted to
approximately CHF 55 billion.

As of 31 December 2015, the probability of an outflow under
this joint and several liability was assessed to be remote and as a
result, the table above does not include any exposures arising
under this joint and several liability.
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Statement of changes in equity

Statutory capital ~ Statutory earnings  Voluntary earnings Net profit/(loss)
CHF million Share capital reserve reserve reserve for the period Total equity
Balance as of 1 January 2015 384 40,782 (12,329) 5,689 7,849 42,376
Capital increase 1 1
e g (2633) .......................................................... (2633)
o proflt/(loss) . ‘ﬁpropriatibh ............................................................ e (7849) .................. .
ot proflt/(loss) B peribd ......................................................................................... 11984 .............. 11984 .
Balance as of 31 December 2015 386 38,149 (4,480) 5,689 11,984 51,728

Statement of appropriation of retained earnings and proposed dividend distribution

The Board of Directors proposes that the Annual General Meeting
of Shareholders (AGM) on 4 May 2016 approves the following
appropriation of retained earnings and dividend distribution. Pro-
vided that the proposed dividend distribution is approved, the
payment of CHF 3,434 million would be made on 12 May 2016
to UBS Group AG. Dividend payments out of retained earnings

Proposed appropriation of retained earnings

are generally subject to Swiss withholding tax. However, as cer-
tain conditions are met, the withholding tax related to the divi-
dend distribution from UBS AG to UBS Group AG will be settled
with the Swiss Federal Tax Administration through a so-called
dividend notification procedure. Under this procedure, effectively
no tax will be withheld.

For the year ended

CHF million 31.12.15
Net profit for the period 11,984
retaned earn |ngs e for i
Total retained earnings available for appropriation 11,984
Proposed appropriation of retained earnings

Appropriation to general reserve: statutory earnings reserve (4,480)
Appropnatlonto 'v'olur{t‘a‘r'y'e'éfhi'hgs e (,4 070) .
Dend distibation (3434) .
Retained earnings carried forward 0
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Notes to the UBS AG standalone financial statements

Note 1 Name, legal form and registered office

UBS AG is incorporated and domiciled in Switzerland. Its regis-
tered offices are at Bahnhofstrasse 45, CH-8001 Zurich and
Aeschenvorstadt 1, CH-4051 Basel, Switzerland. UBS AG oper-
ates under the Swiss Code of Obligations and Swiss Federal Bank-

Note 2 Accounting policies

ing Law as a stock corporation (Aktiengesellschaft), a corporation
that has issued shares of common stock to investors. UBS AG is
100% owned by UBS Group AG, the ultimate parent of the UBS
Group.

a) Significant accounting policies

UBS AG standalone financial statements are prepared in accor-
dance with Swiss GAAP (FINMA Circular 2015/1 and the Banking
Ordinance) in the form of reliable assessment statutory single-
entity financial statements. The accounting policies are principally
the same as for the consolidated financial statements outlined in
Note 1 to the consolidated financial statements. Major differences
between the Swiss GAAP requirements and International Finan-
cial Reporting Standards are described in Note 38 to the consoli-
dated financial statements. The significant accounting policies
applied for the standalone financial statements of UBS AG are
discussed below.

Risk management

UBS AG (standalone) is fully integrated into the Group-wide risk
management process described in the audited part of the “Risk,
treasury and capital management” section of this report.

Further information on the use of derivative instruments and
hedge accounting are outlined in Notes 1 and 14 to the consoli-
dated financial statements.

Compensation policy

The compensation structure and processes of UBS AG conform to
the compensation principles and framework of UBS Group AG.
For detailed information refer to the Compensation Report of UBS
Group AG.

Foreign currency translation

Transactions denominated in foreign currency are translated into
Swiss francs at the spot exchange rate on the date of the transac-
tion. At the balance sheet date, all monetary assets and liabilities,
as well as equity instruments recorded in Trading portfolio assets
and Financial investments denominated in foreign currency, are
translated into Swiss francs using the closing exchange rate. Non-
monetary items measured at historic cost are translated at the
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exchange rate on the date of the transaction. Assets and liabilities
of foreign branches are translated into Swiss francs at the closing
exchange rate. Income and expense items of foreign branches are
translated at weighted average exchange rates for the period. All
currency translation effects are recognized in the income state-
ment.

The main currency translation rates used by UBS AG can be
found in Note 36 to the consolidated financial statements.

Structured products

Structured products consist of a host contract and one or more

embedded derivatives that do not relate to UBS AG's own equity.

The embedded derivatives are assessed for bifurcation for mea-

surement purposes and presented in the same balance sheet line

as the host contract. By applying the fair value option, certain
structured debt instruments are measured at fair value as a whole,
and recognized in Financial liabilities designated at fair value.

Structured debt instruments comprise structured debt instru-

ments issued and structured over-the-counter debt instruments.

The fair value option for structured debt instruments can be

applied only if the following criteria are cumulatively met:

— the structured debt instrument is measured on a fair value
basis and is subject to risk management that is equivalent to
risk management for trading activities;

— the application of the fair value option eliminates or signifi-
cantly reduces an accounting mismatch that would otherwise
arise; and

— changes in fair value attributable to changes in unrealized own
credit are not recognized in the income statement and the bal-
ance sheet.

Fair value changes related to Financial liabilities designated at fair
value, excluding changes in unrealized own credit, are recognized
in Net trading income. Interest expense on Financial liabilities des-
ignated at fair value is recognized in Interest expense.

- Refer to Note 18 for more information
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Note 2 Accounting policies (continued)

Investments in subsidiaries and other participations

Investments in subsidiaries and other participations are equity
interests that are held to carry on the business of UBS AG or for
other strategic purposes. They include all subsidiaries directly held
by UBS AG through which UBS AG conducts its business on a
global basis. The investments are measured individually and car-
ried at cost less impairment. The carrying value is tested for
impairment when indications for a decrease in value exist, which
include incurrence of significant operating losses or a severe
depreciation of the currency in which the investment is denomi-
nated. If an investment in a subsidiary is impaired, its value is gen-
erally written down to the net asset value. Subsequent recoveries
in value are recognized up to the original cost value based on
either the increased net asset value or a value above the net asset
value if, in the opinion of management, forecasts of future profit-
ability provide sufficient evidence that a carrying value above net
asset value is supported. Management may exercise its discretion
as to what extent and in which period a recovery in value is recog-
nized.

Impairments of investments are presented as Impairment of
investments in subsidiaries and other participations. Reversals of
impairments are presented as Extraordinary income in the income
statement. Impairments and partial or full reversals of impair-
ments for a subsidiary during the same annual period are deter-
mined on a net basis.

Deferred taxes

Deferred tax assets are not recognized in UBS AG's standalone
financial statements. However, deferred tax liabilities may be rec-
ognized for taxable temporary differences. Changes in the
deferred tax liability balance are recognized in the income state-
ment.

Services provided to and received from subsidiaries,
affiliated entities and UBS Group AG

Services provided to and received from UBS Group AG or any of
its subsidiaries are settled in cash as hard cost transfers or hard
revenue transfers paid or received.

When the nature of the underlying transaction between UBS
AG and UBS Group AG or any of its subsidiaries contains a single,
clearly identifiable service element, related income and expenses
are presented in the respective income statement line item, e.g.,
Fee and commission income from securities and investment busi-
ness, Other fee and commission income, Fee and commission
expense, Net trading income or General and administrative
expenses. To the extent the nature of the underlying transaction

contains various service elements and is not clearly attributable to
a particular Income statement line item, related income and
expenses are presented in Sundry ordinary income and Sundry
ordinary expenses.

-> Refer to Notes 4 and 6 for more information

Pension and other post-employment benefit plans

Swiss GAAP permits the use of IFRS or Swiss accounting standards
for pension and other post-employment benefit plans, with the
election made on a plan-by-plan basis.

UBS AG has elected to apply Swiss GAAP (FER 16) for the Swiss
pension plan in its standalone financial statements. The require-
ments of Swiss GAAP are better aligned with the specific nature
of Swiss pension plans, which are hybrid in that they combine
elements of defined contribution and defined benefit plans, but
are treated as defined benefit plans under IFRS. Swiss GAAP
requires that the employer contributions to the pension fund are
recognized as Personnel expenses in the income statement. The
employer contributions to the Swiss pension fund are determined
as a percentage of contributory compensation. Further, Swiss
GAAP requires an assessment as to whether, based on the finan-
cial statements of the pension fund prepared in accordance with
Swiss accounting standards (FER 26), an economic benefit to, or
obligation of, UBS AG arises from the pension fund and is recog-
nized in the balance sheet when conditions are met. Conditions
for recording a pension asset or liability would be met if, for
example, an employer contribution reserve is available or UBS AG
is required to contribute to the reduction of a pension deficit (on
a FER 26 basis).

Key differences between Swiss GAAP and IFRS include the
treatment of dynamic elements, such as future salary increases
and future interest credits on retirement savings, which are not
considered under the static method used in accordance with
Swiss GAAP. Also, the discount rate used to determine the defined
benefit obligation in accordance with IFRS is based on the yield of
high-quality corporate bonds of the market in the respective pen-
sion plan country. The discount rate used in accordance with
Swiss GAAP, i.e., the technical interest rate, is determined by the
Pension Foundation Board based on the expected returns of the
Board’s investment strategy.

- Refer to Note 20 for more information

UBS AG has elected to apply IFRS (IAS 19) for its non-Swiss
defined benefit plans. However, remeasurements of the defined
benefit obligation and the plan assets are recognized in the
income statement rather than directly in equity. For corresponding
disclosures in accordance with IAS 19 requirements, refer to
Note 28 to the consolidated financial statements.
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Note 2 Accounting policies (continued)

Subordinated assets and liabilities

Subordinated assets are comprised of claims that arise from an
irrevocable written declaration where in the event of liquidation,
bankruptcy or restructuring of the debtor, rank after the claims of
all other creditors and may not be offset against amounts payable
to the debtor nor secured by its assets. Subordinated liabilities are
comprised of corresponding obligations.

Subordinated assets and liabilities that contain a point-of-non-
viability clause in accordance with Swiss capital requirements per
articles 29 and 30 of the Capital Adequacy Ordinance are dis-
closed as being subject to mandatory conversion and/or debt

waiver and provide for the claim or the obligation to be written
off or converted into equity in the event that the issuing bank
reaches a point of non-viability.

Dispensations in the standalone financial statements

As UBS AG prepares consolidated financial statements in accor-
dance with IFRS, UBS AG is exempt from various disclosures in the
standalone financial statements. The dispensations include the
management report, the statement of cash flows and various
note disclosures, as well as the publication of interim financial
statements.

b) Changes in accounting policies, comparability and other adjustments

Comparative period figures

Comparative figures presented for 31 December 2014 include the
Personal & Corporate Banking and Wealth Management busi-
nesses booked in Switzerland, which were transferred from UBS
AG to UBS Switzerland AG effective 1 April 2015.
-> Refer to “Establishment of UBS Switzerland AG” within this
section of the report for more information

Furthermore, as explained in further detail below, UBS AG
adopted the revisions to Swiss GAAP retrospectively from 1 Janu-
ary 2015. The comparative 2014 income statement and balance
sheet were only amended for changes in presentation. Also, no
comparatives are provided for Note disclosures that are newly
required under revised Swiss GAAP, as UBS AG made use of the
available transition relief.

Lastly, UBS AG re-assessed the presentation of hard cost and
revenue transfers and 2015 figures are presented on a revised
basis, while comparative 2014 amounts were not amended. Fur-
ther details are provided on the next page.

Amendment of accounting standards applicable to banks
and securities dealers

The Swiss Law on Accounting and Financial Reporting (32nd title
of the Swiss Code of Obligations) was revised in 2011 and became
effective on 1 January 2013 with a transition period of two years
(i.e., is effective for annual periods beginning on or after 1 Janu-
ary 2015). Following this change, the accounting standards appli-
cable to banks and securities dealers were amended accordingly.
On 30 April 2014, the Swiss Federal Council passed the amended
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Banking Ordinance, and on 3 June 2014 the new FINMA Circular
2015/1 Accounting — banks was published. Revised Swiss GAAP,
in accordance with the amended Banking Ordinance and the new
FINMA Circular, is effective for annual periods beginning on or
after 1 January 2015. UBS AG made use of transition relief for
interim reporting from the first to third quarter of 2015 and
adopted revised Swiss GAAP as of 1 November 2015 for the 2015
annual financial statements, retrospectively from 1 January 2015.
The main transition effects on the UBS AG standalone financial
statements from this adoption are summarized below.

Recognition and measurement changes

The scope of the fair value option was increased to include struc-
tured debt instruments with embedded derivatives that are clearly
and closely related to the host debt contracts. As a result, structured
debt instruments with a fair value in the amount of CHF 19.3 billion
were reclassified to Financial liabilities designated at fair value from
Due to customers and Bonds issued and loans from central mort-
gage institutions. The transition impact from measuring those struc-
tured debt instruments at fair value was CHF 190 million, which was
recognized as a decrease to Net trading income in 2015.

Own bonds held in the amount of CHF 4.9 billion previously
recognized within Trading portfolio assets were offset against
bonds issued recognized within Financial liabilities designated at
fair value and Bonds issued and loans from central mortgage insti-
tutions. An accumulated measurement difference between own
bonds held and own bonds issued in the amount of CHF 25 mil-
lion was recognized as a decrease to Net trading income in 2015.

A reduction of the useful life of certain intangible assets from
20 to 10 years had an immaterial impact on the income statement
and balance sheet.
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Note 2 Accounting policies (continued)

Revision to Swiss GAAP: presentational balance sheet changes

Former Swiss GAAP  Revised Swiss GAAP Absolute change
CHF million 31.12.14 31.12.14 31.12.14
Total assets 777,893 777,893 0
of which: Money market paper 10,966 (10,966)
*of which: Trading portfolio assets 01820 107549 5729
of which: Financial investments 3714 42384 5230
of which: Due from banks 112649 39245 (73,404)
of which: Due from customers 183091 156344 (26,747)
" of which: Receivables from securities ﬁnand@ transactions 100, 158 100, 158
Total liabilities 735,517 735,517 0
of which: Money market paper issued 34,235 (34,235)
B of Wh/d’l:’ éonds /ssued énd lo‘a‘n.s. ffom cenf}é/ }hortgagé ./.n.s'titurionﬁ .......................... 7 7,067 """""""" 1 1 1,302 .......... 34, 235 )
ofwhich: Due to banks 9492 43,787 (51,165)
of whfcﬁi’ bue to cdsfb}hers oh Séthgs and Je;bdsit accounts """""""""""""""""""" 1 72709 """"""""""""""""" (112, 709)
of which: Other amounts due to customers 29779 (289,779)
of which: Due to customers 397,194 397,194
" of which: Fayab/eé from securities ﬁnancing transactions 56 460 56, 460

Presentation and disclosure changes

The presentation order of certain items in the income statement
was amended and different sub-totals were added to the income
statement. Furthermore, Credit loss (expense)/recovery is now
included within Net interest income, whereas previously this was
included within Allowances, provisions and losses. The compara-
tive income statement for 2014 was amended accordingly and as
aresult, Net interest income and Total operating income decreased
by CHF 129 million with a corresponding increase in Changes in
provisions and other allowances and losses, reflecting the afore-
mentioned change in presentation of Credit loss (expense)/recov-
ery. There was no impact on net profit or equity.

The structure of the balance sheet was also amended. Money
market paper held and money market paper issued are no longer
shown as separate balance sheet line items but are instead
reported within Trading portfolio assets, Financial investments,
Due from customers and Bonds issued and loans from central
mortgage institutions. Conversely, Receivables from securities
financing transactions and Payables from securities financing
transactions are now shown separately, whereas previously these
receivables and payables were reported within Due from banks,
Due from customers, Due to banks and Due to customers. Lastly,
the previously disclosed balance sheet lines Due to customers on
savings and deposit accounts and Other amounts due to custom-

ers were combined into Due to customers. The table above pro-
vides the quantitative effect on the balance sheet as of 31 Decem-
ber 2014 from these presentational changes.

In addition to the aforementioned changes to the income
statement and balance sheet, certain Notes have been added to
the financial statements.

Presentation of internal hard transfers

During 2015, UBS re-assessed the presentation of hard cost and
revenue transfers between UBS AG and its subsidiaries, affiliated
entities and UBS Group AG, and aligned the presentation of the
related income and expenses with the underlying nature of the
transaction for the year ended 31 December 2015, without
adjusting comparative period amounts. When the nature of the
underlying transaction contains a single, clearly identifiable ser-
vice element, related income and expenses are newly presented in
the respective income statement line item. Only to the extent that
the nature of the underlying transaction contains various service
elements and is not clearly attributable to a particular Income
statement line item, related income and expenses continue to be
presented in Sundry ordinary income and Sundry ordinary
expenses.
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Note 3a Net trading income by business

For the year ended % change from
CHF million 31.12.15 31.12.14 31.12.14
Investment Bank Corporate Client Solutions 318 56 467
e T s =
OtherbusmessdwlsmnsandCorporateCenter205 ,,,,,,,,,,,,,,,, Sy e
Total net trading income 3,725 3,407 9

Note 3b Net trading income by underlying risk category

For the year ended

CHF million 31.12.15
Interest rate instruments (including funds) (346)
o relgnexchan ge rumente 191 i
Equn y|n e ( |nc|ud|ng funds) ....................................................................................................................... 1822 .
o struments 290
DreCiows metale o s
Total net trading income 3,725
of which: net gains/(losses) from financial liabilities designated at fair value’ 3,139

1 Excludes fair value changes of hedges related to financial liabilities designated at fair value and foreign currency effects arising from translating foreign currency transactions into the respective functional currency,
both of which are reported within net trading income.

Note 4 Sundry ordinary income and expenses

For the year ended % change from
CHF million 31.12.15 31.12.14 31.12.14
Gains from sale of loans and receivables 23 47 (52)
Incomefromhardcosttransfers”4580 ............. 2498 ................. o
o R 1853 U (99)
Ot o Pr
Total sundry ordinary income 4,706 4,494 5
Losses from early redemption of debt (275) @)
Expenses ot revene tansfercs (497) ........... (1 772) R (72)
Other (59) ............. (40) ................ s
Total sundry ordinary expenses (831) (1,816) (54)

1 Represents income received from UBS Group AG and subsidiaries in the UBS Group for services provided by UBS AG. Services provided by UBS AG primarily related to Corporate Center functions. 2 Refer to Note 2b
for more information.
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Note 5 Personnel expenses

For the year ended
CHF million 31.12.15
Salaries 3,459
Varlablecompensatlon—performanceawards1707 .
Varlablecompensatlon R for
ot 05
ol e cunty ............................................................................................................................................................ o5
percion i otber pos temployme e pIans ............................................................................................................................ iy
 of which: value adjustments for economic benefits or obligations from pension funds' (318)
Wealth Management Americas: Financial advisor compensation 8
Otherpersonnelexpenses240 .
Total personnel expenses 6,438

1 Reflects the remeasurement of the defined benefit obligation and return on plan assets for the non-Swiss defined benefit plans where UBS AG applies IAS 19.

Note 6 General and administrative expenses

For the year ended

CHF million 31.12.15

Occupancy 588

Outsourcing of IT and other services

Total general and administrative expenses 5,615

1 Includes hard cost transfers paid to UBS Group AG and subsidiaries in the UBS Group for services provided to UBS AG.
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Note 7 Extraordinary income and expenses

For the year ended % change from

CHF million 31.12.15 31.12.14 31.12.14
Gains from disposals of subsidiaries and other participations 334 96 249
Reversal of impairments and provisions of subsidiaries and other partiipations 955 a6s6 106
e 'p'e'riod L g G (100)
Otherextraordmarymcome R R B
Total extraordinary income 10,264 4,850 112
Losses from disposals of subsidiaries and other participations 1 0

oron 'p'e'riod e expenses ......................................................................... g G (100)
other éXtraofdihéEy expenses ....................................................................... e S
Total extraordinary expenses 136 57 139

In the third quarter of 2015, UBS AG contributed its participations
in UBS Americas Inc., UBS Securities LLC and three Asset Manage-
ment subsidiaries into UBS Americas Holding LLC, a direct subsid-
iary of UBS AG. This contribution was made at a fair value of CHF

Note 8 Taxes

21.2 billion, resulting in a gain of CHF 10.0 billion that was recog-
nized in the income statement, largely as extraordinary income,
and which increased UBS AG'’s investment value in UBS Americas
Holding LLC.

For the year ended

CHF million 31.12.15
Income tax expense / (benefit) 186
b a5
L R .
Caplta o -
Total tax expense/ (benefit) 220

For the year ended 31 December 2015, the average tax rate,
defined as income tax expense divided by the sum of operating
profit and extraordinary income minus extraordinary expenses
and capital tax, was 1.5%. Income tax expense for the year ended
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31 December 2015 includes a benefit of CHF 3,188 million from
the utilization of tax losses carried forward in UBS AG’'s main tax
jurisdictions.
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Note 9 Securities financing transactions
CHF billion 31.12.15

On-balance sheet

Receivables from securities financing transactions, gross 1333
Nettlng oo ﬂnancmg edtons (42 8) .
Receivables from securities financing transactions, net 905
Payables from securities financing transactions, gross 98.2
Nettmg oo flnancmg R (42 8) .
Payables o e fmancmg o actlons SR s
Assets pledged as collateral in connection with securities financing transactions 54.0
R trad/ngportfo//o R e
 of which: assets which may be sold or repledged by counterparties 51.9
RN .
* of which: assets which may be sold or repledged by counterparties 12

Off-balance sheet

Fair value of assets received as collateral in connection with securities financing transactions 249.9
of which: repledged 183.0
of which: sold in connection with short sale transactions 21.2

Note 10a Collateral for loans and off-balance sheet transactions

31.12.15
Secured Unsecured Total
Secured by collateral Secured by
Other other credit
CHF million Real estate collateral'  enhancements?

On-balance sheet

Due from customers, gross 4 64,223 31,9473

Mortgage e gross ........................................................... i 681 .................. R
ofwh/chreSIdent/a/mortgages 4605 ...............................................................................
B prem/ses mortgages ................................. R e
i /ndusma/prem/sesmon‘gages ......................................... TR e
i b mortgages ...................................................... B TR o
Total on-balance sheet, gross 4,684 64,223 1,457 31,947 102,311
Allowances (2) (152) 0 (77) (231)
Total on-balance sheet, net 4,683 64,071 1,457 31,870 102,080

Off-balance sheet

Contingent liabilities, gross 0 2,121 2,093 23,573 27,787
revaae commltments gross .................................................... e 9673 U 7515 ............. 33256 e 50901 .
Forward starting reverse repurchase and securities borrowing transactions o 1632 o o 1,632
s equmes ....................................... g g g S o
Total off-balance sheet 456 13,425 9,608 56,837 80,327

1 Mainly comprised of cash and securities. 2 Includes credit default swaps and guarantees. 3 Primarily comprised of amounts due from subsidiaries.
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Note 10b Impaired financial instruments

31.12.15
Gross impaired finan- Allowances and  Estimated liquidation Net impaired finan-
CHF million cial instruments provisions proceeds of collateral cial instruments
Amounts due from customers 474 229 0 245
Mortgage loans 5 2 4 0
Guarantees and loan commitments 17 3 0 14
Total impaired financial instruments 496 234 4 259
Note 11a Allowances
Increase Release
recognized  recognized
Balance in the in the Recoveries Foreign Balance
as of income income and past  Reclassifica- currency Transfer to as of
CHF million 31.12.14  statement  statement Write-offs  due interest  tions/other? translation  UBS Switzerland AG ~ 31.12.15
Specific allowances for amounts due from
customers and mortgage loans 655 198 (39) (18) 21 44 (18) 611) 231
Specific allowances for due from banks 12 0 0 0 0 0 0 (12) 0
Collective allowances' 5 0 (1) 0 0 0 0 (5) 0
Other allowances 0 0 0 0 0 0 0 0 0
Total allowances 673 198 (40) (18) 21 44 (18) (628) 231
1 Mainly relates to amounts due from customers. 2 Includes CHF 47 million related to a specific allowance for amounts due from customers, which was recognized in a prior period.
Note 11b Provisions
Provisions
Increase Release used in
recognized  recognized  conformity
Balance in the in the with Foreign Balance
as of income income  designated Reclassifi- currency Transfer to as of
CHF million 31.12.14  statement  statement purpose  Recoveries cations  translation  UBS Switzerland AG ~ 31.12.15
Default risk related to loan commitments
and guarantees 23 3 (3) 0 0 3 0 (23) 3

Other 172 6 (15) (112) 0 0 0 (5) 47

Total provisions 2,831 301 (152) (1,011) 12 (24) (174) 1,786

1 Includes provisions for litigation resulting from security risks. 2 Includes provisions for onerous lease contracts of CHF 25 million as of 31 December 2015 (31 December 2014: CHF 14 million) and reinstatement cost
provisions for leasehold improvements of CHF 69 million as of 31 December 2015 (31 December 2014: CHF 70 million).

w
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Note 12 Trading portfolio and other financial instruments measured at fair value

CHF million 31.12.15
Assets
Trading portfolio assets 94,210
b b e [
e i e P
RN eqU/ty R 70,035
 of which: precious metals and other physical commodities 1,915
Total assets measured at fair value 94,210
of which: fair value derived using a valuation model 18,783
 of which: securities eligible for repurchase transactions in accordance with liquidity regulations 15,894
Liabilities
Trading portfolio liabilities 21,179
i debt matramentsr 4190
e i fsted 3800
RN eqwty R 16980
ot bt de 's'igh'a ot e 55100
Total liabilities measured at fair value 79,283
of which: fair value derived using a valuation model 60,520

1 Includes money market paper. 2 Refer to Note 18 for more information.
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Note 13 Derivative instruments

31.12.15

Total notional
CHF billion PRV? NRV? values
Iterest rate oMt aCts
RIS L 03 .......2458
e 693 60.7 ... 1636
. of which: designated in hedge accounting relationships 04 00 ... 6
S 00 ... 00 .33
Quer-the-Counter (QTCYOPUONS itttk etttk ek bbbk LSS e L B ke
Exchange-traded options 0.0 0.0 208
Total 86.9 80.1 11,769
Foreign exchange contracts
FOMRISS 77 185 1388
Interest and currency swaps 38.8 2,837
R T SRR Y RS
DY G OVOIEIIOIE | e e e A A £ R A L O .
Exchange-traded options 0.0 8
Total 66.1 5,217

Equity/index contracts

Exchange-traded options 5.5 6.5 231
Total 13.8 18.0 577
Credit derivative contracts

Exchange-traded options 0.7
Total 25
Total before netting as of 31 December 2015 176.0
. of which: trading derivatives 1756 1707
of which: fair value derived using a valuation model 175.2
* of which: derivatives designated in hedge accounting relationships 04 00
...... b'f'v'v'h/ch}‘fé'ir'i/é'/d'e'déﬁi/édU's}'h‘g‘é‘l)é/ﬁéﬁbh'hv'bd'e'l"""""m”mm""""""‘mm”m""""""‘mm""""””b'.él'Wmm“mm
Netting with cash collateral payables/receivables (18.7)
'Ré;')lyéc'éryn'e'rit‘ o L‘Jé'hé&'ih'g .................................................................................................... ('1'?;'6'.'3') ...........................................
Total after netting as of 31 December 2015 21.0
of which: with central clearing counterparties 0.0
o wbich with bank and broker-deaer count erpan‘/es ........................................................................... R
R e é}pé}iiés ......................................................................................... e
31.12.14
Total notional
CHF billion PRV2 NRV? values
Total before netting as of 31 December 2014 262.2 258.7 25,017
Netting with cash collateral payables/receivables o (00 080
Replacement value netting (199.8) (199.8)
Total after netting as of 31 December 2014 42.4 42.9

1 Includes forward rate agreements. 2 PRV: positive replacement values. 3 NRV: negative replacement values.
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Note 14a Financial investments by instrument type

31.12.15
CHF million Carrying value Fair value
Debt instruments available-for-sale 27,296 27,354
Equnymstruments .................................................................................................................... s
Ea. qua//f/ed part /C/pat/ons’ ...................................................................................................... e 3
. perty ............................................................................................................................... g 5
Total financial investments 27,528 27,598
of which: securities eligible for repurchase transactions in accordance with liquidity regulations 27,127 27,181

1 Qualified participations are investments in which UBS AG holds 10% or more of the total capital or has at least 10% of total voting rights.
Note 14b Financial investments by counterparty rating — debt instruments
CHF million 31.12.15
Internal UBS rating'
0-1 26,632
g s
R SRR .
e o
R o
Nomratad 0
Total financial investments 27,296
1 Refer to Note 17 for more information.
Note 15a Other assets

% change from
CHF million 31.12.15 31.12.14 31.12.14
Settlement and clearing accounts 116 348 (67)
VAT and other et ton receivabias e g %
wail dep05|t‘ ............................................................................................................. 1210 ............. 1323 ................. (,9,)..
Othor 2435 ............. 1718 ................ R
" of which: other receivables from UBS Group AG and subsidiaries in the UBS Growp 1850 1344 38
Total other assets 3,986 3,568 12
1 Refer to item 1 in Note 22b to the consolidated financial statements for more information.
Note 15b Other liabilities

% change from
CHF million 31.12.15 31.12.14 31.12.14
Deferral position for hedging instruments 2,826 3,597 (21)
Settlementandclearmgaccounts e 720(68)
et defined benefi [abiioe o o (81)
VAT and other et tan payables .......................................................................................... o by (53)
Ot ; 208 ............. 1732 ................. o
" of which: other payables to UBS Group AG and subsidiaries in the UBS Group 1694 s1g 107
Total other liabilities 5,505 6,962 (21)
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Note 16 Pledged assets'

The table below provides information on assets that are primarily
pledged in connection with derivative transactions. Information
for 31 December 2014 included loans pledged to Swiss mortgage

These loans were transferred to UBS Switzerland AG during 2015.
The table excludes securities financing transactions.
- Refer to Note 9 for more information on securities financing

institutions and in connection with the issuance of covered bonds. transactions
31.12.15 31.12.14

Carrying value of Effective  Carrying value of Effective
CHF million pledged assets commitment pledged assets commitment
Mortgage loans? 0 0 27,973 21,643
Gocios ,2,’597‘ S 1568 ,,,,,,,,,,,,,,,,,,, 0
Pledges of precious metals to subsidiaries and other o o 11 0
Total pledged assets 2,597 258 30,694 21,643
1 Excludes assets placed with central banks related to undrawn credit lines and for payment, clearing and settlement purposes (31 December 2015: CHF 2.1 billion, 31 December 2014: CHF 4.9 billion). 2 These pledged

mortgage loans serve as collateral for existing liabilities against Swiss central mortgage institutions and for existing covered bond issuances. Of these pledged mortgage loans, approximately CHF 0 billion as 31 Decem-
ber 2015 (31 December 2014: approximately CHF 4.5 billion) could be withdrawn or used for future liabilities or covered bond issuances without breaching existing collateral requirements.

Note 17 Country risk of total assets

The table below provides a breakdown of total non-Swiss assets
by credit rating. These credit ratings represent the sovereign credit
rating of the country to which the ultimate risk of the underlying
asset is related. The ultimate risk country on unsecured loan posi-
tions is the domicile of the immediate borrower, or, in the case of
a legal entity, the domicile of the ultimate parent entity. For col-
lateralized or guaranteed positions, the ultimate risk country is
the domicile of the provider of the collateral or guarantor, or, if
applicable, the domicile of the ultimate parent entity of the pro-

vider of the collateral or guarantor. For mortgage loans, the ulti-
mate risk country is the country where the real estate is located.
Similarly, the ultimate risk country of property and equipment is
the country where the property and equipment is located. Assets
for which Switzerland is the ultimate risk country are provided
separately in order to reconcile to total balance sheets assets.
- Refer to the “Risk management and control” section of this
report for more information

31.12.15
Moody's Investors

Classification Internal UBS rating  Description Service Standard & Poor's Fitch CHF million %

0and 1 Investment grade Aaa AAA AAA 227,855 48

2 AaltoAa3 AA+ to AA- AA+ to AA- 141,073 30
Low risk 3 T Ay TArtoA AbtoAa T 39816 8

4 Baal to Baa2 BBB+ to BBB BBB+ to BBB 19,053 4
Vedium ik S by e D .

6 Sub-investment grade Bal BB+ BB+ 2,430 1

S TR G e L o

g Gy s R T
T g G R Gl sy

10 B2 B B 93 0

G Gy G G

L R o e
e G G T et oy
Distressed Default Defaulted D D D 5 0
Subtotal 436,336 91
Switzerland 40,709 9
Total assets 477,045 100
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Note 18 Structured debt instruments

The table below provides a breakdown of financial liabilities designated at fair value which are considered structured debt instruments.

CHF million 31.12.15

Fixed rate bonds with structured features 3,017

e bt T

b Eqdifyilihked ................................................................................................ 30236
erclned e1s
el 2919
o Lo
e Vi

Structured over-the-counter debt instruments 4,491

Total financial liabilities designated at fair value 58,104

1 Includes precious metals-linked debt instruments issued.

In addition to financial liabilities designated at fair value, certain
structured debt instruments were reported within the balance
sheet lines Bonds issued and loans from central mortgage institu-
tions and Due to customers. These instruments were bifurcated
for measurement purposes. As of 31 December 2015, the carry-

Note 19a Share capital

ing values of the host instruments amounted to CHF 3,304 million
and CHF 320 million, respectively. The carrying values of the bifur-
cated embedded derivatives were negative CHF 126 million and
positive CHF 66 million, respectively.

31.12.15 31.12.14

Of which: dividend Of which: dividend

Par value in CHF  Number of shares bearing Par value in CHF  Number of shares bearing

Share capital’ 385,840,847 3,858,408,466  3,858,408,466 384,456,091 3,844,560,913 3,842,445,658
* ofwhich: shares outstanding 385,840,847  3,858408,466  3,858,408466 384,244,566 3,842,445658  3,842,445658
© of which: treasury shares held by UBSAG 211526 211525
Conditional share capital 55235276 552,352,759 51620031 516200312
~ of which: capital increase during theyear 1,384,755 13,847,553 255,884 2558844

1 Registered shares issued.

UBS AG's share capital is fully paid up. Each share has a par value
of CHF 0.10 and entitles the holder to one vote at the UBS AG
shareholder’s meeting, if entered into the share register as having
the right to vote, as well as a proportionate share of distributed
dividends. UBS AG does not apply any restrictions or limitations
on the transferability of shares.

Treasury shares
As of 1 January 2015, UBS AG held 2,115,255 treasury shares,
which were exchanged with UBS Group AG shares in 2015.

Non-distributable reserves
Non-distributable reserves consist of 50% of the share capital of
UBS AG, amounting to CHF 193 million as of 31 December 2015.

Non-cash dividends

During 2015, shares issued by UBS AG increased by 13,847,553

shares due to the issuance of new UBS AG shares out of conditional

share capital upon distribution of a share dividend in May 2015.
As part of the establishment of UBS Business Solutions AG, UBS

AG transferred its participation in the Poland Service Center as a

dividend-in-kind at book value of CHF 5 million to UBS Group AG.
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Note 19b Significant shareholders

31.12.15 31.12.14

CHF million, except where indicated Share capital held Shares held (%) Share capital held  Shares held (%)
Significant direct shareholder of UBS AG

UBS Group AG 386 100 372 97
Significant indirect shareholders of UBS AG

Chase Nominees Ltd., London 35 9 34 9
G private ‘L‘ir'ﬁi'téd, Smgapore ............................................................. Je g g
DTC(Cede&Co) Yokt Sy g S
s o LtdLondon ............................................................ R R G .

1 DTC (Cede & Co.), New York, “The Depository Trust Company”, is a US securities clearing organization.

Significant shareholders presented in this Note are those that, share capital of UBS AG held by indirect shareholders represent
directly or indirectly, hold 3% or more of UBS AG's total share their relative holding of UBS Group AG shares. They do not have
capital. The sole direct shareholder of UBS AG is UBS Group AG, voting rights in UBS AG.

which holds 100% of UBS AG shares. These shares entitle to vot- - Refer to Note 22 to the UBS Group AG standalone financial
ing rights. Indirect shareholders of UBS AG included in the table statements for more information on significant shareholders of
above comprise direct shareholders of UBS Group AG, who are UBS Group AG

entered into the UBS Group AG share register. The shares and

Note 20 Swiss pension plan and non-Swiss defined benefit plans

a) Liabilities related to Swiss pension plan and non-Swiss defined benefit plans

CHF million 31.12.15 31.12.14
Provision for Swiss pension plan 0 0
Net defined benefit labilties for non-Swiss defined benefitplans 129 680
Total provision for Swiss pension plan and net defined benefit liabilities for non-Swiss defined benefit plans 129 680
Bank accounts at UBS and UBS debt instruments held by Swiss pension fund 260 385
UBS derivative financial instruments held by Swiss pensionfund 7 102
Total liabilities related to Swiss pension plan and non-Swiss defined benefit plans 416 1,168

b) Swiss pension plan

As of or for the year ended

CHF million 31.12.15 31.12.14
Pension plan surplus' 2,243 4,572
oo béh‘éf‘it'/'('dbl'igé'ti'dn) GBS A g .
Change in economic benefit/obligation recognized in the income statement 0 0
Employer contributions for the period recognized in the income statement 79 444
Performance rewards related employer contributions accrued. 00 45
Total pension expense recognized in the income statement within Personnel expenses 300 489

1 The pension plan surplus is determined in accordance with FER 26 and consists of the reserve for the fluctuation in asset value. The surplus did not represent an economic benefit for UBS AG in accordance with FER 16

as of 31 December 2015 or 31 December 2014.

UBS AG has elected to apply FER 16 for the Swiss pension plan  The Swiss pension plan had no employer contribution reserve in

and IAS 19 for its UK and other non-Swiss defined benefit plans. 2015 or 2014.

-> Refer to Note 28 to the consolidated financial statements for
more information on non-Swiss defined benefit plans in
accordance with IAS 19
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Note 21 Share-based compensation

Following the establishment of UBS Group AG as the ultimate
holding company of the UBS Group, the obligations of UBS AG as
grantor of certain outstanding awards under employee share,
option, notional fund and deferred cash compensation plans were
transferred to UBS Group AG. Expenses for such awards granted
to UBS AG employees are charged by UBS Group AG to UBS AG.
Obligations relating to deferred compensation plans which are
required to be, and have been, granted by employing and/or

Note 22 Related parties

sponsoring subsidiaries, such as UBS AG, have not been assumed
by UBS Group AG and will continue on this basis. Furthermore,
obligations related to other compensation vehicles, such as defined
benefit pension plans and other local awards, have not been
assumed by UBS Group AG and are retained by the relevant
employing and/or sponsoring subsidiaries, such as UBS AG.
- Refer to Note 29 to the consolidated financial statements for
more information

Transactions with related parties are conducted at internally
agreed transfer prices, at arm’s length, or with respect to loans,
fixed advances and mortgages to non-independent members of

the Board of Directors and Group Executive Board members on
the same terms and conditions that are available to other
employees.

CHF million

31.12.15
Amounts due from Amounts due to
581 5,776
................................ o ,,,....“5’171,
................................ 119,900 """"87,059'
................................ 37278 """"28,685'
................................ 33 308 """"‘8,558'
................................ 51127 ,,,....‘44’149
................................ sy ,,,....“5'752,
................................ s """"‘5,699'
................................ oo .
............................................... 50
................................ g .

1 Primarily relates to UBS Securities Co. Limited, Beijing, in which UBS AG has a 24.99% equity interest.

As of 31 December 2015, off-balance sheet positions related to s
were guarantees to third parties and CHF 5.3 billion were loan co

Note 23 Fiduciary transactions

ubsidiaries amounted to CHF 26.5 billion, of which CHF 19.4 billion
mmitments.

% change from

CHF million 31.12.15 31.12.14 31.12.14

Fiduciary deposits 310 5,869 (95)
 of which: placed with third-party banks 310 585 (95)
" of which: placed with subsidiaries and affiliated entiies o 6 (100)
Total fiduciary transactions 310 5,869 (95)

Fiduciary transactions encompass transactions entered into or
granted by UBS AG that result in holding or placing assets on
behalf of individuals, trusts, defined benefit plans and other insti-
tutions. Unless the recognition criteria for the assets are satisfied,
these assets and the related income are excluded from UBS AG’s
balance sheet and income statement, but disclosed in this Note as

off-balance sheet fiduciary transactions. Client deposits that are
initially placed as fiduciary transactions with UBS AG may be rec-
ognized on UBS AG’s balance sheet in situations in which the
deposit is subsequently placed within UBS AG. In such cases,
these deposits are not reported in the table above.
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Note 24a Invested assets and net new money

For the year ended

CHF billion

31.12.15

Fund assets managed 11
D|scret|onaryassets e
o st et 311
Total imvested mssote o

of which: double count 2
ot new money ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o
Note 24b Development of invested assets

For the year ended

CHF billion 31.12.15
Total invested assets at the beginning of the year' 1,076
et e money .............................................................................................................................................. o
Nt o 5
o relgn currency R 7
o B S A s
Othoraffects =
bk acqu15/t/ons/(d/vest 00O oo (10)
Total invested assets at the end of the year' 488

1 Includes double counts. 2 Includes interest and dividend income.

- Refer to Note 35 to the consolidated financial statements for more information
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Ernst & Young Ltd Phone +41 58 286 86 86
Aeschengraben 9 Fax +41 58 286 86 00
P.0. Box www.ey.com/ch

Building a better CH-4002 Basel

working world

To the General Meeting of

UBS AG, Zurich and Basel

Basel, 10 March 2016

Report of the statutory auditor on the financial statements

As statutory auditor, we have audited the accompanying financial statements of UBS AG, which
comprise the balance sheet, income statement and notes (pages 772 to 792), for the year ended
31 December 2015.

Board of Directors’ responsibility

The Board of Directors is responsible for the preparation of the financial statements in accordance with
the requirements of Swiss law and the company’s articles of incorporation. This responsibility includes
designing, implementing and maintaining an internal control system relevant to the preparation of
financial statements that are free from material misstatement, whether due to fraud or error. The Board
of Directors is further responsible for selecting and applying appropriate accounting policies and making
accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Swiss law and Swiss Auditing Standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers the internal control system relevant to the
entity’s preparation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control system. An audit also includes evaluating the appropriateness of the accounting policies
used and the reasonableness of accounting estimates made, as well as evaluating the overall
presentation of the financial statements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.
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EY

Building a better
working world

Opinion
In our opinion, the financial statements for the year ended 31 December 2015 comply with Swiss law
and the company’s articles of incorporation.

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

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

We further confirm that the proposed appropriations of available earnings comply with Swiss law and the
company’s articles of incorporation. We recommend that the financial statements submitted to you be

approved.

Ernst & Young Ltd ~~
ﬁﬂ.w_w i&x/

Marie-Laure Delarue Bruno Patusi

Licensed Audit Expert Licensed Audit Expert

(Auditor in Charge)
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Appendix 2 — Excerpts from the Annual Report 2016 as at 31 December 2016

It should be noted that the term "pro-forma" as used in this Appendix 2 does not refer to the term "pro forma
financial information" within the meaning of Regulation (EC) 809/2004.
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Operating environment and strategy
Current market climate and industry trends

Current market climate and industry trends

Global economic developments in 2016

Global growth slowed modestly in 2016. Each of the world’s
major economic areas — the US, the eurozone and China — saw
slower growth, primarily due to lower investment spending.
Brazil and Russia experienced another year in recession, and
Japan’s growth remained muted. India delivered very strong
growth.

At a global level, economic uncertainty meant investment
spending continued to fall short of pre-financial crisis levels,
despite record low interest rates across much of the world. In
2016, the trend of slower investment spending was exacerbated
by low energy prices, which led to further cutbacks in capital
investment, particularly in the US and Russia. Oil prices saw an
improvement toward the end of the year, primarily as a result of
an OPEC decision to reduce production, but geopolitical and
economic uncertainty poses a risk to a broad recovery in
investment spending.

Despite these conditions, equity markets delivered generally
positive performance. After a challenging start to 2016 on
concerns about China and a decline in oil prices, global equity
markets rallied to record highs, supported by the economic
stimulus in China, and the Bank of England’s monetary easing
policy in response to the rise in political uncertainty following the
outcome of the UK referendum on EU membership.

Fixed income markets performed well through much of the
year, although signs of rising US inflation and expectations of
fiscal stimulus led to a sharp sell-off toward the year-end.
Currency markets saw a recovery in the Brazilian real and the
South African rand, while the British pound and Mexican peso
declined sharply following the outcomes of the UK referendum
on EU membership and the US presidential election, respectively.

US growth was lower than expected, primarily due to
stagnation in business investment in the energy sector. Private
consumption remained relatively robust, jobs growth was strong,
unemployment decreased, and improving wage growth and
credit availability proved supportive of consumer confidence. The
US Federal Reserve Board raised interest rates just once toward
the end of the year. Political and financial market uncertainty led
the Federal Reserve Board to proceed with caution in 2016.

In Japan, growth remained positive due to positive net
exports, but continued to show little response to the extensive
monetary and fiscal stimulus put in place in recent years. Weak
wage growth, uncertainty over social security, and a negative
wealth effect resulting from an appreciating yen weighed on
consumption.

The Bank of Japan introduced a new policy of yield curve
control to cap longer-term interest rates, contributing to yen
weakness in the latter months of the year.

In Europe, growth slowed a little, but proved resilient
following the outcome of the UK referendum on EU
membership. Exceptionally loose monetary policy, low oil prices
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and improving credit conditions supported growth in the
eurozone. Meanwhile, UK growth was aided by the effects of
stronger than expected household consumption following the
referendum, as well as a weaker British pound and lower interest
rates.

The Swiss economy recovered from the sharp appreciation of
the Swiss franc in the prior year, with economic growth
accelerating in 2016 to almost double the pace of 2015.
Continued sound growth in key eurozone trading partners
benefited exports, after a slowdown in 2015.

Growth in emerging markets was highly divergent. The
slowdown in China proved milder than anticipated, as a rebound
in real estate prices and construction stabilized the economy
after an uncertain start in 2016. India saw another year of strong
growth, driven largely by private consumption, although
uncertainty related to the government’s action to take high-
value banknotes out of circulation acted as a temporary brake
on growth toward the end of the year. Brazil saw a second year
of deep recession, with private consumption and investment
continuing to suffer from high rates of inflation, interest rate
hikes, and persistent political uncertainty. Russia’s economy
contracted again, but less severely than in 2015, as the economy
showed signs of adjustment to the drop in oil prices, with
consumption recovering well in the latter half of the year.

Economic and market outlook for 2017

We expect a modest acceleration in global growth in 2017,
supported by accelerating growth in the US, a beginning of
recovering from the recessions in Brazil and Russia, and only
modest slowdowns in Europe and China. Central bank policy
globally is expected to remain broadly supportive, as the
European Central Bank is likely to continue with quantitative
easing, even if at a slower pace, even as the Federal Reserve
Board continues to increase rates.

US consumption continues to benefit from an improving
labor market, while a post-election rally in business sentiment
bodes well for investment spending and deregulation could
provide additional stimulus. Eurozone growth could slow
modestly as political uncertainty weighs on investment spending
and the positive effects of monetary easing begin to wane. A
recovery in the euro and in oil prices might also slow exports and
consumption, respectively. Switzerland is expected to see a
continuation of steady growth, although uncertainty over
corporate tax reform and the continued Swiss franc strength
present headwinds. China is likely to see slower growth as the
real estate and construction boom slows, but quasi-fiscal and
credit stimuli are likely to keep growth steady. More stable
commodity prices and currencies should prove helpful for Brazil
and Russia.
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Major risks to growth and markets relate to uncertainty
regarding the effect of higher US interest rates, the possibility of
greater protectionism in response to changes in US trade policy,
uncertainty raised by the commencement of the UK's
negotiation of its withdrawal agreement with the EU, and the
potential for surprises from election outcomes in the
Netherlands, France and Germany. China’s management of its
rising debt levels and economic transition remains an important
medium-term factor, as does the possibility of heightened
geopolitical tensions in an uncertain global environment.

Industry trends

Wealth accumulation

The wealth management industry offers fundamentally attractive
economics with a forecast for robust wealth accumulation
around the world. According to the Boston Consulting Group
Global Wealth Report 2016, the ultra high net worth segment is
expected to expand by about 9.5% annually from 2015 to
2020, and the high net worth segment by about 9.4% annually.
Asia Pacific and the emerging markets are expected to be the
fastest-growing regions, with an estimated annual market
growth rate of 14.0% and 10.4% for the high net worth, and
16.0% and 12.4% for the ultra high net worth segments,
respectively. Mature markets, such as Western Europe and North
America, are forecast to see wealth accumulation grow within
the high net worth and ultra high net worth segments at an
annual rate exceeding expected gross domestic product growth.
We believe that wealth management is likely to remain a highly
fragmented industry with high barriers to entry due to the
significant investments needed to meet current and proposed
regulatory requirements.

Demographics, wealth transfer and retirement funding
Demographic changes, particularly escalating costs associated
with the care of an aging population and the funding challenges
faced by public pension systems, will be a key long-term driver
for both wealth consumption and wealth transfer. Pressures on
public pension schemes will make reform a pressing matter in
several countries. Although change in public pension schemes
will vary, a general and gradual shift from public to privately
funded pension schemes seems inevitable.

These developments are expected to benefit our businesses,
as individuals and privately funded pension schemes seek
investment advice and tailored service offerings with a relevant
product range. We believe that our strong capabilities in asset
management, as well as our ability to tailor our service offerings
to our clients’ financial needs and preferences, put us in a
position of strength to address these emerging needs.

Digitalization

Over the last few years, investments in financial technology have
increased sharply. The market expects continued digital
disruption in the financial industry, driven by consumer
preferences and expectations. We strongly believe that core
technologies, such as automated investment advice, mobile
access to banking services and distributed ledger technology,
will become mainstream in the financial services industry. Digital
capabilities are likely to play a significant role in transforming
how banks interact with clients and how they operate internally.

Further adaptation of operating models

Increases in operational cost pressure, reflecting higher
regulatory costs and a subdued revenue environment, will drive
financial services firms to seek more efficient operating models.
This push for efficiency is forcing banks to reassess their front-
to-back processes, focus on identifying potential for
standardization, and reconsider the ownership of value chain
components. Over the past few years, a diverse network of
suppliers and service providers for different parts of the banking
industry value chain has emerged, in particular by disrupting the
traditional approach to process ownership, service and supply
chain.

Consolidation

Increasing investment requirements along with constrained
supply, a stronger refocus on core businesses and a subdued
macro environment will continue to drive and accelerate
efficiency efforts that are likely to span all functions in the
banking business. A retrenchment of banks’ operations to their
core markets is expected to continue, with banks curtailing or
even abandoning completely some of their past international
expansion efforts. This is expected to foster concentration in
certain markets, but also increase competition in certain business
lines in order to gain scale and more efficiency.

Considering continuous cost pressures, the industry is likely to
seek opportunities to achieve further increased efficiency of non-
client-facing logistics and control functions, and the emergence
of more utility-like models, for example, centralized providers of
banking infrastructure or shared service companies, is
increasingly probable. Moreover, we will continue to see banks
focusing on their business portfolios, exiting their non-core
products and geographies, and further crystallizing and
sharpening their core value proposition in order to increase
revenues, reduce costs and improve their balance sheets. This
could lead to added pressure on profitability.
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Operating environment and strategy
Current market climate and industry trends

Banking intermediation developments

Against the backdrop of digitalization and new market
participants, the banking sector's role as a facilitator of
economic policy and an enabler of domestic growth may come
under pressure, as well as be subjected to renewed public
discussion and regulatory scrutiny. The combination of enhanced
regulatory requirements, reduced risk appetite and subdued
macroeconomic prospects continues to curb the lending
appetite of banks. While banks are currently still active in more
specific or niche areas, such as long-dated assets and high-risk
lending, other financial industry players are increasingly stepping
into banking intermediation and risk-taking areas. It is expected
that this trend will continue with its extent and pace depending
on regulatory developments.

Despite these challenges, we believe banks still have the
necessary capital and the competitive ability to preserve their
core role in the economy and to have continued access to their
traditional sources of revenue.

20

Regulation

There has been continuous regulatory pressure on the financial
services industry to become simpler, more transparent and more
resilient, and we expect that regulation will remain a major
driver of change and costs for the industry.

We believe we have the right business model to comply with
new, more demanding regulations without the need to change
our strategy. We have one of the highest fully applied CET1
capital ratios among our peer group of large global banks and
we have made substantial progress in our efforts to improve
resolvability. We are well prepared to meet the requirements of
the revised Swiss too big to fail framework by the effective date
in 2020, and we intend to use this period to fully implement the
new requirements.

— Refer to the “Regulatory and legal developments” and “Capital

management” sections of this report for more information
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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, including the US,
the UK and the rest of the EU. Through UBS AG and UBS
Switzerland AG, which are licensed as banks in Switzerland, we
may engage in a full range of financial services activities in
Switzerland and abroad, including personal banking, commercial
banking, investment banking and asset management.

As we are a designated global systemically important bank
(G-SIB) and considered systemically relevant in Switzerland, we
are subject to more rigorous regulatory requirements and
supervision than most other Swiss banks. Since the financial
crisis of 2007-2009, regulation of financial services firms has
been undergoing significant changes both in Switzerland and in
the other countries where we operate. These changes, which
continue to require significant resources to implement, have a
material effect on how we conduct our business and result in
increased ongoing costs.

— Refer to the “The legal structure of UBS Group” section of this

report for more information

— Refer to the “Regulatory and legal developments” and “Risk

factors” sections of this report for more information

Regulation and supervision in Switzerland

Supervision

UBS Group AG and its subsidiaries are subject to consolidated
supervision by FINMA under the Swiss Federal Law on Banks and
Savings Banks (Swiss Banking Act) and the related ordinances
that impose, among other requirements, minimum standards for
capital, liquidity, risk concentration and organizational structure.
FINMA fulfills its statutory supervisory responsibilities through
licensing, regulation, monitoring and enforcement. FINMA is
responsible for the prudential supervision and mandates audit
firms to perform on its behalf a regulatory audit and certain
other supervisory tasks.

Resolution planning and resolvability

The Swiss Banking Act and related ordinances provide FINMA
with additional powers to intervene in order to prevent a failure
or resolve a failing financial institution, including UBS Group AG,
UBS AG and UBS Switzerland AG. These measures may be
triggered when certain thresholds are breached and permit the
exercise of considerable discretion by FINMA in determining
whether, when or in what manner to exercise such powers. In
case of a possible insolvency, FINMA may impose more onerous
requirements on us, including restrictions on the payment of
dividends and interest as well as measures to alter our legal
structure (e.g., to separate lines of business into dedicated
entities, with limitations on intra-group funding and certain

guarantees) or to reduce business risk in some manner. The
Swiss Banking Act provides FINMA with the ability to extinguish
or convert to common equity the liabilities of the Group in
connection with its resolution.

Furthermore, Swiss too big to fail requirements require Swiss
systemically relevant banks, including UBS, to put in place viable
emergency plans to preserve the operation of systemically
important functions in case of a failure of the institution, to the
extent that such activities are not sufficiently separated in
advance. In response to these requirements in Switzerland, as
well as to similar requirements in other jurisdictions, UBS has
developed comprehensive recovery plans that provide the tools
to manage a severe loss event. UBS also provides relevant
authorities with resolution plans for restructuring or winding
down certain businesses in the event the firm could not be
stabilized. Alongside these measures, the bank has invested
significantly in structural, financial and operational ring-fencing
measures to improve the Group's resolvability.

— Refer to the “Capital management” section of this report for
more information on the Swiss SRB framework and the Swiss
too big to fail requirements

— Refer to the “Treasury management” section of this report for
more information on liquidity coverage ratio requirements

Regulation and supervision outside Switzerland

Regulation and supervision in the US

In the US, UBS is subject to overall regulation and supervision by
the Board of Governors of the Federal Reserve (Federal Reserve
Board) under a number of laws. Furthermore, our US operations
are subject to additional oversight by the Federal Reserve Board's
Large Institution Supervision Coordinating Committee, which
coordinates supervision of large or complex financial institutions.

UBS AG is a financial holding company under the Bank
Holding Company Act and maintains several branches and
representative offices in the US, which are authorized and
supervised by either the Office of the Comptroller of the
Currency or the state banking authority of the state in which the
branch is located. UBS AG is currently registered as a swap
dealer with the Commaodity Futures Trading Commission (CFTC),
and we expect to register it as a security-based swap dealer with
the Securities and Exchange Commission (SEC) when such
registration is required.

UBS Americas Holding LLC, the holding company for our
non-branch operations in the US as required under the Dodd-
Frank Act, is subject to risk-based capital, liquidity,
Comprehensive Capital Analysis and Review, stress test, capital
plan and governance requirements established by the Federal
Reserve Board.

UBS Bank USA, a Federal Deposit Insurance Corporation-
insured depository institution subsidiary, is licensed and
regulated by state regulators in Utah.
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Regulation and supervision

UBS Financial Services Inc., UBS Securities LLC and several
other US subsidiaries are subject to regulation by a number of
different government agencies and self-regulatory organizations,
including the SEC, the Financial Industry Regulatory Authority,
the CFTC, the Municipal Securities Rulemaking Board and
national securities exchanges, depending on the nature of their
business.

Regulation and supervision in the UK

Our operations in the UK are mainly regulated and supervised by
the Prudential Regulation Authority (PRA), an affiliated authority
of the Bank of England, and the Financial Conduct Authority
(FCA). Some of our subsidiaries and affiliates are also regulated
by the London Stock Exchange and other UK securities and
commodities exchanges of which they are a member.

UBS Limited is a private limited company incorporated in the
UK and is authorized by the PRA and regulated by the PRA and
the FCA to conduct a broad range of banking and investment
business.

UBS AG maintains a UK-registered branch in London that
serves as a global booking center for our Investment Bank.

Financial services regulation in the UK is currently conducted
in accordance with EU directives covering, among other topics,
compliance with certain capital and liquidity adequacy standards,
client protection requirements and business conduct principles.
This may be subject to change depending on how the
relationship between the UK and the EU evolves.

Regulation and supervision in Germany

UBS Europe SE, headquartered in Frankfurt, Germany, is
supervised by the Bundesanstalt far
Finanzdienstleistungsaufsicht (BaFin) and subject to EU and
German laws and regulations. UBS Europe SE was established in
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the fourth quarter of 2016, following the merger of UBS
Deutschland AG and our Wealth Management subsidiaries in
Germany, ltaly, Luxembourg (including its branches in Austria,
Denmark and Sweden), the Netherlands and Spain.

Anti-money laundering and anti-corruption

A major focus of government policy relating to financial
institutions in recent years has been combating money
laundering and terrorist financing. The US Bank Secrecy Act and
other laws and regulations applicable to UBS require the
maintenance of effective policies, procedures and controls to
detect, prevent and report money laundering and terrorist
financing, and to verify the identity of our clients. Failure to
maintain and implement adequate programs to prevent money
laundering and terrorist financing could result in significant legal
and reputational risk.

We are subject to laws and regulations in jurisdictions in
which we operate, including the US Foreign Corrupt Practices
Act and the UK Bribery Act, prohibiting corrupt or illegal
payments to government officials and others. We maintain
policies, procedures and internal controls intended to comply
with these laws and regulations.

Data protection

We are subject to laws and regulations concerning the use and
protection of customer, employee, and other personal and
confidential information, including provisions under Swiss law,
the EU Data Protection Directive and laws of other jurisdictions.
— Refer to the “Risk factors” section of this report for more
information
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Regulatory and legal developments

Key international developments
Revisions of BCBS capital framework and ongoing consultations

Proposed revisions to the Pillar 1 requirements

The Basel Committee on Banking Supervision (BCBS) is currently
finalizing a comprehensive reform package for the Basel Il capital
framework, the elements of which have been proposed in a series
of separate consultation papers. High-level guidance on the
revisions issued by the BCBS in November 2016 included: (i) the
revised standardized approach to credit risk will be more risk-
sensitive and more consistent with banks’ internal model-based
approaches, which are subject to approval by the home country
regulator; (i) a revised standardized approach for operational risk
will replace the existing approaches, including the advanced
measurement approach, which is based on banks’ internal models
and also subject to approval by the home country regulator; and (ii)
a leverage ratio surcharge for global systemically important banks
(G-SIBs) will be introduced. In addition, an aggregate output floor,
in relation to the level of capital required, is expected to be part of
the reform package. Final rules, which were expected to be issued
in January 2017, have been delayed. We expect that if the proposals
are adopted in their current form and implemented in Switzerland,
the proposed changes to the capital framework will likely result in a
significant increase in our overall RWA without considering the
effect of mitigating measures.

Revisions to the Pillar 2 requirements

In April 2016, the BCBS revised its 2004 principles for the
management and supervision of interest rate risk. The revised
standards include guidance on the development of interest rate
shock scenarios, enhanced quantitative disclosure requirements as
well as an updated standardized framework, which banks could be
mandated to follow. The impact of these revisions can only be
determined once its implementation in national prudential
regulations becomes clearer.

Revisions to the Pillar 3 requirements

FINMA has revised its Pillar 3 disclosure requirements to reflect

changes to the BCBS Pillar 3 standards. Requirements relating to the

2015 BCBS revisions became effective for Swiss banking institutions

on 31 December 2016 with additional requirements to be

implemented during 2017. Further revisions to the Pillar 3

framework are expected as part of the finalization of the Basel Il

capital framework.

— Refer to the “Significant accounting and financial reporting

changes"” section of this report and the “Basel Il Pillar 3 UBS Group
AG 2016" report under “Pillar 3, SEC filings & other disclosures” at
www.ubs.com/investors for more information

Consultation on regulatory capital treatment of accounting
provisions

In October 2016, the BCBS issued a consultative document and a
discussion paper on the Basel lll regulatory capital treatment of
accounting provisions following the publication of IFRS 9, Financial
Instruments, issued by the International Accounting Standards
Board, and the Current Expected Credit Loss (CECL) model, issued
by the US Financial Accounting Standards Board. The new rules
require the use of expected credit loss models as opposed to the
currently applied incurred credit loss impairment approach under
IFRS and US GAAP. UBS will adopt the IFRS 9 requirements on 1
January 2018. The BCBS consultative document proposes to retain
for an interim period the current regulatory treatment of accounting
provisions. This would result in the impact of IFRS 9 on common
equity tier 1 capital to be limited to the excess of expected credit
losses over the current regulatory expected losses for banks applying
the internal ratings-based (IRB) approach. The BCBS also considers
the adoption of transitional arrangements to phase in this impact.
The BCBS discussion paper sets out longer-term options that include
retaining the current regulatory treatment and introducing an
expected credit loss component to the standardized regulatory
approach. The consultation period ended in January 2017.
— Refer to the “Significant accounting and financial reporting
changes"” section of this report for more information

Developments on TLAC and MREL requirements

Following the publication of the Financial Stability Board's (FSB)
international total loss-absorbing capacity (TLAC) standard in
November 2015, a number of major jurisdictions issued TLAC
requirements during 2016.

Switzerland was the first jurisdiction to implement TLAC
requirements as part of the revision of the Swiss Capital Adequacy
Ordinance that became effective on 1 July 2016. Subject to a limited
reduction of the gone concern requirement based on improvements
to our resolvability, the TLAC requirements applicable to UBS as of 1
January 2020 are 28.6% of RWA (excluding countercydlical buffer
requirements) and 10% of the leverage ratio denominator. The
revised Capital Adequacy Ordinance requires that TLAC-eligible
instruments be issued out of a holding company, which would
increase the overall tax burden for the Group under the current
Swiss tax law. The Swiss Federal Council has requested the Federal
Tax Administration to propose amendments to the Swiss tax law in
order to address this issue.

In November 2016, the Bank of England published the final UK
Minimum Requirement for own Funds and Eligible Liabilities (MREL)
rules, including minimum standards for domestic systemically
important banks (D-SIBs) in the UK, such as UBS Limited. Starting as
of 1 January 2020, D-SIBs will have to meet MREL requirements
amounting to the greater of (i) a multiple, initially less than two and
increasing to two as of 1 January 2022, of the Pillar 1 requirement
of 8% and an institution-specific add-on, or (i) if subject to a
leverage ratio requirement, two times the applicable requirement of
currently 3%.
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Also in November 2016, the European Commission (EC)
published a proposal to integrate the FSB TLAC standard into the
EU MREL regime. The EC proposes to apply MREL requirements
to global systemically important institutions (G-Slls) calculated at
16% of RWA and 6% of the leverage exposure measure as of 1
January 2019, increasing to 18% and 6.75%, respectively, as of
1 January 2022. The proposal would also introduce internal
MREL requirements for material subsidiaries of non-EU G-Slls.

In December 2016, the Federal Reserve Board issued a final
rule that will apply TLAC requirements, minimum long-term debt
requirements and clean holding company requirements to all US
G-SIBs and to foreign G-SIBs'" US intermediate holding
companies (covered IHCs), including UBS Americas Holding LLC.
The final rule will require covered IHCs to maintain debt to the
parent G-SIB qualifying as TLAC (internal TLAC) of at least the
greatest of 16% of RWA, 6% of leverage exposure or 9% of
average total consolidated assets, plus a buffer, including eligible
long-term debt of at least the greatest of 6% of RWA, 2.5% of
leverage exposure or 3.5% of average total consolidated assets.
The final rule prohibits covered IHCs from having liabilities to
unrelated third parties that exceed 5% of its total TLAC (clean
holding company requirement) unless all of its TLAC s
contractually subordinated to third-party liabilities. It further
prohibits a covered IHC from incurring short-term debt, entering
into derivatives with unaffiliated parties and issuing certain
guarantees. The rule becomes effective as of 1 January 2019.

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

more information on the revised Swiss SRB framework

Implementation of margin requirements for non-cleared OTC
derivatives

The G20 commitments on derivatives call for adoption of
mandatory exchange of initial and variation margin for
uncleared over-the-counter (OTC) derivative transactions (margin
rules).

Margin rules for the largest counterparties (phase 1
counterparties) became effective in the US, Canada and Japan
on 1 September 2016 and in the EU, Switzerland and major
jurisdictions in Asia in the first quarter of 2017. Margin
requirements for the next group of counterparties, including
significant numbers of end users, have generally become
effective in these jurisdictions on 1 March 2017. In recognition
of the low level of industry and end-user readiness for these
requirements, regulators in many of these jurisdictions have
issued supervisory guidance or other relief intended to allow
market participants to continue to transact while proceeding as
quickly as practicable to implement the requirements. This relief
is generally effective until September 2017. The non-cleared
margin requirements will have a significant operational and
funding impact on the OTC derivatives activities of UBS and
many of our clients. The delays in the completion of rulemaking
have affected our ability to complete the execution of required
documentation and operational processes with counterparties
ahead of relevant compliance dates, which may limit our and
other dealers’ ability to transact with clients until this is
remedied.
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Key developments in Switzerland

Implementation of the mass immigration initiative

In December 2016, the Swiss Parliament passed changes to the
Foreign Nationals Act to implement the mass immigration
initiative of February 2014. The rules aim to make better use of
the domestic workforce by giving preferential treatment to the
unemployed who are resident in Switzerland. In professions,
industries or regions where unemployment is above average,
employers will be required to advertise vacant positions to
employment agencies and to select suitable agency-registered
job seekers for interviews. However, employers will not be
required to justify decisions not to hire such candidates. The
Swiss Parliament deems the new rules compatible with the
Agreement on the Free Movement of Persons between
Switzerland and the EU.

The legislation is subject to an optional national referendum
vote, for which 50,000 signatures of Swiss citizens would have
to be collected by 7 April 2017. If there is no referendum vote,
the rules will take effect after this deadline.

Corporate Tax Reform Il rejected in referendum vote
In June 2016, the Swiss Parliament approved legislation to
reform the Swiss corporate tax code. The reform aimed to align
the individual cantonal corporate tax regimes with international
standards by eliminating reduced holding company tax rates and
other privileges and providing a set of both optional and
mandatory measures for the cantons to mitigate the effect on
the corporate tax burden.

The reform was rejected by popular referendum on 12
February 2017. The Federal Council announced that a new
proposal will be drafted.

Company law reform

In November 2016, the Swiss Federal Council submitted a draft
bill to Parliament proposing to reform Swiss company law. The
revision is aimed at transferring the provisions of the Ordinance
against Excessive Compensation in Listed Companies Limited by
Shares into the relevant federal law. Moreover, the Federal
Council included new proposals to balance gender
representation at senior executive and board level in listed
companies and to introduce transparency rules for payments to
government authorities by commodity firms.

Under the current proposal, we expect the impact on UBS to
concern mainly corporate governance and shareholder rights.
However, the exact impact can only be determined once the
final law has been passed.

Switzerland begins automatic exchange of information
Automatic exchange of information in tax matters (AEl) between
Switzerland and all EU member states and a number of other
countries took effect on 1 January 2017. The first exchange of
information between Switzerland and tax authorities in these
countries will begin in 2018 based on 2017 data. The Swiss
Federal Department of Finance has initiated consultations to
extend the standard to additional countries.
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We have experienced outflows of cross-border client assets as
a result of changes in local tax regimes or their enforcement.

FINMA launches consultations on revision of Swiss Banking
Insolvency Ordinance

In September 2016, the Swiss Financial Market Supervisory
Authority (FINMA) conducted a consultation on revisions to the
Banking Insolvency Ordinance, which governs restructuring
proceedings and bankruptcy proceedings for Swiss banking
institutions. The draft includes provisions on the requirement for
banks to include in financial contracts that are subject to foreign
laws or foreign places of jurisdiction contractual
acknowledgment of FINMA's ability to temporarily postpone
exercise of remedies against banks. Such postponement is
intended to ensure the continuation of key contractual
relationships without interruption in crisis situations. Regulatory
authorities in the UK, France, Germany, Japan, Switzerland and
the US have adopted or proposed similar requirements to
increase legal certainty in cross-border bank resolutions.
Implementation of these requirements is likely to require us to
amend the terms of a significant number of trading agreements.

FINMA issues final corporate governance guidelines for banks

In November 2016, FINMA issued a circular on corporate
governance, risk management and internal controls at banks.
The circular sets out the duties and responsibilities of boards of
directors and executive board members and defines
requirements for the design of the relevant group-wide risk
management framework, the internal control framework and
the internal audit function. At the same time, FINMA introduced
new principles on IT and cyber risks in the circular on operational
risk. We do not expect the aforementioned requirements to
have a significant impact on us. In addition, FINMA revised the
circular on remuneration schemes. The requirements will enter
into force on 1 July 2017 and will also apply to UBS.

Switzerland launches consultation on data protection

In an effort to improve data protection and to reflect the new
technological and social landscape in existing laws, the Swiss
Federal Council launched a consultation on the proposed
revision of the data protection law in December 2016. The
Federal Council intends to increase the transparency of data
processing and strengthen data privacy. To this end, individuals
and institutions with access to personal data should be subject
to increased transparency and information requirements. The
revision would enable Switzerland to meet the requirements of
the EU directive on data protection and to ratify the revised
Council of Europe Convention on the Protection of Individuals
with regard to Automatic Processing of Personal Data, both of
which are key to ensuring that the EU continues to recognize
Switzerland as having an adequate level of data protection and
that cross-border data transmission will remain possible in the
future. Implementation of new data protection requirements has
required and will require significant investment by the Group.

Parliamentary debate on FinSA and FinlA

The Financial Services Act (FinSA) and Financial Institutions Act
(FinlA), which were approved by the Swiss Federal Council in
November 2015, have entered parliamentary debate. The two
comprehensive acts will have far-reaching consequences for the
provision of financial services in Switzerland. The FinSA primarily
aims to improve client protection, while the FinlA will introduce
a prudential supervision of managers of individual client assets,
managers of the assets of occupational benefits schemes and
trustees. The upper house of the Swiss Parliament made a
number of major adjustments to the proposal by the Federal
Council, e.g., by reducing the areas of expanded information,
documentation and clarification duties. The lower house of
Parliament starts its debate in the first quarter of 2017.

Key developments in the EU

EC proposes implementation rules for Basel Ill reforms

In November 2016, alongside its proposals to implement the FSB
TLAC standard, the European Commission (EC) published
proposals to implement the remaining elements of the Basel lI
reforms in the EU. The proposals would require non-EU G-SIBs
with two or more EU entities to establish an EU-domiciled
intermediate holding company. In addition, banks would be
required to maintain a tier 1 leverage ratio of 3%, with the
possibility of a G-SIl add-on, and a minimum net stable funding
ratio of 100%. The EC would also create a new asset class of
non-preferred senior debt, which would rank below other senior
debt in insolvency. The precise impact on UBS will depend on
the final rules and their implementation at a national level.

UK referendum on EU membership

Following the result of the June 2016 referendum on the UK's
membership in the EU, the UK prime minister, Theresa May, has
confirmed the UK will invoke Article 50 of the Treaty on
European Union by no later than the end of March 2017 subject
to passing the necessary legislation required by the Supreme
Court judgment on 24 January 2017. This will trigger a two-year
period, subject to extension, during which the UK will negotiate
its withdrawal agreement with the EU. Barring any changes to
this time schedule, it is expected that the UK will formally leave
the EU in early 2019. The future of the UK's relationship with
the EU remains unclear, although the UK government has stated
that the UK will leave the EU single market and will seek a
phased period of implementation for the new relationship that
could cover the legal and regulatory framework for the financial
services industry.

Any future limitations on providing financial services into the
EU from our UK operations could require us to make potentially
significant changes to our operations in the UK and our legal
structure. Potential effects of a UK exit from the EU and
potential mitigating actions may vary considerably depending on
the timing of withdrawal and the nature of any transition or
successor arrangements.
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Application of MiIFID I/MiFIR package postponed until

January 2018

The EU Markets in Financial Instruments Directive Il and Regulation
package (MiFID Il / MiFIR) came into force in July 2014. The bulk of
the requirements were intended to become applicable on 3
January 2017, with transitional provisions in several areas.
However, taking into account the significant technical
implementation challenges faced by regulators and market
participants, the application date has been postponed to 3
January 2018. MIFID Il / MiFIR will affect many areas of our
business in the Investment Bank, Wealth Management, Asset
Management and Personal & Corporate Banking. We have a
Group-wide implementation program in place for MiFID Il / MiFIR.

EU Benchmarks Regulation entered into force

The EU Benchmarks Regulation (EBR), which aims to improve the
accuracy and integrity of benchmarks, entered into force on 30
June 2016 and the majority of requirements will take effect as of
1 January 2018. New EU and third-country benchmarks may not
be used in the EU after 1 January 2018 unless they comply with
EBR. Existing benchmarks (financial indices used as a reference in
financial instruments, contracts or investment funds on 1 January
2018) are subject to transitional provisions. The regulation will
have a cross-divisional and a cross-regional impact, as it affects
UBS at three levels: administrator of UBS benchmarks, contributor
to various benchmarks, and as a user of benchmarks. The
governance, control and transparency requirements for
administrators and contributors will have cost implications. The
application of EBR may have a significant effect across the industry
as it may result in a reduction in benchmarks available for use in
financial instruments and financial contracts or to measure the
performance of investment funds.

Key developments in the US

US Department of Labor finalizes fiduciary rule

In April 2016, the US Department of Labor (DOL) adopted a rule
that expands the definition of “fiduciary” under the Employee
Retirement Income Security Act of 1974 (ERISA). On 1 March
2017, the DOL proposed a 60 day extension of the current 10
April 2017 applicability date of the fiduciary rule and its
exemptions. The proposed delay is intended to give the DOL time
to commence an examination of the rule called for by a
memorandum issued by President Donald Trump on 3 February
2017. That memo directed the DOL to review the fiduciary rule to
“determine whether it may adversely affect the ability of
Americans to gain access to retirement information and financial
advice.” The rule would require all advisors, including broker-
dealers, to abide by an ERISA fiduciary standard in dealings with
qualified retirement plans and individual retirement accounts. It
would also prohibit various customary transactions and fee
arrangements in the financial services industry with respect to
retirement plan investors, unless certain exemption criteria are
fully met. Wealth Management Americas and Asset Management
would be required to materially change some of their business
processes in response to the rule.
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Changes to rules regulating systemic risks
UBS Americas Holding LLC, the intermediate holding company for
our US subsidiaries, is subject to US capital requirements,
governance requirements and other prudential regulation,
including the Comprehensive Capital Analysis and Review (CCAR)
process beginning in 2017. In January 2017, the Federal Reserve
Board adjusted its capital plan and stress testing rules. Among
other changes, the rules will decrease the amount of capital any
firm subject to the quantitative requirements of CCAR can
distribute to shareholders outside an approved capital plan
without seeking prior approval from the Federal Reserve Board
from 1% to 0.25%. This change will apply to UBS Americas
Holding LLC for the 2017 CCAR cycle. As announced by Federal
Reserve Board Governor Daniel Tarullo in September 2016, the
Federal Reserve Board may further revise the CCAR process and
make various changes to the modeling assumptions used in the
CCAR scenarios. The revised CCAR process could, among other
things, require firms to hold an additional stress capital buffer
determined every year.

Separately, in March 2016, the Federal Reserve Board proposed
a rule to impose new limits on significant single-counterparty
credit exposures of large banking organizations, including large US
bank holding companies and US operations of foreign banking
organizations. The proposal would apply single-counterparty credit
limits to US-domiciled bank holding companies with total
consolidated assets of USD 50 billion or more. The proposed limits
are designed to become more stringent as the systemic
importance of a firm increases. Under the proposal, the exposure
of UBS's US operations to another systemically important financial
firm would be limited to a maximum of 15% of our tier 1 capital,
and exposure to any other single counterparty would be restricted
to 25% of our tier 1 capital. In addition, the single-counterparty
credit limits would apply separately to UBS Americas Holding LLC,
based on its capital. If adopted as proposed, these limits may
affect how UBS conducts its operations in the US, including the
use of other financial firms for payments and securities clearing
services and as transactional counterparties.

US incentive compensation regulation

In May 2016, US federal financial regulators, including the Board
of Governors of the Federal Reserve (Federal Reserve Board),
jointly proposed regulations that would, among other things, (i)
prescribe mandatory deferral amounts and periods for incentive
compensation based on the size of the financial institution and (ii)
require downward adjustment, forfeiture and / or claw-back of
incentive compensation in certain circumstances. The proposal
would apply to incentive compensation plans of our principal
operating entities in the US and would prescribe specific deferral
and forfeiture requirements for executive officers, highly
compensated employees and significant risk takers as defined in
the proposal. If implemented as proposed, these regulations
would require changes to our incentive compensation programs.

— Refer to the “Risk factors” section of this report for more
information
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Our strategy

Who we are

The world’s largest and only truly global wealth manager

Our strategy is centered on our leading wealth management
businesses and our premier universal bank in Switzerland, which
are enhanced by Asset Management and the Investment Bank.
We focus on businesses that have a strong competitive position
in their targeted markets, are capital efficient, and have an
attractive long-term structural growth or profitability outlook.
We are the world’s largest and only truly global wealth
manager, with a strong presence in the largest and fastest
growing markets. Our wealth management businesses benefit
from significant scale in an industry with attractive growth
prospects, increasingly high barriers to entry, and their leading
position across the attractive high net worth and ultra high net
worth client segments. We are the preeminent universal bank in
Switzerland, the only country where we operate in all business
divisions. Our leading position in our home market is central to
UBS'’s global brand and profit stability. The partnership between
our wealth management businesses and our other businesses is
a key differentiating factor and a source of competitive
advantage.

Strong capital position and capital efficient business model
Capital strength is the foundation of our strategy and provides
another competitive advantage. Our fully applied common
equity tier 1 (CET1) capital ratio is one of the highest among
large global banks, and we are well-positioned to meet the
revised fully applied Swiss too big to fail provisions as of 1
January 2020. Our capital-accretive and efficient business model
helps us adapt to changes in regulatory requirements, while
pursuing growth opportunities without the need for significant
earnings retention. We believe that our business model can
generate an adjusted return on tangible equity of more than
15% in a normalized market environment.

We are committed to an attractive capital returns policy

Our earnings capacity and capital efficiency support our
objective to deliver sustainable and growing capital returns to
our shareholders. We are committed to a total capital return of
at least 50% of net profit attributable to shareholders, provided
that we maintain a fully applied CET1 capital ratio of at least
13% and consistent with our objective of maintaining a post-
stress fully applied CET1 capital ratio of at least 10%. Total
capital returns will consist of an ordinary dividend, which we
intend to grow steadily over time, and other forms of capital
returns. For the financial year 2016, our Board of Directors
intends to propose a dividend payment of CHF 0.60 per share,
which is in line with the ordinary dividend paid for 2015, and
which represents a payout ratio of 71%.

Our priorities

1. Continue to execute our strategy and deliver on our
performance targets

The strategic change we initiated in 2011 was driven by our
decision to focus on our strengths and our anticipation of more
demanding regulation. Having successfully completed our
strategic transformation in 2014, we intend to continue building
on our successful track record and to focus on disciplined
execution to deliver on our performance targets.

2. Improve effectiveness and efficiency

Our effectiveness and efficiency programs focus on creating the
right infrastructure and cost framework for the future, including
optimizing our global workforce and footprint. Delivering on our
cost savings target is critical to offsetting the escalating costs
associated with regulatory change and to achieve our return
objectives.

3. Invest for growth

We continue to upgrade and enhance our capabilities in
technology and digitalization with a focus on innovation, better
serving our clients and further strengthening our competitive
position. We are also committed to investing in the development
of our employees and attracting the best available talent.
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Operating environment and strategy
Our strategy

Our performance targets, expectations and ambitions

The tables below show our performance targets, expectations
and ambitions for the Group and business divisions. They are
calculated on an annual basis, and represent our objectives for
sustainable business performance over the cycle. Our
performance targets, expectations and ambitions are based on
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adjusted results and assume constant foreign
translation rates.
— Refer to the “Group performance” section of this report for

more information on adjusted results and adjusting items

currency
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Measurement of performance

Performance measures

Key performance indicators
The Group and business divisions are managed on the basis of a
KPI' framework, which identifies profit and growth financial
measures, in the context of sound risk and capital management
objectives. When determining variable compensation, both
Group and business division KPIs are taken into account.

We review the KPI framework on a regular basis, considering
our strategy and the market environment in which we operate.

KPIs are disclosed in our quarterly and annual reporting to
allow comparison of our performance over the reporting
periods. For certain KPIs we have performance targets in place,
which are defined in order to measure our performance against
our strategy. Our KPIs are designed to be assessed on an over-
the-cycle basis and are subject to seasonal patterns.

— Refer to the “Our strategy” section of this report for more

information on performance targets

Changes to our key performance indicators in 2017

We have fully aligned our performance targets and our KPI
framework as of 1 January 2017, and as a result our “Cost
reduction” target will be classified as a KPI for the Group as of
2017. Furthermore, to simplify the KPI framework, “Average
value-at-risk (1-day, 95% confidence, 5 years of historical data)”
for the Investment Bank will be reported as *“Additional
information” rather than as a KPI, and “Return on assets, gross
(%)" for the Group and the Investment Bank will be removed
from the KPI framework, as these will no longer be used as
strategic steering metrics. In addition, the going concern
leverage ratio will change from a phase-in to a fully applied
basis.
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Operating environment and strategy

Measurement of performance

2016 Group and business division key performance indicators

IS IS IS
(<%} (<%} 3 (<%} —
£ E, Jo £ S
. =% s2fzze % &
o 3 25 S52 2gf §s5 €%
Key performance indicators Definition 5 == =25 23858 2= 28
Change in net profit attributable to shareholders from
continuing operations between current and comparison periods P
/ net profit attributable to shareholders from continuing
Net profit growth (%) operations of comparison period
Change in business division operating profit before tax between
current and comparison periods / business division operating ® ® ® ® ®
Pre-tax profit growth (%) profit before tax of comparison period
Operating expenses / operating income before credit loss P PY P °® P °®
Cost / income ratio (%) (expense) or recovery
Net profit attributable to shareholders before amortization and
impairment of goodwill and intangible assets (annualized as °®
applicable) / average equity attributable to shareholders less
Return on tangible equity (RoTE) (%) average goodwill and intangible assets
Business division operating profit before tax (annualized as P
Return on attributed equity (ROAE) (%) applicable) / average attributed equity
Operating income before credit loss (expense) or recovery PY P
Return on assets, gross (%)’ (annualized as applicable) / average total assets
Going concern leverage ratio P
(phase-in, %)’ Total going concern capital / leverage ratio denominator
Common equity tier 1 capital ratio °®
(fully applied, %) Common equity tier 1 capital / risk-weighted assets
Net new money for the period (annualized as applicable) /
invested assets at the beginning of the period. Group net new
money growth is reported as net new money growth for ® [ [ [
combined wealth management businesses. Asset Management
Net new money growth (%) net new money excludes money market flows
Operating income before credit loss (expense) or recovery PY P P
Gross margin on invested assets (bps) (annualized as applicable) / average invested assets
Business division operating profit before tax (annualized as PY PY PY
Net margin on invested assets (bps) 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) P
Net new business volume growth for / business volume (i.e., total of client assets and loans) at the
personal banking (%) beginning of the period
Net interest margin (%) Net interest income (annualized as applicable) / average loans [ ]
Value-at-risk (VaR) expresses maximum potential loss measured
Average VaR (1-day, 95% confidence, to a 95% confidence level, over a 1-day time horizon and based ®
5 years of historical data)! on five years of historical data
1 Removed from the key performance indicator framework in 2017.
New key performance indicators in 2017
|5 5 I
£ En Bg £ s
o =8 =8= 509of =& =
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Key performance indicators Definition 5 =22 =Z2E o558 22 g8
Cost reduction Net exit rate cost reduction’ L
Going concern leverage ratio °®

(fully applied, %)

Total going concern capital / leverage ratio denominator

1 Exit rate compared with full-year 2013 adjusted operating expenses for Corporate Center and full-year 2015 adjusted operating expenses for business divisions. Cost reductions exclude expenses for provisions for
litigation, regulatory and similar matters, foreign currency movements and temporary regulatory program costs. Business division adjusted operating expenses are before allocations and exclude items that are not

representative of the underlying net cost reduction performance, mainly related to variable compensation expenses and compensation for financial advisors in Wealth Management Americas.
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Wealth Management

Business

Wealth Management provides comprehensive advice and tailored
financial services to wealthy private clients around the world,
except those served by Wealth Management Americas. Our clients
benefit from the full spectrum of resources that UBS as a global
firm can offer, including banking and lending solutions, wealth
planning, investment management solutions, and corporate
finance advice. Our guided architecture model gives clients access
to a wide range of products from the world’s leading third-party
institutions that complement our own products.

Strategy and clients

We are the preeminent wealth manager for private clients
outside the US, particularly in the ultra high net worth, high net
worth and affluent segments. We generally define ultra high net
worth clients as those with investable assets of more than CHF
50 million, and high net worth clients as those with investable
assets of between CHF 2 million and CHF 50 million. Affluent
clients are those with investable assets between CHF 250,000
and CHF 2 million.

We believe the wealth management business has attractive
long-term growth prospects and expect its growth to outpace
that of global gross domestic product. From a client segment
perspective, we believe the global ultra high net worth market,
including family offices, has the highest growth potential,
followed by the high net worth and affluent markets. We seek
to capitalize on our market-leading position in the ultra high net
worth business and to increase our market share considerably in
this segment. We also invest significantly in growing our high
net worth and affluent businesses, especially by leveraging and
further strengthening our leading competence in investment
management, as well as by investing in our digital capabilities.

Investment management and portfolio construction are at the
heart of our offering. We aspire to provide our clients a wider
selection of discretionary and advisory services, helping them to
more effectively achieve their goals. This in turn would further
increase our mandate penetration and contribute to higher
recurring revenues. Our integrated client service model allows us
to bundle capabilities across the Group to identify investment
opportunities in varying market conditions and create solutions
that suit individual client needs. For example, ultra high net worth
clients benefit from tailored institutional coverage and global
execution provided by dedicated specialist teams from Wealth
Management and the Investment Bank through the Global Family

Office Group. Furthermore, we have enhanced our coverage and
offering by establishing a global distribution management
function and a dedicated global ultra high net worth organization.

We have unique scale, an industry-leading platform and are
active in the most diverse wealth management markets and
segments. Our booking centers across the globe give us a strong
local presence that allows us to book client assets in multiple
locations, in response to client preferences.

In Asia Pacific, we have accelerated our growth and expanded
our onshore presence, with a particular focus on Hong Kong,
Singapore and China, as well as on other major markets such as
Japan and Taiwan, to capture long-term growth opportunities.
In emerging markets, we continue to focus on markets such as
Mexico, Brazil, Turkey, Russia, Israel and Saudi Arabia. We
regularly assess our local presence to ensure proximity to our
clients in key markets, as well as to make sure client needs for
global diversification and local offerings are met.

In Europe, our long-established local presence in all major
markets supports our growth ambition. We have combined our
offshore and onshore businesses, creating economies of scale
and enabling us to deal efficiently with increased regulatory and
fiscal requirements. In December 2016, we established UBS
Europe SE, an important step in simplifying our governance
structure and in improving operational and capital efficiency
across our European operations. UBS Europe SE was formed
through the merger of UBS Deutschland AG and our Wealth
Management subsidiaries in  Germany, Italy, Luxembourg
(including branches in other countries), the Netherlands and
Spain. Further countries may be included in the future.

In Switzerland, Wealth Management collaborates closely with
our colleagues in the personal and corporate banking, asset
management and investment banking businesses. This creates
opportunities to expand our business through client referrals and
generates efficiencies by enabling us to use UBS's extensive
branch network, which includes around 100 Wealth
Management offices.

We offer extensive training to our client advisors, designed to
enable the delivery of superior advice and solutions. All of our
client advisors must obtain the Wealth Management Diploma, a
program accredited by the Swiss Accreditation Service of the
State Secretariat for Economic Affairs, which ensures a high level
of knowledge and expertise. For our most senior client advisors,
we offer extensive training through the Wealth Management
Master program.
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Operating environment and strategy
Wealth Management

We are investing in digitalization and innovation to meet the
evolving needs of our clients. The One Wealth Management
Platform program is our signature business transformation
strategy, through which we aim to deliver advisory, digital and
back office capabilities to our clients around the world. We
intend to standardize our operating model and deliver operating
efficiencies across our global wealth management business. The
program has already been rolled out in Switzerland and
Germany and is currently being implemented in Hong Kong and
Singapore. In addition, we are developing new solutions to
deliver our services through digital channels. For example, in
2016, we launched UBS SmartWealth in the UK, which
combines digital wealth management with UBS’s market-leading
expert insight, offering clients tailored investment advice based
on their personal goals, and online access to their investments at
any time.

We evaluate our performance against key performance
indicators and our performance targets.

— Refer to the “Our strategy” section of this report for more

information on our performance targets

— Refer to the “Measurement of performance” section of this

report for information on our key performance indicators

Products and services

Our approach focuses on gaining an understanding of our
clients’ financial objectives that enables us to provide proprietary
and third-party solutions tailored to their individual needs.
Clients benefit from a comprehensive set of capabilities and
expertise, including planning, investing, lending, protection,
philanthropy, corporate and banking services. Investment
management capabilities are a core component of this value
proposition.

Our Global Chief Investment Office, which serves both
Wealth Management and Wealth Management Americas,
synthesizes the research and expertise of UBS's global network
of economists, strategists, analysts and investment specialists
across all business divisions. These experts closely monitor and
assess financial market developments and form a clear, concise
and consistent investment view, known as the UBS House View.

The UBS House View identifies and communicates investment
opportunities and market risks to help protect and grow our
clients’ wealth, which we apply to our clients’ portfolios and
asset allocations, underpinning the investment strategies for our
flagship discretionary mandates. The strategic asset allocation is
an essential part of our disciplined style of managing our clients’
wealth and strives to ensure that our clients remain on course to
meet their financial goals over the long term. It is complemented
by our tactical asset allocation, which uses our global expertise
to help our clients navigate markets and ultimately improve the
risk and return trade-off potential of their portfolios.

Our Investment Products and Services unit ensures our
solutions are in step with market conditions by aligning our
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discretionary and advisory offerings with the UBS House View.
Clients can invest in a full range of financial instruments, from
single securities, such as equities and bonds, to various
investment  funds, structured products and alternative
investments. Additionally, we offer our clients advice on
structured lending and corporate finance.

To help our clients address the challenges of an increasingly
complex financial world, we continue to develop innovative
products. In 2016, we rolled out expanded investment mandate
solutions based on our Chief Investment Office’s new asset
allocation framework. These innovative investment solutions are
designed to meet specific client needs and preferences beyond
those addressed in our existing discretionary mandate offering.
For example, our UBS Manage Advanced Systematic Asset
Allocation mandate is a quantitatively driven investment concept
that allows investors to participate fully in upward-trending
equity markets and to reduce their exposure to equity risk in
downward-trending and volatile equity markets.

By aggregating demand for private investments, we are able
to offer our clients access to investment opportunities in the
private markets space that are traditionally only available to
institutional investors. In 2016, we expanded our private markets
offering, most notably through a joint venture with Hamilton
Lane, one of the largest independent alternative investment
management firms globally.

We have also continued to invest significantly into our
discretionary and advisory platform infrastructure, with a focus
on customizing these offerings on a large scale and processing
them more efficiently.

Organizational structure

We are primarily organized along regional lines, with our
business areas being Asia Pacific, Europe and Emerging Markets,
Switzerland and Global Ultra High Net Worth.

We are governed by executive, risk and operating committees
and operate mainly through UBS Switzerland AG and UBS AG
branches. Headquartered in Switzerland, we have a presence in
more than 40 countries with approximately 190 offices, of which
around 100 are in Switzerland.

Competitors

Our main global competitors include the private banking
operations of BNP Paribas, Citigroup, Credit Suisse, Deutsche
Bank, HSBC, JPMorgan Chase and Julius Baer. In the European
domestic markets, we primarily compete with the local private
banking operations of large banks such as Deutsche Bank in
Germany, RBS in the UK and UniCredit in Italy. In Asia Pacific,
the private banking franchises of Citigroup, Credit Suisse and
HSBC are our main competitors.
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Wealth Management Americas

Business

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 our clients. Our business is primarily domestic US but includes
Canada and international business booked in the US. We believe
we have attractive growth opportunities and a clear strategy
focused on serving our target client segments, particularly the
high and ultra high net worth segments.

Strategy and clients

Wealth Management Americas is one of the leading wealth
managers in the Americas in terms of financial advisor
productivity and invested assets by financial advisor. We offer a
fully integrated set of products and services to meet the needs
of our high net worth and ultra high net worth client segments,
while also serving the needs of core affluent clients. We define
high net worth clients as those with investable assets of
between USD 1 million and USD 10 million, and ultra high net
worth clients as those with investable assets of more than USD
10 million. Core affluent clients are defined as those with
investable assets of between USD 250,000 and USD 1 million.
The Global Family Office — Americas, a joint venture between
Wealth Management Americas and the Investment Bank,
provides integrated, comprehensive wealth management and
institutional-type services to select Family Office clients. Our
Wealth Advice Center serves emerging affluent clients with
investable assets of less than USD 250,000. 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
running a streamlined and efficient business.

We evaluate our performance against key performance
indicators and our performance targets.

— Refer to the “Our strategy” section of this report for more

information on our performance targets
— Refer to the “Measurement of performance” section of this
report for information on our key performance indicators

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 1 trillion in invested assets, we have a distinctive
opportunity to “feel small and play big” by combining the agility
of a boutique firm with all of the capabilities of a premier, truly
global wealth manager. To accomplish that, in 2016 we
introduced a new Wealth Management Americas operating
model designed to move decision-making closer to clients,
better leverage the capabilities that our unrivaled global
footprint can offer, invest in next-generation technology and

achieve long-term sustainable organic growth through an
increased focus on retaining and developing our financial
advisors. We aim to differentiate ourselves from competitors and
be a trusted and leading provider of financial advice and
solutions to our clients by enabling our financial advisors to
leverage the full resources of UBS globally, including access to
wealth management research, our global Chief Investment
Office, and solutions from our other business divisions. These
resources are augmented by our commitment to an open
architecture platform and supported by our partnerships with
many of the world’s leading third-party institutions. Moreover,
our wealth management offering includes banking, mortgage
and financing solutions that enable us to provide advice on both
the asset and liability sides of our clients’ 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 client segments in terms of invested assets in the
region. We plan to grow our business by enabling our financial
advisors to focus on delivering holistic advice across the full
spectrum of client needs through continued expansion of our
cross-business collaboration throughout the firm, and delivering
banking and lending services that complement our wealth
management solutions. We also plan to continue investing in
platforms and technology, while remaining disciplined on cost.
We expect these efforts to enable us to achieve higher levels of
client satisfaction, strengthen our client relationships and lead to
greater productivity across our financial advisors.

Products and services

We offer clients a full array of solutions that focus on meeting
their individual financial needs. Our financial advisors work
closely with internal specialists to support evolving goals and
expectations throughout the client life cycle, including
comprehensive wealth planning and portfolio strategy and
management. Our offering is designed to meet a wide variety of
investment objectives, including wealth accumulation and
preservation, income generation, portfolio diversification, legacy
planning and philanthropy.
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Operating environment and strategy
Wealth Management Americas

We offer products and solutions including equities, fixed
income, retirement services, annuities, alternative investments,
managed accounts and structured products. Wealth
Management Americas’ financial advisors are supported by a
dedicated capital markets team collaborating with the
Investment Bank and Asset Management in order to leverage
the resources of the entire firm, as well as with third-party
investment banks and asset management firms. To address the
full range of our clients’ financial needs, the Wealth
Management Americas Banking Group offers competitive
lending and cash management services, such as securities-
backed lending, resource management accounts, Federal
Deposit  Insurance  Corporation  (FDIC)-insured  deposits,
mortgages and credit cards. Wealth Management Americas
clients also benefit from our commitment to close collaboration
with our Wealth Management business. Our integrated Wealth
Management Research Americas and Global Chief Investment
Office Wealth Management organizations together provide
market analysis, economic outlooks and research guidance
through a global lens and deliver them in our UBS House View
to help support investment decisions.

For corporate and institutional clients, we offer a robust suite
of solutions, including equity compensation, administration,
investment consulting, defined benefit and contribution pension
programs, and cash management services. For example, our UBS
Equity Plan Advisory Services provides equity compensation plan
services and advice to more than 180 US corporations,
representing one million participants worldwide.
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Organizational structure

Our business is primarily domestic US but includes Canada and
international business booked in the US.

In the US and Puerto Rico, we operate primarily through UBS
Financial Services Inc. and UBS Financial Services Incorporated of
Puerto Rico through 208 branches. Our banking services in the
US include those conducted through UBS Bank USA, an FDIC-
insured depository institution subsidiary, and branches of UBS
AG. Canadian wealth management and banking operations are
conducted through UBS Bank (Canada). We are governed by
executive, risk and operating committees.

Competitors

We compete with national full-service brokerage firms, domestic
and global private banks, regional broker-dealers, independent
broker-dealers, registered investment 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 include the wealth management
businesses of Bank of America, Morgan Stanley and Wells Fargo.
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Personal & Corporate Banking

Business

As the leading personal and corporate banking business in
Switzerland, we provide comprehensive financial products and
services to private, corporate and institutional clients in
Switzerland. We are among the leading players in the private
and corporate loan market in Switzerland, with a well-
collateralized and conservatively managed lending portfolio.

Our business is a central element of UBS’s universal bank
delivery model in Switzerland. We work with the Group’s wealth
management, investment bank and asset management
businesses to ensure that our clients receive the best products
and solutions for their specific financial needs. We are also an
important source of growth for our other business divisions in
Switzerland through client referrals. In addition, we manage a
substantial part of UBS’'s Swiss infrastructure and banking
products platform, both of which are leveraged across the
Group.

Our distribution model is based on a multi-channel strategy.
With a steadily rising number of users and client interactions for
our expanding electronic and mobile banking offering, we
continue to strengthen our position as the leading multi-channel
bank in Switzerland.

Strategy and clients

Our strategy focuses on profitable and qualitative growth in
Switzerland. We aim to provide stable and substantial profits for
the Group and create revenue opportunities for other businesses
within the firm.

In the personal banking business, we aspire to be the bank of
choice for private clients in Switzerland. We continue to pursue
our strategy of moderately and selectively growing our business
in high-quality loans and to further leverage the potential of
digitalization. Currently, we serve one in three Swiss households
through our branch network, customer service centers and
digital banking services. We are continuously expanding our
multi-channel offering and continue to build on UBS's long
tradition as a leader and innovator in digital services to deliver a
superior client experience, capture market share and increase
efficiency and customer loyalty.

In the corporate and institutional business, we want to be our
clients’ main bank. We aim to continuously improve our
profitability and capital efficiency, striving to expand our market
share in Switzerland with a focus on a qualitative growth
strategy, centered on cash flow-based lending and our strategic

advisory and trading business. Additionally, we are selectively
expanding our international footprint to serve Swiss corporate
clients abroad as well as global corporate clients headquartered
in Switzerland.

Our clients value their relationship with us and our efforts to
provide them with superior service. In 2016, for the sixth
consecutive year, the international finance magazine Euromoney
named UBS “Best Domestic Cash Manager Switzerland” based
on a survey of cash managers and chief financial officers.
Additionally, UBS was rated best asset servicing provider for
asset managers and as the leading custodian bank in
Switzerland and Europe, according to The R & M Survey, one of
the industry’s most important client surveys.

Constant employee development is a crucial element of our
divisional strategy, as this is our key to ensuring superior client
service. UBS sets the pace in client advisor certification,
specifically with the implementation of its state-accredited 1SO
certification program.

Moreover, we continuously strive to simplify structures and
processes in order to improve client experience without
compromising our risk standards.

We evaluate our performance against key performance
indicators and our performance targets.

— Refer to the “Our strategy” section of this report for

information on our performance targets

— Refer to the “Measurement of performance” section of this

report for information on our key performance indicators

Products and services

Our private clients have access to a comprehensive life cycle
based offering and convenient digital banking, targeting the
specific needs of day-to-day banking, retirement and investment
goals, and real estate transactions. In 2016, new services such as
digital account opening and UBS Safe, where clients can securely
store electronic files, were introduced.

Our corporate and institutional clients benefit from our
financing and investment solutions, notably regarding access to
equity and debt capital markets, syndicated and structured
credit, private placements, leasing and traditional financing. Our
transaction banking offers solutions for payment and cash
management services, trade and export finance, receivable
finance, as well as global custody solutions to institutional
clients.
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Operating environment and strategy
Personal & Corporate Banking

In 2016, we implemented a number of product and service
innovations, such as the launch of UBS Atrium, an innovative
platform in the real estate business, where UBS acts as an
intermediary in the market, connecting clients and institutional
investors. UBS's platform services focus on credit origination and
servicing of brokered mortgages, thereby providing an attractive
investment opportunity for institutional investors in a low-yield
environment. Additionally, we enhanced our digital Asset
Wizard, which gives clients comprehensive wealth oversight,
including a new functionality that allows clients to create a wide
range of reports tailored to their individual needs.

We collaborate closely with the Investment Bank to offer
capital market and foreign exchange products, hedging
strategies, trading capabilities, as well as corporate finance
advice. Working with Asset Management, we also provide state-
of-the-art fund and portfolio management solutions.
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Organizational structure

Our business is organized into Personal Banking, Wealth
Management Switzerland and Corporate & Institutional Clients.
The Swiss network includes over 300 branches, covering 10
geographical regions.

We are governed by executive, risk and operating committees
and operate mainly through UBS Switzerland AG.

Competitors

In the Swiss retail business, our competitors are Credit Suisse,
PostFinance, Raiffeisen, the cantonal banks and other regional
and local Swiss banks.

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

Business

Asset Management provides investment management products
and services, platform solutions and advisory support to
institutions, wholesale intermediaries and wealth management
clients around the world, with an onshore presence in 22
countries. We are 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. Our global investment capabilities include all major
traditional and alternative asset classes.

Strategy and clients

While market conditions and the low-yield environment in 2016
proved to be challenging for the industry, our global, diversified
asset management business model continues to provide a solid
foundation to capture growth opportunities in the shifting
market dynamics.

The long-term outlook for the asset management industry
remains positive, with three main drivers: (i) aging populations
will lead to higher savings requirements; (i) tighter government
spending budgets will lead to increased private pension funding;
and (iii) emerging regulation is creating opportunities for asset
managers that have the necessary scale and expertise.

We have defined our current strategy with an overarching
goal to deliver holistic investment and platform solutions to our
clients, by leveraging our global reach and investment expertise.

Moreover, we are strengthening our institutional business and
seeking to accelerate the growth of our wholesale business by
building strategic partnerships, platforms and advisory support.
This is a key area in which we intend to pursue growth in the
coming years. Asset Management also continues to collaborate
with the wealth management businesses to provide best-in-class
products and services to meet private clients’ needs.

We aim to drive profitable and sustainable growth in key
markets in Europe, Switzerland, the Americas and Asia Pacific,
including China, where we also continue to expand our long-
standing onshore presence.

To support our efforts to achieve growth and increase our
operational efficiency, we continue to invest in our operating
platform and have made significant progress transforming our
organization to create a less complex and unified global
platform. We completed the sale of our Alternative Fund
Services business in 2015, and announced an agreement in
2017 to sell our fund administration servicing units in
Luxembourg and Switzerland to Northern Trust. The transaction
is expected to close in the second half of the year, subject to
relevant approvals and other customary conditions.

We continue to develop our well-established passive
capabilities, including indexed strategies and exchange-traded
funds (ETFs), where we are building on our strong position in
Asia Pacific, Europe and Switzerland. We also continue to
expand our world-class fund-of-hedge-fund business.

We evaluate our performance against key performance
indicators and our performance targets.

— Refer to the “Our strategy” section of this report for more

information on our performance targets

— Refer to the “Measurement of performance” section of this

report for information on our key performance indicators

Products and services

We offer clients a wide range of investment products and
services in different asset classes, which can be delivered
through segregated, pooled or advisory mandates as well as
registered investment funds in various jurisdictions. Our active
traditional and alternative capabilities are:

— Equities — investment strategies with varying risk and return
objectives, including global, regional and thematic strategies,
as well as a high alpha and growth and quantitative styles.

— Multi Asset — global and regional asset allocation and
currency investment strategies across the risk / return
spectrum.

— O’Connor - a global, relative value-focused, single-manager
hedge fund platform providing investors with absolute and
risk-adjusted returns.

— Fixed Income - global, regional and local market-based
single-sector, multi-sector and extended-sector strategies,
such as high-yield and emerging market debt, as well as
unconstrained and currency strategies.

— Global Real Estate — global and regional strategies across the
major real estate sectors, mainly focused on core and value
added strategies and also including other strategies across the
risk / return spectrum.

— Infrastructure and Private Equity - direct infrastructure
investment in core infrastructure assets globally, and multi-
manager infrastructure and private equity strategies in
broadly diversified fund-of-funds portfolios.

Our Solutions business offers:

— Multi-manager hedge fund solutions and advisory services,
providing exposure to hedge fund investments with tailored
risk and return profiles.

— Customized multi-asset solutions and advisory services,
including risk-managed and structured strategies, manager
selection, pension risk management, risk advisory and global
tactical asset allocation.

37



For the purpose of the UBS Registration Document, this page is referred to as page G-22

Operating environment and strategy
Asset Management

Our passive capabilities include indexed, alternative beta and
rules-based  strategies across equities, fixed income,
commodities, real estate and alternatives with benchmarks
ranging from mainstream to highly customized indices and rules-
driven solutions. We offer our products in various structures,
including ETFs, pooled funds, structured funds and mandates.

Organizational structure

Our business is organized by the products and services we offer,
with principal offices located in Chicago, Frankfurt, Hartford,
Hong Kong, London, New York, Singapore, Sydney, Tokyo and
Zurich. We are governed by executive, risk and operating
committees.

As part of UBS’s efforts to improve the resolvability of the
Group, we have established UBS Asset Management AG, a
subsidiary of UBS AG, to which we transferred the majority of
Asset  Management’s operating subsidiaries during 2016,
excluding subsidiaries domiciled in the US, which were
transferred to UBS Americas Holdings LLC.

— Refer to the “The legal structure of UBS Group” section of this

report for more information

38

In 2017, we aligned our businesses to enable us to better
leverage our best investment processes, tools and systems to
generate high alpha, systematic products and solutions for
clients. Our Equities, Fixed Income and Solutions capabilities and
hedge funds business were integrated within a new area named
Investments.

In addition, our Global Real Estate and Infrastructure and
Private Equity businesses were also combined to form a new
area named Real Estate & Private Markets. We will continue to
grow this business by developing integrated and innovative
solutions, as well as expanding in key markets, such as Brazil,
Canada and Japan.

Competitors

Our main competitors include global firms with wide-ranging
capabilities and distribution channels, such as AllianceBernstein

Investments, Amundi, BlackRock, Deutsche Bank Asset
Management, Goldman Sachs Asset Management, Invesco,
JPMorgan Chase Asset Management, Morgan Stanley

Investment Management and Schroders.
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Investment Bank

Business

The Investment Bank is present in over 35 countries, with
principal offices in all major financial centers, providing
investment advice, financial solutions and capital markets access.
We serve corporate, institutional and wealth management
clients across the globe and form a synergetic partnership with
our wealth management, personal and corporate banking and
asset management businesses.

The business division is organized into Corporate Client
Solutions and Investor Client Services, and also includes UBS
Securities Research. Our specialist teams work closely together,
complementing our global product offering with their regional
expertise. This enables us to understand our clients and provide
services tailored to their investment and financing needs.

Strategy and clients

We aspire to provide best-in-class services and solutions to our
corporate, institutional and wealth management clients, through
an integrated, solutions-led approach, driven by our intellectual
capital and leveraging our award-winning electronic platforms.
With our client-centric business model, we partner with our
wealth management, personal and corporate banking and asset
management businesses, and we believe we are well positioned
to provide our clients with market insight, global coverage of
markets and products, and execution services.

Our focus remains on our traditional strengths in advisory,
capital markets, equities and foreign exchange businesses,
complemented by a rates and credit platform, to deliver
attractive and sustainable risk-adjusted returns. Using our
powerful research and technology capabilities, we pioneer
integrated solutions to support our clients as they adapt to
evolving market structures, driven by changes to the regulatory,
technological and economic landscape.

We continue to invest in talent and technology and to
strengthen our operational risk framework. In 2016, we
continued to implement our technology plan, aimed at
enhancing the effectiveness of our platform for clients and
simplifying our processes.

To support our goal of earning attractive returns on our
allocated capital, we operate within a tightly controlled
framework of balance sheet, risk-weighted assets and leverage
ratio denominator. We evaluate our performance against key
performance indicators and our performance targets.

— Refer to the “Our strategy” section of this report for more

information on our performance targets and expectations

— Refer to the “Measurement of performance” section of this

report for information on our key performance indicators

Products and services

Corporate Client Solutions
In Corporate Client Solutions, we advise our clients on strategic
business opportunities and help them raise capital to fund their
business activities. Together with Investor Client Services, we
offer a full-service solution, which includes the distribution and
risk management of capital markets products and financing
solutions. Its main business lines are:

— Advisory consults clients on matters such as mergers and
acquisitions, spin-offs, exchange offers, leveraged buyouts,
joint ventures, exclusive sales, restructurings, takeover
defense and corporate broking.

— Equity Capital Markets offers comprehensive equity capital-
raising services, as well as related derivative products. This
includes managing initial public offerings and private
placements, as well as equity-linked transactions and other
strategic equities solutions.

— Debt Capital Markets provides financing advice and helps
clients raise various types of debt capital, as well as hedge
resulting exposures.

— Financing Solutions provides customized solutions across
asset classes via a wide range of financing capabilities,
including structured financing, real estate finance and special
situations.

— Risk Management includes corporate lending and associated
hedging activities.

Investor Client Services

In Investor Client Services, we enable our clients to buy and sell
securities on capital markets across the globe and to manage
their risk and liquidity. Its businesses are:
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Operating environment and strategy
Investment Bank

Equities

As one of the world’s largest equities houses and leading equity

market participants in the primary and secondary markets, we

distribute, structure, execute, finance and clear equity cash and
derivative products. Our main business lines are:

— Cash offers trade execution and clearing for single stocks and
portfolios through both traditional and electronic channels,
along with investment advisory and consultancy services.

— Derivatives enables clients to manage risk and meet funding
requirements through a wide range of listed and over-the-
counter equity derivative instruments. We create and
distribute structured products and notes, enabling our clients
to optimize their investment returns.

— Financing Services provides our hedge fund and institutional
clients with a fully integrated platform for financing
transactions, which includes prime brokerage. In addition, we
execute and clear exchange-traded equity derivatives in more
than 45 markets globally.

Foreign Exchange, Rates and Credit

Foreign Exchange, Rates and Credit provides execution services

and solutions with an emphasis on electronic trading and

maintains high levels of balance sheet velocity. The main
business lines are:

— Foreign Exchange helps our clients manage their currency
exposures and is recognized as one of the leading foreign
exchange market-makers as well as the market leader in the
precious metals business.

— Rates and Credit encompasses sales, trading and market-
making in a selected range of rates and credit products. In
addition, we work closely with Corporate Client Solutions,
providing support to our debt capital markets businesses and
tailoring customized financing solutions for our clients.
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UBS Securities Research

In UBS Securities Research, we offer clients key insights on
securities in major financial markets around the globe. In our
flagship Q series reports, experts from across the UBS research
team respond to questions from clients, providing a coordinated
perspective across regions, sectors and asset classes.

The UBS Evidence Lab is a team of experienced primary
research experts and works closely with UBS Securities Research
analysts to uncover new evidence that is not yet reflected in
market prices.

Organizational structure

Our business is organized along the aforementioned products
and services and has a global reach.

We are governed by executive, risk and operating committees
and operate through UBS AG branches and other subsidiaries of
UBS Group. Securities activities in the US are conducted through
UBS Securities LLC, a registered broker-dealer. In the UK,
Investment Bank activities are conducted mainly out of UBS AG
London branch and UBS Limited.

Competitors

The main competitors are the major global investment banks,
including Bank of America Merrill Lynch, Barclays, Citigroup,
Credit Suisse, Deutsche Bank, Goldman Sachs, JPMorgan Chase
and Morgan Stanley.
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Corporate Center

Corporate Center is comprised of the functions that provide
services to the Group, which we present from a reporting
perspective organized under Services and Group Asset and
Liability Management (Group ALM). Corporate Center also
includes the Non-core and Legacy Portfolio unit.

Corporate Center — Services

Corporate Center — Services consists of the Group Chief
Operating Officer area (Group Corporate Services, Group
Operations, Group Sourcing, Group Technology), Group Finance
(excluding Group ALM), Group Legal, Group Human Resources,
Group Risk Control, Group Communications and Branding,
Group Regulatory and Governance, and UBS and Society.

Corporate Center — Services allocates the majority of its
operating expenses to the business divisions and other
Corporate Center units based on service consumption. Each
year, as part of the annual business planning cycle, Corporate
Center — Services agrees with the business divisions and other
Corporate Center units cost allocations for services at fixed
amounts or at variable amounts based on fixed formulas,
depending on capital and service consumption levels as well as
the nature of the service performed. In 2015 and 2016, where
costs incurred were different from those expected, Corporate
Center — Services recognized over- and under-recoveries. In
2017, costs will be allocated to the business divisions and other
Corporate Center units based on actual costs incurred by
Corporate Center — Services.

Operating expenses remaining in Corporate Center — Services
after allocations relate mainly to Group governance functions
and other corporate activities, certain strategic and regulatory
projects and certain retained restructuring expenses.

Corporate Center - Group ALM

Group ALM manages the structural risks of our balance sheet,
including interest rate risk in the banking book, currency risk and
collateral risk, as well as the risks associated with the Group’s
liquidity and funding portfolios. Group ALM also seeks to
optimize the Group’s financial performance by better matching
assets and liabilities within the context of the Group’s liquidity,
funding and capital targets. Group ALM serves all business
divisions and other Corporate Center units through three main
risk management areas, and its risk management is fully
integrated into the Group's risk governance framework.

Business  division-aligned  risk  management  activities
performed on behalf of business divisions and other Corporate
Center units include managing the interest rate risk in the
banking book on behalf of Wealth Management and Personal &
Corporate Banking and high-quality liquid asset (HQLA)
portfolios on behalf of specific business divisions. Beginning in
the third quarter of 2016, the area also includes Risk Exposure

Management, which performs risk management over credit,
debit and funding valuation adjustments for our over-the-
counter derivatives portfolio. Net income generated by these
activities is fully allocated to the associated business divisions
and Corporate Center units.

Capital investment and issuance activities consist of managing
the Group’s equity and capital instruments as well as
instruments that contribute to our total loss-absorbing capacity
(TLAC). Revenues from investing the Group’s equity and the
increm