EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

24

27 30

2014 26 26 12 31

P.
Sergio P. Ermotti, Group Chief Executive Officer

Jean-Pierre Mathey, Executive Director

CH-8001 45
Bahnhofstrasse 45, CH-8001, Zurich, Switzerland
CH-4051
Aeschenvorstadt 1, CH-4051, Basel, Switzerland

03- 6889- 7000

03- 6889- 7000

1/583



131.85

27
124.24

12 31

2/583

UBS AG

UBS
UBS AG
UFJ

EDINETOOOO
00000000000 0O(E05852)
oOoOooodn



EDINETOOOO
00000000000 0O(E05852)

oooooog
@
(Aktiengesellschaft) (Société Anonyme)
Societa Anonima ( )
AG SA .
1911 30 1934 11 (
) 1972 17
2006 29
2012 11 30
2012 30 ( )
2013 11 20
@
Aktiengesellschaft
(b)
©

(D

3/583



EDINETOOOO
00000000000 0O(E05852)

ooOoooOoo
©)
0.01
2008 10
Federal Act on Intermediate Securities
)
10 100
20
@
W)

4/583



Q)

Swiss Official Gazette of Commerce

5/583

EDINETOOOO
00000000000 0O(E05852)
oOoOooodn



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

@
2015
@
384,456,091.30 0.10
3,844,560,913
0.10
136,200,312 13,620,031.20
0.10 380,000,000 38,000,000
10
2015
0.10 50,000,000
5,000,000

(b)

6/583



©

(D

©)

62,500

®

@

20

7/583

EDINETOOOO
00000000000 0O(E05852)
oOoOooodn



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

W)

@

Q)
704

19 17

Q)

m
20

m

10

©)

8/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

43

)

12

) () )
()

) ( 651 )
( 652e )

9/583



EDINETOOOO
00000000000 0O(E05852)

ooooooo
)
)
25 26
43
43
10
10

20,000,000

(@

10/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

10

12

20,000,000

)

11/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

40

©)

Q)
12 31
20

12/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

Q)

Q)

Q)

0SCE

@)
1971 12 26
2010 21

@
@

(permanent establishment)

(b)

35
2010

13/583



EDINETOO OO
0O00000000000(E05852)
0oooood

2011 1996 12 31

25
12 31
Form R93
10
©
€))
@
®
®
@
25 12 31 10
26 20 15
25 49 12 31
2.1
55 25 49 12 31
2.1
25 12 31 10
26 20 15
25 49 12 31

2.1

14/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

25
12 31 26 15
25 49 12 31
2.1

(b)

20 15

25 12 31 20 10

25 12 31 10
26 20 15

©

15/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

€Y)
@

16/583



EDINETOOOO
00000000000 0O(E05852)

ooooodo
@
2010 2011 2012 2013 2014

31,994 27,788 25,423 27,732 28,026
(42,184) (36,638) (33,520) (36,565) (36,952)
24,650 22,482 27,216 24,461 25,557
(32,501) (29,643) (35,884) (32,252) (33,697)
7,345 5,307 -1,794 3,272 2,469
(9,684) (6,997) (-2,365) (4,314) (3,255)

UBS AG
7,452 4,138 -2,480 3,172 3,502
(9,825) (5,456) (-3,270) (4,182) (4,617)
1,314,813 1,416,962 1,259,797 1,013,355 1,062,327
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2,369 4,434 -3,016 1,365 3,267
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5,800 15 7,000
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2013
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640 10
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23 21
2013 33 31
32 38
2013
2013 11 4,400 11 1,800
2013 1,400
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22 21
2013
185 107
35
174
26 92
60 46
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2013 6,600 1,000
A&Q
95
66
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2013 12 31 270 2014 12 31
350
2013 1,700 5,300
76
84
2013 12 23

2013 12 31 420 2014 12 31 460

2013 3,800 4,200

48 49
2013 12 31 80 2014 12 31 90
2013 7,100 7,800
38
439 2013 12 31 4,320
2014 12 31 5,200
250 200
2013 12 31 3,729
2014 12 31 3,817 88
2014

2014
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63
2014
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39 8,400
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20 4,000
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18 6,300

73.3
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40
700

FINMA

2013 12 31

2014
15

32 600

2014
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83 5,100
20 9,200 33
6,100
2014
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34
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2013 900
39 7,500
40 3,700
2013 7,700
39 1,200
100.6
65 85
RWA 2013 12 31
2014 12 31 670
VaR
RWA 60
10
1,570 2014 12 31
2
30
ROAE 0.6
29 7,900
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5,300
2013
17 400 15
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179 11,794
18 5,400
2014 2,800
3,900
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2013 2014
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6,700
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6,700
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2,900
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4,700
200 6,700
2,200 5,300
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1,000
8,300
2013
3,600
2014

5,800

47/583

EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

2013 12 31 11,615

2014 8,800

9,200

10 700

2014

9,400

7,100

9,200

7,800
8,800 4,400



7,800

700
2014
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2,100
40 7,000
3,800
1,900
4,000
5,400
2,500
2,000
5,900
8,700
2014 3,800
300
RWA 30
31 23,637 223

39 3,700
2013
1,600
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2013

6,200

4,700
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2013 2014
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7,500 FVA
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9,700
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9,900 5,000
2014 400
CDS 800
FVA DVA 8,500 7,700
FVA 2014
2014
9,400 400 2013
SNB 3,100
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4,400 7,100
3,500 2014
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13 3,800 8,400
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5,900 1,400
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(50,510)
2011 1,281,386 | 3,832,121,899 128,139 383,212,190
12 31 an (50,527)
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( )
)
2010 2011 2012 2013 2014
18.60 18.93 15.25 19.60 19.10
(2,452) (2,496) (2,011) (2,584) (2,518)
13.31 9.66 9.795 14.09 14.50
(1,755) (1,274) (1,291) (1,858) (1,912)
( )
)
2010 2011 2012 2013 2014
18.33 20.00 16.76 21.61 21.4
(2,277) (2,485) (2,082) (2,685) (2,659)
12.39 10.56 9.90 15.09 15.4
(1,539) (1,312) (1,230) (1,875) (1,913)
( )
)
2014 2014 2014 2014 10 2014 11 2014 12
16.87 16.49 16.73 16.7 17.35 17.73
(2,224) (2,174) (2,206) (2,202) (2,288) (2,338)
15.67 15.37 16.29 14.50 16.45 16.67
(2,066) (2,027) (2,148) (1,912) (2,169) (2,198)
( )
)
2014 2014 2014 2014 10 2014 11 2014 12
18.84 18.02 17.87 17.4 17.99 18.2
(2,341) (2,239) (2,220) (2,162) (2,235) (2,261)
17.17 16.83 17.31 15.4 17.06 17.07
(2,133) (2,091) (2,151) (1,913) (2,120) (2,121)
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P. 1960 11 2011 0
(Sergio P. Ermotti)
U. 1957 10 22 2008 0
(Markus U. Diethelm)
1962 10 25 2009 0
(UIrich Kérner) 2011
J. 1962 2008 0
(Philip J. Lofts) 2011
1958 15 2009 0
(Robert J. McCann)
2011
1961 12 2011 0
(Tom Naratil)
1963 14 2012 0
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(Chi-Won Yoon) 2012
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UBS AG 1998
Ernst & Young Ltd
2006
BDO
BDO AG
2014 2013
1
2 3 4 5 6 7 8
P.
CEQ 2014 2,500,000 202,822 60,525 2,763,347 0 5,880,000 2,520,000 8,400,000 11,163,347
P- CEo 2013 2,500,000 202,822 127,300 2,830,122 1,000,000 4,530,000 2,370,000 7,900,000 10,730,122
2013 1,500,000 202,822 727,048 2,429,870 1,000,000 5,300,000 2,700,000 9,000,000 11,429,870
2014 19,090,186 1,343,168 1,224,633 21,657,987 8,423,177 32,459,299 17,521,060 58,403,535 80,061,523
9 2013 16,873,360 1,347,784 1,548,784 19,769,927 9,949,062 33,894,646 18,790,161 62,633,869 82,403,796
2014 0 0 0 0 0 0 0 0 0
10 2013 0 0 0 0 0 0 0 0 0
! 36
22013 EU CRD 1V
3 4 ® 2014
2013 100 20
CE0 2014
6
2014 2015
16.50 17.41 2015 10 UBS AG
2013 2014 28 10 UBS AG
18.60 20.88 ! 2015 2014
2020 Tier 1 AT1
2014 7.125
4.000 2013
5.125 3.500 8 2014
3,689,582 704,077
9
2014 12 31 10
2013 12 31 1 10 5014 2013
1
2
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2014 13,039,851
2013 13,604,516
! 36
2
UBS AG
2014 623,790
UBS AG
2014 UBS AG UBS AG UBS AG UBS
AG 140,000 2014 UBS AG UBS
AG UBS AG UBS AG 108,946
R 1
2 3 4 s 6
A 2014 3,000,000 2,566,672 113,109 260,070 5,039,851
2013 2,000,000 3,720,000 89,446 260,070 6,069,516
! 36
2 A. 2014 12 31 2013 12 31
3 4 ° UBS AG
6 UBS AG 2014
363,488
1
2 3 4 5,6
M M M 2014/2015 | 325,000 400,000| 250,000 * 975,000 50 34,746
M M M 201372014 325,000 400,000 250 ,000 7 975,000 50 30,834
! c 2014/2015 | 325,000 500,000| 250,000 7| 1,075,000 s0| 38,310
M c 2013/2014 | 325,000 500,000| 250,000 7| 1,075,000 50| 33,097
M M 201472015 325,000 150,000 475,000 50 16,928
M 201372014 325,000 50,000 375,000 50 11,859
2014/2015 - - - - -
M M 2013/2014 325,000 300,000 625,000 100 37,394
. M c 201472015 | 325,000| 500,000 825,000 50| 29,401
M c 2013/2014 | 325,000| 500,000 825,000 50| 26,00
P M 2014/2015 325,000 200,000 525,000 100 35,388
M 201372014 325,000 200,000 525,000 100 31,403
M M 201472015 325,000 300,000 625,000 50 22,273
M M 201372014 325,000 300,000 625,000 50 19,765
G C M 201472015 325,000 350,000 675,000 50 24,055
C M 2013/2014 325,000 350,000 675,000 50 21,347
M M 2014/2015 325,000 300,000 625,000 50 22,273
M M 2013/2014 325,000 300,000 625,000 50 19,765
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M M 2014/2015 325,000 400,000 725,000 50 25,837
M w | 201872014 | 325,000| 400,000 725,000 50| 22,928
M M 2014/2015 325,000 250,000 575,000 50 20,491
M M 201372014 325,000 250,000 575,000 50 18,184
2014 /2015 7,100,000
2013 /2014 7,625,000
c M=
! 36
22014 12 31 10
2014 2013 12 31 11
2013 2013
3 2014 2015
UBS AG 260,302
4 50 50  UBS AG 100 UBS
AG ® 2014 16.50 UBS AG
2015 10 UBS AG 15 14.03
2013 18.60 UBS AG 2014
10 UBS AG 15 15.81 6
100
7
1
2
2014 0 0 0
2013 0 0 0
\ 2014 0 37,714 37,714
2013 0 27,809 27,809
2014 0 37,714 37,714
2013 0 27,809 27,809
1 2
36
% 2014 2013
1,2
2014 2013 12 31
3
12 31 4
EMEA
2014 2014 7,600,000
EMEA
2013 2013 5,181,976
2014 26,281,207
2013 18,763,976
! UBS AG 2
3 36
4
1,2

2014 2013 12 31
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12 31 4.5
2014 1,100,000
2013 1,520,000
! UBS AG 2 3
36
4 ® 2014 1,100,000
2013 1,520,000
34
D
UBS AG
UBS AG NYSE
UBS AG NYSE 2015 17
716b UBS AG UBS AG 25 27
UBS AG UBS AG
Organization Regulations of UBS Group AG and UBS AG
2015 UBS UBS
Code of Business Conduct and Ethics
UBS AG UBS AG
UBS AG UBS AG
SIX Exchange Regulation 2014 12 22
UBS AG
UBS AG SEC)
UBS AG UBS AG
UBS AG UBS AG

NYSE
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HRCC
GEB GEB
AGM AGM  HRCC
NYSE
UBS
UBS AG 620Ff AG UBS
AG  UBS
UBS AG
UBS AG 620FF 2014 12 31
UBS AG  UBS AG 96.68

UBS AG UBS AG

UBS AG
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UBS AG
UBS AG UBS AG UBS Switzerland
AG
2015 UBS AG UBS
2014 12 31
UBS AG UBS AG
1995 24
10 15 20
25 33 1/3 50 66 2/3
UBS AG  UBS AG
UBS AG
GIC Private Limited 2014 12 10
UBS AG 7.07
2014 12 10 3.30
2015 15 4.89

UBS AG

www . sixexchange-
regulation.com/obligations/disclosure/major__shareholdersen_html.
UBS AG UBS AG UBS AG 2014
UBS AG UBS AG 96.68
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AG 100,000 50,000
2014 11 26 UBS AG
UBS AG 347,535,644.10
36,920,447.20
UBS AG UBS AG
UBS AG
UBS AG
2014 UBS AG 3,717,128,324
371,712,832.40
2014 UBS AG 3,844,560,913
384,456,091.30
2014 10 UBS AG 50,000
UBS AG
0.10
250,000 25,000
UBS AG
0.10
25,000
2014 11 26
136,200,312 13,620,031.20
0.10 380,000,000
2014 12 31 218,117
135,982,195
2014
2014 11 26 UBS AG
0.10
36,920,447.20
UBS AG UBS AG
2014 12 16 2
b UBS AG
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100,000

2014 12 16
24,155,376.60

0.10
0.10
250,000
0.10
38,000,000
2014
2016 11 26

369,204,472

UBS AG
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2014 12 31
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0.10 127,650,706 12,765,070.60
UBS AG 2012 2013 2014 12 31
IFRS 2014 12 31 UBS AG
506 UBS AG 2013 12 31 480
2012 12 31 459 UBS AG
2014 12 31 3,717,128,324 UBS AG 2013
3,842,002,069 2012 3,835,250,233
UBS AG
2014 12 31 UBS AG 1,958,985,213 343,649,250
1,414,493,861
UBS AG
2014 UBS AG 2.36 87,871,737 UBS
AG UBS AG 271,666,117 UBS
AG 7.31 7.08
UBS AG UBS AG 2014 UBS AG UBS AG
96.68
0.10
2014
0.50 2015
UBS AG 100
0.25 UBS AG
UBS
AG UBS AG 0.3

UBS AG UBS AG
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2014
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UB

UBS AG

ADB
2014

12 31
12 31
,042
UBS AG
982,195
11 26 UBS AG
AG
UBS AG
UBS AG UBS
AG
AG UBS AG
S
Al UBS AG
UBS AG
AG 2014 11 26
P.
UBS AG
Al UBS
ADB
Altorfer Duss & Beilstein AG
12 17 2013
BlueMountain Capital Management LLC
2015
UBS
UBS
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20
10 70
2014 11 26 12 UBS AG
95
82
80 2014 UBS AG
31 11 20
2014 UBS AG
UBS AG 2015
www . ubs . com/governance
UBS AG
2014 UBS AG
2014 12 31 G.
F.
2002 financial
expert
UBS AG UBS AG
EY
( ) UBS AG UBS AG
() ( ) UBS AG UBS AG
)
)

CEO

145/583



UBS AG
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G.
2014 11 26 12 UBS AG
2014
UBS
CEO
A.
2014 11 26
100 30
()
()

CEO
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2014
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CEO
) CEO
2014 11 26 12 UBS
130 75
CEO UBS AG
)
)
P.
2014 11 26 12
80
2014
2014 12 31
A.
2014 11 26
40 75
2014 12 31
AG
UBS AG 2014

A.
CEO

CEO

CEO
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CEO
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UBS AG 2014
2014 11 26 12 UBS
100 45
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UBS AG 2014
FINMA 08/24 UBS
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CEO
CEO
CEO
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CEO
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CEO

2014 11 26 12
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@

36
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67,126 14,258 61,824 9,789
(8,851) (1,880) (8,151) (1,291)
UBS
UBS
2014
29,727,000 39 2,000 2013 34,445,000 45
4,200
2014 UBS
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59
UBS AG  UBS AG
IFRS
(b) UBS AG
103
193
©
(d)
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2014
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131
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2014 12 31 2013 12 31 2012 12 31 2013 12 31

3 13,194 13,137 15,968 0

3 (6,639) (7,351) (9,990) 10)

3 6,555 5,786 5,978 13

12 78) (50) (118) 56

6,477 5,736 5,860 13

4 17,076 16,287 15,396 5

3 3,841 5,130 3,526 (25)

5 632 580 641 9

28,026 27,732 25,423 1

6 15,280 15,182 14,737 1

7 9,377 8,380 8,653 12

16 817 816 689 0
17 0 0 3,030

17 83 83 106 0

25,557 24,461 27,216 4

2,469 3,272 (1,794) (25)

8 (1,180) (110) 461 973

3,649 3,381 (2,255) 8

142 204 220 (30)

5 5 5 0

UBS AG 3,502 3,172 (2,480) 10

9 0.93 0.84 (0.66) 11

9 0.91 0.83 (0.66) 10
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2014 12 31 2013 12 31 2012 12 31 2013 12 31

3 17,396 17,321 21,054 0

3 (8,754) (9,692) (13,172) 10)

3 8,643 7,629 7,882 13

12 (103) (66) (156) 56

8,540 7,563 7,726 13

4 22,515 21,474 20,300 5

3 5,064 6,764 4,649 (25)

5 833 765 845 9

36,952 36,565 33,520 1

6 20,147 20,017 19,431 1

7 12,364 11,049 11,409 12

16 1,077 1,076 908 0
17 0 0 3,995

17 109 109 140 0

33,697 32,252 35,884 4

3,255 4,314 (2,365) 25)

8 (1,556) (145) 608 973

4,811 4,458 (2,973) 8

187 269 290 (30)

7 7 7 0

UBS AG 4,617 4,182 (3,270) 10

9 122.62 110.75 (87.02) 11

9 119.98 109.44 (87.02) 10
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2014 12 31 2013 12 31 2012 12 31
UBS AG
3,502 3,172 (2,480)
1,839 (440) (362)
2 (36) (58)
) 5 (91)
1,834 471) (511)
335 (57) 335
76 4 85
(244) (265) (433)
25 56 19
(52) 71 20
140 (154) 26
2,086 (652) 1,714
(1,197) (1,261) (1,235)
(196) 393 (95)
693 (1,520) 384
2,667 (2,145) (102)
(1,454) 1,178 1,023
247 (239) (413)
(1,208) 939 609
0 0 8
0 ®) 0
0 0 0
0 (6) 6
(1,208) 933 615
1,459 (1,211) 514
UBS AG 4,961 1,961 (1,966)
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142 204 220
119 355 41)
0 0 0
119 355 41)
119 355 1)
260 559 179
5 5 5
3 @ 15
0 0 0
3 @ 15
3 @ 15
7 4 20
3,649 3,381 (2,255)
1,580 (857) 487
2,667 (2,145) (102)
(1,087) 1,288 589
5,229 2,524 1,767)
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2014 12 31 2013 12 31 2012 12 31
UBS AG

4,617 4,182 (3,270)

2,425 (580) 477)

3 “n (76)

©) 7 (120)

2,418 (621) (674)

442 (75) 442

100 54 112

(322) (349) (571)

33 74 25

(69) 94 26

185 (203) 34

2,750 (860) 2,260

(1,578) (1,663) (1,628)

(258) 518 (125)

914 (2,004) 506

3,516 (2,828) (134)

(1,917) 1,553 1,349

326 (315) (545)

(1,593) 1,238 803

0 0 11

0 ®) 0

0 0 ®3)

0 ®) 8

(1,593) 1,230 811

1,924 (1,597) 678

UBS AG 6,541 2,586 (2,592)
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2014 12 31 2013 12 31 2012 12 31
187 269 290
157 468 (54)
0 0 0
157 468 (54)
157 468 (54)
343 737 236
7 7 7
4 @ 20
0 0 0
4 @ 20
4 @ 20
9 5 26
4,811 4,458 (2,973)
2,083 (1,130) 642
3,516 (2,828) 34
(1,433) 1,698 777
6,894 3,328 (2,330)
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2014 2013 2013

12 31 12 31 12 31
104,073 80,879 29
10 13,334 13,874 ()
1 24,063 27,496 (12)
1 68,414 91,563 (25)
13 138,156 122,848 12
25 56,018 42,449 32
14 256,978 254,084 1
11 30,979 26,548 17
27 4,493 7,364 (39)
10 315,984 286,959 10
15 57,159 59,525 @
30 927 842 10
16 6,854 6,006 14
17 6,785 6,293 8
8 11,060 8,845 25
18 23,069 20,228 14
1,062,327 1,013,355 5
19 10,492 12,862 (18)
1 9,180 9,491 (©)
1 11,818 13,811 (14)
13 27,958 26,609 5
14 254,101 248,079 2
1 42,372 44,507 %)
20 75,297 69,901 8
19 410,979 390,825 5
21 91,207 81,586 12
22 4,366 2,971 47
8,23 70,392 62,777 12
1,008,162 963,419 5
384 384 0
32,057 33,952 6)
(€D)) (1,031) (96)
0 (46) (100)
22,902 20,608 1
(3,199) (5,866) (45)
UBS AG 52,108 48,002 9
2,013 1,893 6
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2014 2013 2013

12 31 12 31 12 31
137,220 106,639 29
10 17,581 18,203 )
1 31,727 36,253 12)
11 90,204 120,726 (25)
13 182,159 161,975 12
%5 73,860 55, 969 32
14 338,825 335,010 1
1 40,846 35,004 17
27 5,924 9,709 (39)
10 416,625 378,355 10
15 75,364 78,484 )
30 1,222 1,110 10
16 9,037 7,919 14
17 8,946 8,297 8
8 14,583 11,662 25
18 30,416 26,671 14
1,400,678 1,336,109 5
19 13,834 16,959 18)
1 12,104 12,514 @)
1 15,582 18,210 14
13 36,863 35,084 5
14 335,032 327,092 2
1 55,867 58,682 )
20 99,279 92,164 8
19 541,876 515,303 5
21 120,256 107,571 12
22 5,757 3,017 47
8,23 92,812 82,771 12
1,329,262 1,270,268 5
506 506 0
42,267 44,766 ©)
49) (1,359) (96)
0 (61) (100)
30,196 27,172 1
(4,218) (7.734) (45)
UBS AG 68,704 63,291 9
2,654 2,496 6
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UBS AG
1
2012 383 34,614 (1,160) (39) 18,361 (3,620)  (6,443) 223 2,600 48,540 3,150 46 51,737
0 0 0
(1,398) (1,398) (1,398)
1,486 1,486 1,486
¢ ©) ©) ©
4 4 4
126 126 126
(457) (457) (457)
(379)° (379) (220) ®) (605)
2 2 2
0 0
&) M) (10) 1
0 © ©
(1,871) (96) (511) 26 384 (1,966) 179 20 (1,767)
( (2,480) (2,480) 220 5 (2,255)
(102) (511) 26 384 (102) 102)
609 609 609
0 (41) 15 (26)
2012 12 31 384 33,898 (1,071) @37 16,491 (3,715) (6,954) 249 2,983 45,949 3,109 42 49,100
1 1 1
(846) (846) (846)
887 887 887
) 203 203 203
30 30 30
305 305 305
91 91 91
(564)> (564) (204) ) anm)
© © )
0 (1,572) (1,572)
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6 6 6

(11) (%)) 0 (11)

4,111 (2,151) “471) 154 (1,520) 1,961 559 4 2,524

3,172 3,172 204 5 3,381

(2,145) “471) (154) (1,520) (2,145) 2,145)

939 939 939

0 355 @ 355

2013 12 31 384 33,952 (1,031) (46) 20,608 (5,866)  (7,425) 95 1,463 48,002 1,893 41 49,936

1

2 uBS AG( ) 0.10 0.25 (2013 0.15 2012 0.10
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UBS AG
1
2013 12 31 384 33,052 (1,031) (46) 20,608 (5.866)  (7,425) 9% 1,463 48,002 1,893 4 49,936
0 0 0
(953) (953) (953)
1,946° 1,946 1,946
)
2 24 2
( )
802 802 802
(@,785)° (1,785) (1,785)
( ) 3 3 3
938)* (938) (142) “ (1,084)
_ 46 46 46
0 1 1
C ) 0 1 1
0 0
2,294 2,667 1,834 140 693 4,961 260 7 5,229
D) 3,502 3,502 142 5 3,649
2,667 1,834 140 693 2,667 2,667
(1,208) (1,208) (1,208)
0 119 3 121
2014 12 31 384 32,057 @n 0 22,902 (3.199)  (5,591) 236 2,156 52,108 2,013 45 54,165
1
% UBS AG UBS AG 1,454
SUBS AG  UBS AG (2,365) 29
*UBS AG( ) (  0.10 ) 0.25 (2013 0.15 2012 0.10
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UBS AG
1
2012 505 45,639 (1,529) (1) 24,209 (4,773)  (8,495) 294 3,428 64,000 4,153 61 68,215
0 0 0
(1,843) (1,843) (1,843)
1,959 1,959 1,959
) 12) (12) (12)
5 5 5
166 166 166
(603) (603) (603)
(500)2 (500)  (290) ® (798)
3 3 3
0 0
@ @ (13) (15)
0 (12) (12)
(2,467) 127) (674) 34 506 (2,592) 236 26 (2,330)
( (3,270) (3,270) 290 7 2,973)
(134) (674) 34 506 (134) (134)
803 803 803
0 (54) 20 (34)
2012 12 31 506 44,695 (1,412) (49) 21,743 (4,898) (9,169) 328 3,933 60,584 4,099 55 64,738
1 1 1
(1,115) (1,115) (1,115)
1,170 1,170 1,170
) 268 268 268
40 40 40
402 402 402
120 120 120
(744)? (744) (269) ®) (1,019)
12) (12) (12)
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8 8 8

(15) (15) 0 (15)

5,420 (2,836) (621) (203) (2,004) 2,586 737 5 3,328

4,182 4,182 269 7 4,458

(2,828) (621) (203) (2,004) 2,828) 2,828)

1,238 1,238 1,238

0 468 )} 468

2013 12 31 506 44,766 (1,359) (61) 27,172 (7.734)  (9,790) 125 1,929 63,291 2,496 54 65,841

1

ZuBS AG( ) ( 13.19 ) 32.96 (2013 19.78 2012 13.19 )
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1
2013 12 31 506 (61) 27,172 (7.734)  (9,790) 125 1,929 63,291 2,49 54 65,841
0 0 0
(1,257) (1,257)
2,566 2,566
32 32
( )
1,057 1,057
(2,354) (2,354)
( ) 4 4
(1,237) 187 G) (1,429
—_ 61 61 61
0 1 1
« 0 1 1
0 0
3,025 3,516 2,418 185 914 6,541 343 9 6,894
) 4,617 4,617 187 7 4,811
3,516 2,418 185 914 3,516 3,516
(1,593) (1,593) (1,593)
0 157 4 160
2014 12 31 506 0 30,196 (4,218) (7,372) 311 2,843 68,704 2,654 59 71,417
1
2
UBS AG UBS AG
SUBS AG  UBS AG 29
*UBS AG( ) ( 13.19 ) 32.96 (2013 13.19 )
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)
2014 12 31 2013 12 31 2012 12 31 2013 12 31
3,842,002,069 3,835,250,233 3,832,121,899 0
2,558,844 6,751,836 3,128,334 (62)
3,844,560,913 3,842,002,069 3,835,250,233 0
73,800,252 87,879,601 84,955,551 (16)
51,317,486 55,346,016 114,292,481 @
1 (123,002,483) (69,425, 365) (111,368,431) 77
2,115,255 73,800,252 87,879,601 o7
! 2014 123 UBS AG UBS AG 01
32
2014 12 31 UBS AG UBS AG
136,200,312
2014 12 31
380,000,000
2013 SNB
100,000,000 SNB  SNB UBS AG
2008 2009
UBS AG SNB SNB SNB
2013
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2014 12 31 2013 12 31 2012 12 31
)
C ) 3,649 3,381 (2,255)
)
817 816 689
0 0 3,030
83 83 106
( 78 50 118
(94) (49) (88)
( (1,635) (545) 294
227) (522) (486)
2,135 3,988 3,717
(6,899) 5,148 6,088
(1,235) (7,551) (7,686)
32,262 43,754 102,436
(3,698) (23,659) (66,407)
(2,879) 43,944 9,369
(6,458) (25,649) 4,399
(11,624) 12,087 15,869
4,751 (3,935) (1,771)
(600) (382) (261)
« ) 8,426 50,959 67,160
)
(18) (49) an
70 136 4
(1,915) (1,236) (1,118)
350 639 202
( 4,108 5,966 (13,994)
« ) 2,596 5,457 (14,879)
(2014 12 31 140,438 2013 12 31
153,887 (2014 12 31 136,330
2013 12 31 147,921 )
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2014 12 31 2013 12 31 2012 12 31
C D
« ) (2,921) (4,290) (37,967)
(719) (341) (1,159)
0 1 0
UBS AG (938) (564) (379)
40,982 28,014 55,890
(34,210) (68,954) (54,259)
(110) (1,415) (221)
® (6) (16)
« ) 2,081 (47,555) (38,110)
8,611 (2,702) (673)
C ) 21,714 6,158 13,500
105,266 99,108 85,609
126,980 105,266" 99,108
104,073 80,879 66,383
2 22,037 20,099 28,344
3 869 4,288 4,381
126,980 105,266 99,108
C D
11,321 12,148 14,551
5,360 7,176 9,166
5 1,961 1,421 1,430
o013 12 a1 108,632
105,266 b
2 (2014 12 31 11,772 2013 12 31 11,117
2012 12 31 15,951 ) (2014 12 31
10,265 2013 12 31 8,982 2012 12 31 12,393 )
10)
3 (2014 12 31 835
2013 12 31 1,716 2012 12 31 2,192 )
(2014 12 31 34 2013 12 31 2,571 2012 12 31 2,190
)
4 4,593 (2014 12 31 ) 4,966 (2013 12 31 )
10,109 (2012 12 31 )( )
25
s ') (2014 54 2013
69 2012 37 )
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2014 12 31 2013 12 31 2012 12 31
( 4,811 4,458 (2,973)
)
1,077 1,076 908
0 0 3,995
109 109 140
103 66 156
(124) (65) (116)
(2,156) (719) 388
(299) (688) (641)
2,815 5,258 4,901
(9,096) 6,788 8,027
(1,628) (9,956) (10,134)
42,537 57,690 135,062
(4,876) (31,194) (87,558)
(3,796) 57,940 12,353
(8,515) (33,818) 5,800
(15,326) 15,937 20,923
6,264 (5,188) (2,335)
(791) (504) (344)
11,110 67,189 88,550
(24) (65) 15)
92 179 54
(2,525) (1,630) (1,474)
461 843 266
5,416 7,866 (18,451)
3,423 7,195 (19,618)
1
2 (2014 12 31 185,168 2013 12 31
202,900 ) (2014 12 31 179,751 2013 12 31
195,034 )
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« )
« ) (3,851) (5,656) (50,059)
(948) (450) (1,528)
0 1 0
UBS AG (1,237) (744) (500)
54,035 36,936 73,691
(45,106) (90,916) (71,540)
(145) (1,866) (291)
(O] ® @1
« ) 2,744 (62,701) (50,248)
11,354 (3,563) (887)
« ) 28,630 8,119 17,800
138,793 130,674 112,875
167,423 138,793 1 130,674
137,220 106,639 87,526
2 29,056 26,501 37,372
3 1,146 5,654 5,776
167,423 138,793 130,674
C )
14,927 16,017 19,185
7,067 9,462 12,085
5 2,586 1,874 1,885
12013 12 31 143,231
138,793 b
2 (2014 12 31 15,521 2013 12 31 14,658 2012 12 31 21,031
) (2014 12 31 13,534 2013 12 31 11,843
2012 12 31 16,340 ) 10)
3 (014 12 31 1,101
2013 12 31 2,263 2012 12 31 2,890 ) (2014 12 31 45 2013 12
31 3,390 2012 12 31 2,888 )
4 6,056 (2014 12 31 ) 6,548 (2013 12 31 ) 13,329 (2012 12 31 )
( ) 25
> « ) (2014 71 2013 91 2012
9 )
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2014
IAS 32
2014 UBS AG IAS 32
IAS 32 UBS AG
UBS AG
DVP
UBS AG
2013
12 31
2013
UBS AG
- 26
UBS AG
UBS
ETD CCP
2014 UBS AG
( )UBS AG
( )Cep
( )UBS AG  CCP
() UBS AG
UBS AG UBS
AG
CCP
2014 12 31 12
30 42
2013 12 31
2013
UBS AG
IAS 32 ETD
2013 12 31 IAS 32 ETD 2013 12 31
1,009,860 8,513 (5,019) 1,013,355
17,170 0 (3,296) 13,874
245,835 8,249 0 254,084
28,007 264 (1,723) 26,548
959,925 8,513 (5,019) 963,419
239,953 8,125 0 248,079
49,138 388 (5,019) 44,507
49,936 0 0 49,936
1,009,860 8,513 (5,019) 1,013,355

194/583



2014

IFRIC
2014

2014
2014

2014

2014

2014

2014
c) 2015

IFRS

UBS AG

21

UBS AG IFRIC

UBS AG
30

24d

UBS AG

UBS AG

UBS AG

IAS 39
21
FVA
267
FVA
2013 12 31

195/583

IFRIC

12

FVA

EDINETOOOO
00000000000 0O(E05852)
oOoOooodn

IAS 39

21 IAS 12

252

FVA

UBS AG 2014



1ASB

2013 11

2014

IAS 39

UBS AG

IFRS 15
2014

AG
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IAS 19
2013 12

IFRS
2013 12

2015

IFRS

2009 11

1ASB

IFRS
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1ASB
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2010
1ASB

2012

IFRS
2010 10 1ASB
IFRS IAS 39
( ocl )
ocl
IFRS IFRS IFRS
IAS 39
2015
IFRS
IFRS IFRS
1ASB
2010
ocl
ocl
2018
IFRS 15
IAS 16 IAS 38
IFRS 11 1AS 16
30 UBS AG
IAS 19
UBS AG
IAS 19 UBS AG
UBS AG  IAS 19
-2012 IFRS 2011 -2013
IFRS 2010 -2012 IFRS
IFRS 12
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2014 12 31
2,165 983 2,184 (11) 1,482 (347) 98 6,555
5,736 6,001 1,653 1,912 6,862 307 (921) 21,549
1.2 7,902 6,984 3,836 1,902 8,343 (40) (823) 28,104
( ) w 15 (95) 0 2 0 2 (78)
7,901 6,998 3,741 1,902 8,346 (40) (821) 28,026
3,369 4,802 1,363 887 4,065 423 371 15,280
1,937 1,109 859 516 4,037 235 684 9,377
( ) 58 10 (126) (20) 3 13 62 0
205 129 139 43 272 2 27 817
3 5 48 0 9 15 6 0 83
4 5,574 6,099 2,235 1,435 8,392 679 1,144 25,557
« ) 2,326 900 1,506 467 n (719) (1,965) 2,469
( ) (1,180)
« ) 3,649
127,588 56,026 143,711 15,207 292,347 257,622 168,826 1,062,327
7 6 9 2 7 1,677 0 1,708
L2014 12 31
49 —
23 2 —
24 17 4
32
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a C )
UBS AG
2013 12 31
2,061 936 2,144 (20) 886 (405)° 1832 5,786
5,512 5,629 1,630 1,954 7,712 (602)° 1612 21,997
3,4 7,573 6,565 3,774 1,935 8,599 (1,007) 344 27,782
( (10) @0 (18) 0 2 0 3 (50)
7,563 6,538 3,756 1,935 8,601 (1,007) 347 27,732
3,371 4,574 1,442 873 3,984 424 515 15,182
1,650 924 875 448 2,040 422 2,022 8,380
97 13 (162) an 3 1 65 0
190 121 143 47 260 0 55 816
8 49 0 8 14 0 3 83
6 5,316 5,680 2,298 1,359 6,300 847 2,660 24,461
2,247 858 1,458 576 2,300 (1,854) (2,312) 3,272
( (110)
( (3,381)
109,758 45,491 141,369 14,223 239,971 247,407 215,135 1,013,355
5 1 17 1 81 1,236 0 1,341
1
b %2014 2013 12 31
374
3
374 2013 12 31
10
20 —

— 24
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2012 12 31
1,951 792 2,186 @1 834 (229)? 465° 5,978
5,089 5,099 1,569 1,904 6,310 (1,461)> 1,051° 19,563
3,4 7,040 5,801 3,756 1,883 7,144 (1,689) 1,516 25,541
( ) 1 a4 @n 0 0 0 (78) (118)
7,041 5,877 3,728 1,883 7,144 (1,689) 1,439 25,423
2,865 4,252 1,287 885 4,539 282 628 14,737
1,360 893 857 395 2,312 1,696° 1,141 8,653
( ) 243 5) (370) 10) (202) 21 335 0
159 100 128 37 214 9 4 689
6 0 0 0 0 0 0 3,030 3,030
6 7 51 0 8 13 0 28 106
7 4,634 5,281 1,901 1,314 6,877 2,008 5,202 27,216
« ) 2,407 597 1,827 569 267 (3.698) (3.764) @,794)
( ) 461
C ) (2,255)
104,620 43,948 145,320 12,916 261,511 262,857 428,625 1,250,797
4 1 45 12 62 1,032 0 1,158
1
b %2014 2012 12 31
276
3
276 2012 12 31
12
67 4 —
5
24 LIBOR 14
6 ! 2 b
UBS AG
- b
2014 12 31
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10.7 38 7.0 48
10.1 36 6.6 45
4.6 16 0.4 3
6.8 24 1.5 10
6.8 24 5.6 38
0.9) @) 0.0 0
28.0 100 14.6 100

2013 12 31
10.2 37 6.1 46
9.6 35 5.6 43
4.5 16 0.4 3
6.6 24 1.5 11
6.8 25 5.3 40
0.4) @ 0.0 0
27.7 100 13.1 100

2012 12 31
9.5 37 6.2 46
8.9 35 5.8 43
3.5 14 0.4 3
6.4 25 1.5 11
6.9 27 5.3 40
(0.8) ®) 0.0 0
25.4 100 13.3 100
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6,555 5,786 5,978 13
3,841 5,130 3,526 (25)
10,396 10,915 9,504 )
2,845 2,868 2,728 @
1,352 1,323 1,265 2
2,536 2,485 2,467 2
0 9 9 (100)
4,554 5,015 3,574 €)}
1,047 1,142 706 ®
1 3,507 3,873 2,868 Q)
(892) (784) (540) 14
@9 1,045) (1,992) 7)
292 (283) (2,202)
(864) 261 1,452
10,396 10,915 9,504 )
8,722 8,686 9,323 0
752 852 1,413 12)
3,196 2,913 4,482 10
208 364 369 (43)
315 322 381 (O]
13,194 13,137 15,968 0
708 893 1,433 @y
827 829 1,208 0
1,804 1,846 2,442 )
919 1,197 1,744 (23)
2,382 2,586 3,163 ®)
6,639 7,351 9,990 (10)
6,555 5,786 5,978 13
L2014
2013 2012 131
2
24 15
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_ 1 293 422 389 (31)
_ 1 2,780 3,707 2,351 (25)
768 1,002 786 (23)
3,841 5,130 3,526 (25)
« ) (81 99 420
¢ H?%? (2,380) 2,056) (6,493) 16
12014
2013 123
2 24 3
2013 SNB 431
2012 526
2013
2014 2013 2012 2013
12 3 12 31 12 31 12 31
1,470 1,374 1,539 7
947 850 807 11
522 524 732 0
M&A 731 613 679 19
3,918 4,035 3,836 ®)
3,717 3,803 3,626 %))
7,343 6,625 5,895 1
1,760 1,725 1,698 2
18,940 18,176 17,273 4
818 839 871 ®
1,045 1,050 1,006 0
1,863 1,889 1,876 w
17,076 16,287 15,396 5
3,100 3,19 2,965 ©)
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56 111 @ (50)
69 0 0
%4 49 88 92
219 160 81 37
219 209 393 5
(76) 41) (85) 85
143 168 308 (15)
30 35 35 (14)
2 (16) 4
44 201 128 (85)
39 53 1) (26)
155 @111) 97
632 580 641 9
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2014 2013 2012 2013
12 31 12 31 12 31 12 31
1 6,269 6,268 6,814 0
2 2,820 2,986 3,000 (6)
48 76 134 @37)
2 466 288 367 62
3 81 78 109 4
70) (146) (174) 2)
4 162 114 303 42
292 242 128 21
234 190 214 23
791 792 768 0
5 711 887 18 (20)
2.6 3,385 3,140 2,873 8
605 631 682 “
7 15,280 15,182 14,737 1
2 29 3 UBS AG
4 52014
41 2012 730
116
28 6
! 2014 12 31 2013 12 31 2012 12 31
327 156 358
32

2014 2013 2012 2013
12 31 12 31 12 31 12 31
1,005 1,044 1,074 “@
IT 479 458 473 5
608 609 632 0
608 638 636 )
468 478 528 @
458 451 450 2
1,306 1,032 908 27
IT 1,603 1,340 1,357 20
1.2 2,594 1,701 2,549 52
3 248 628 47 (61)
4 9,377 8,380 8,653 12
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1
2014 12 31 2013 12 31 2012 12 31 10 15
12 22a 2014
58
2 22 %014 120
2013 110
87 4 2014 12 31 2013 12
31 2012 12 31 319 548
32
2014 12 31 2013 12 31 2012 12 31
( )
46 93 95
1,348 455 23
409 342 72
(2.983) (1,000) 271
( ) (1.180) (110) 461
(
46
1,348
409
2,983
2014 2013 2012
12 31 12 31 12 31
C ) 2,469 3,272 (1,794)
1,181 3,323 4,040
1,288 (51) (5,834)
21 519 687 @77)
)
68 (305) (680)
325 58 184
(285) (419) (1,342)
(384) (624) (417)
1,069 1,245 2,205
5 (32) (216)
©) 6 1
(2.373) (859) 1,071
(183) 107 7
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68 28 25
(1,180) (110) 461
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196 2013 393
52 2013 71
2013
246 2013 239
2013 91
UBS AG
1,378 2013 12 31 4,484
UBS AG
2014 12 31 2013 12 31
1
29,727 (22,271) 7,456 28,801 (22,534) 6,267
4,869 (1,264) 3,605 3,850 1,272) 2,577
1,424 317) 1,107 1,290 (415) 875
1,459 (61) 1,398 831 (84) 747
1,986 (686) 1,100 1,729 (773) 956
34,596 (23,535) 11,060 32,651 (23,807) 8,845
32 37
13 0
35 21
80 59
1
2014
UBS AG UBS AG
2014 12 31 68,869 2013 12 31 69,962
2014 12 31 2013 12 31
9,341 0
43 10,683
10 613 189
11 20 39,899 40,579
18,973 18,512
68,869 69,962
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20
UBS AG
2014 12 31
EPS
2014 2013 2012 2013
12 31 12 31 12 31 12 31
UBS AG ( 3,502 3,172 (2,480) 10
UBS AG ( 3,502 3,172 (2,480) 10
UBS AG « ) 0 0 @
EPS UBS AG
3,502 3,172 (2,481) 10
EPS 3,767,459,778 3,763,076,788 3,754,112,403 0
73,654,112 81,111,217 126,261 ©)
EPS 3,841,113,890 3,844,188,005 3,754,238,664 0
0.93 0.84 (0.66) 1
0.91 0.83 (0.66) 10
3,844,560,913 3,842,002,069 3,835,250,233 0
2,115,255 73,800,252 87,879,601 97)
3,842,445,658 3,768,201,817 3,747,370,632 2
0 246,042 418,526 (100)
EPS 3,842,445,658 3,768,447,859 3,747,789,158 2
2013
2014 12 31 2013 12 31 2012 12 31 12 31
0 117,623,624 233,256,208 (100)
0 16,517,384 15,386,605 (100)
SNB 1 0 0 100,000,000
0 134,141,008 348,642,813 (100)
! SNB SNB SNB
2008 2009 UBS AG



EDINETOOOO
00000000000 0O(E05852)
oOoOooodn
UBS AG SNB SNB SNB

2013
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10
2014 12 31 2013 12 31
13,347 13,936
648 2,407
(13) (15)
0 “n
13,334 13,874
142,380 137,370
22,368 22,716
108,230 86,820
1 39,152 34,893
2 1,101 1,053
’ 3,448 4,813
316,679 287,665
(695) (671)
0 (35)
315,984 286,959
4 329,317 300,832
! 22014
33b 3 a 10
27 4
Risk management and control
11
UBS AG
UBS AG
UBS AG
> 26
2014 12 31 2013 12 31
10,517 10,265 10,495 34,729 8,982
13,546 20,713 17,001 56,834 17,566
24,063 30,979 27,496 91,563 26,548
2014 12 31 2013 12 31
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7,041 5,174 20,895 8,805 3,953 26,166
2,138 6,644 21,477 686 9,858 18,341
9,180 11,818 42,372 9,491 13,811 44,507
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12

2014 2013

12 31 12 31

669 20 688 61 750 794
(151) (¢)) (153) @ (154) (128)

29 0 29 0 29 45

)? 138 ay 127 (49) 78 50

(10 0 (10 10 0 0
18 0 19 3 21 (©)
11 0 11 0 11 (©)

704 8 711 23 735 750

22
Financial and operating performance
166
2014 244

2014 2013

12 31 12 31

13 0 13 13 15

687 8 695 695 671

4 0 4 4 2

! 23 23 61
704 8 711 23 735 750
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13
2014 12 31 2013 12 31
16,625 16,073
293 352
3,816 3,657
2,307 1,312
2,103 424
1,280 1,192
1,080 1,482
1,041 1,603
4,342 5,039
24,252 25,407
45,219 46,519
69,763 51,881
17,410 15,849
132,392 114,249
5,764 8,599
138,156 122,848
8,716 8,222
232 173
2,987 2,508
1,087 573
631 516
335 308
43 15
569 1,140
743 823
2,591 2,453
12,050 11,498
15,908 15,111
27,958 26,609
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14
0TC UBS AG UBS AG
1SDA
1SDA
01C CCP CCP
ETD
UBS AG IFRS
IFRS
oTC
> a 15
24
UBS AG
UBS AG
UBS AG

- 20 24
UBS AG

UBS AG

24
UBS AG
0TC
0TC

0TC
UBS AG

CDS
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UBS AG
UBS
AG
0TC
UBS AG
0TC
UBS AG UBS
UBS AG 0TC
0TC
ETD oTC 0TC oTC
UBS AG
Risk
management and control
UBS AG
UBS AG
UBS AG
UBS AG
UBS AG
UBS AG IFRS ( a 35
)
26
1
2014 12 31 2013 12 31
PRV NRV PRV NRV
PRV NRV PRV NRV
2 3 4 3 3,5 2 3 4 3 3,5
0TC

6 0.1 49.0 0.2 55.9 2,622.8 0.2 123.7 0.2 107.1 1,944.2
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91.8 1,323.4 837 1,233.4  10,244.3  105. 2,427.5  92.8  2,207.7  13,779.6
31.7 799.8 33.9 790.3 0.0 25. 928.8 25.3 900.3 0.0
446.0 492.0
0.0 15.7 0.0 4.9 134.7 0. 0.2 0.1 1.8 287.5
7
0.1 0.1 0. 0.0
123.7 2,187.9  117.9 2,084.5 13,447.7  130. 3,480.1 118.4  3,306.9  16,503.3
ote
1.1 238.1  11.3 245.8 0.0 22 641.1  21.3 630.9 0.0
0.4 3.8 0.4 5.1 0.0 o 3.1 0.2 3.1 0.0
0.0 6.5 0.0 1.6 0.0 o 3.6 0.0 0.1 0.0
1.5 248.4 117 2524 0.0 23. 647.8 215 634.0 0.0
0TC
20.6 817.6  19.2 741.4 0.0 12. 661.2  13.4 667.9 0.0
62.2 1,626.3  62.3 1,554.0 0.0 54 1,04.0 57.4  1,858.1 0.0
15.6 667.3  16.0 601.4 0.0 o 494.0 9.4 455.5 0.0
14.8 7.2
0.0 4.9 0.1 3.7 0.0 o 5.4 0.0 6.1 0.0
7
0.0 0.0 0. 0.1
98.4 3,116.2  97.6 2,900.5 148 76 3,084.4  80.3  2,987.6 7.2
otC
0.1 0.1 0.0 0.1 0.0 o 0.0 0.0 0.0 0.0
3.4 58.5 4.7 70.0 0.0 3. 45.9 4.6 59.2 0.0
6.4 71.7 8.9 115.4 00 7. 747 9.3 103.1 0.0
27.9 25.7
4.8 100.4 4.8 1242 101 . 110.8 6.5 112.4 7.2
7
4.9 4.8 4. 4.0
19.5 239.6  23.3 309.6 38.0  20. 231.4 244 274.7 32.9
otC
0.3 4.6 0.3 4.4 0.0 0. 4.5 0.4 3.5 0.0
0.9 13.8 0.5 7.9 0.0 o 4.9 0.9 11.2 0.0
0.9 12.5 0.7 9.8 0.0 1. 2.9 0.9 9.4 0.0
7.3 1.1
0.0 6.5 0.1 5.3 0.0 o 9.7 0.1 8.2 0.0
0.0 0.8 0.1 3.7 0.1 o 0.6 0.1 2.3 0.2
7
1.4 1.4 0. 0.9
3.6 38.1 3.2 311 7.3 3. 2.7 3.2 34.6 11.3
8 0.1 11.4 0.2 12.9 0.0 o 19.6 0.1 8.9 0.0
8 0.2 16.1 0.1 9.1 0.0 0. 12.7 0.2 15.2 0.0
IFRS
o 257.0 5,857.8  254.1 5,600.2  13,507.0  254. 7,518.8 248.1  7,261.9  16,554.7
! 2014 12 31
PRV 65 NRV



78 2013 12 31
NRV 128
B 5
2014 12 31
2013 12 31
31 71 !
8
9
2014 12 31 oTC
38 34 2013 12 31 38
24
UBS AG CDS
CDS CDS
UBS AG
UBS AG
2012 UBS AG
2013
CDS
2014 12 31

27 2013 12 31 22
2013 12 31

PRV
PRV

2014 12 31 45
26

UBS AG
45
22

UBS AG
CDS
CDS
QTC
CDS
UBS AG

64 2013 12 31
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67

NRV

2013 12
0TC

2013 12 31
2013 12 31
IFRS

CDS

72

PRV

PRV

NRV
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5.9 4.0 173.3 3.0 5.6 148.8
0.4 0.9 72.8 1.7 0.5 80.7
0.1 0.3 4.8 0.0 0.1 3.4
0.1 0.3 5.4 0.3 0.2 3.5
0.0 0.0 6.5 0.0 0.0 1.6
2014 12 31 6.5 5.4 262.8 5.0 6.3 238.0
3.2 5.0 245.5 4.6 3.0 220.5
3.3 0.4 17.3 0.5 3.3 17.4
PRV NRV PRV NRV
6.6 12.0 487.9 10.4 4.6 450.6
1.0 1.9 146.8 4.4 2.3 171.9
0.4 0.4 9.4 0.1 0.2 5.3
0.2 0.1 5.4 0.0 0.1 0.8
0.0 0.0 3.6 0.0 0.0 0.1
2013 12 31 8.1 14.3 653.1 15.0 7.2 628.8
7.8 14.1 644.3 14.7 6.9 620.6
0.3 0.3 8.7 0.3 0.3 8.2
PRV NRV PRV NRV
1.4 0.5 32.8 0.3 1.1 23.5
4.0 2.9 156.4 2.6 4.4 144.3
0.2 1.1 53.2 1.3 0.3 56.7
0.9 0.9 20.4 0.8 0.5 13.5
2014 12 31 6.5 5.4 262.8 5.0 6.3 238.0
PRV NRV PRV NRV
1.6 2.9 146.9 3.0 1.5 138.0
4.7 8.9 377.0 9.0 4.6 370.7
0.5 1.8 101.2 2.3 0.7 102.2
1.4 0.7 27.9 0.6 0.3 17.8
2013 12 31 8.1 14.3 653.1 15.0 7.2 628.8
UBS AG oTC 2009
OTC CDS CCP
UBS AG
2014
UBS AG CDS
CDS UBS AG
CDS UBS AG UBS AG
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cDS UBS AG
/
UBS AG
2014 12 31 UBS AG
UBS AG
10 28
29
UBS AG UBS AG  UBS AG
UBS AG
UBS AG a 15
UBS AG
(
) UBS AG
UBS AG cDS
UBS AG (
)
2014 12 31 2,236

37 2013 12 31 1,588 140

222/583



EDINETOOOO
00000000000 0O(E05852)

ooOoooOoo
2014 12 31 2013 12 31 2012 12 31
« D 1,113 (1,123) 537
« ) (1,111) 1,116 (581)
C D 2 ) 44
UBS AG
2014 12 31
256 2013 12 31 176 716
2014
2014 12 31 2013 12 31 2012 12 31
C ) (694) 636 139
C ) 676 (625) (159)
C ) 18 11 (20)
UBS AG
UBS AG 14
2014 12 31
2014 12 31
4,521 1,262 2013 12 31 4,770
2,275
2014 87
2013 80 2012 158
2014 2013 265
18 ocl
ocl
oCl 2014 51
2013 2012
10 10
66 113 37 33 1
9 19 3 2 0
57 94 34 32 1
UBS AG 2014 12 31
158 305
2013 12 31 104 102
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2014 12 31 80
2013 12 31 72
UBS AG
2014 12 31
147 2013 12 31 138 )
78
69
oCl
UBS
AG OCI
UBS AG
0oCl
UBS AG OCI 2014 12 31
143 143 2013 12 31 155
155
2014 2013 2012
2014 12 31 UBS
AG
12
1
0 8 1 12
0 5 1 7
7 0 0 13
7 0 0 14
0 3 0 5

2014 12 31 UBS
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15
2014 2013
12 31 12 31
45,334 50,761
43 44
17,219 17,876
10,145 6,733
5,351 5,601
2,348 8,089
1 4,865
8,490 4,983
2,670 3,132
56,494 58,876
664 649
57,159 59,525
430 372
( 64 (196)

365 175
238 95
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16
I
2014 2013
! 12 31 12 31
7,970 2,677 2,205 1,259 459 769 799 16,136 16,428
38 21 270 8 58 38 1,257 1,690 1,244
2 (115) (92) (221) @5  (18) (46) 0 (518) (871)
(166) 281 4 260 3 44 (786) (359) (488)
29 173 119 24 35 42 72 493 (178)
7,756 3,060 2,377 1,525 536 847 1,341 17,442 16,136
4,485 1,804 1,841 965 408 547 0 10,140 10,524
186 179 215 130 30 58 0 799 734
3 2 8 1 7 0 1 0 19 81
2 (114) (86) (184) @5  (18) (46) 0 “74) (756)
(208) ®) 0 0 1 [®)) 0 @’ (319)
15 134 102 1 31 34 0 326 (124)
4,365 2,120 1,976 1,089 452 592 0 10,593 10,140
4.5 3,301 940 402 436 85 255 1,341% 6,849 5,996
12014
2 %2014
58
%2014 12 31 > IT
104 6 1,045
172 119 !
143
2014 2013
12 31 12 31
10 99
0 7
0 0
1 (16)
Q)] (81)
1 0
5 10
17
UBS AG UBS AG
CGU
2014 12 31 64
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14 35
15
UBS AG 2014 12 31
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BoD

UBS AG

0.5

UBS AG

equity attribution
Capital Management

UBS AG

BoD

oely

10
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CGU

1.0

IFRS
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2014 2013 2014 2013
12 31 12 31 12 31 12 31
9.0 9.0 1.7 1.7
9.0 9.0 2.4 2.4
11.0 12.0 2.4 2.4
9.0 9.0 2.4 2.4
2014 2013
12 31 12 31
5,842 678 763 1,441 7,283 7,417
17 17 17 79
@D @ (€)) (35)
526 78 54 131 657 (179)
6,368 756 833 1,589 7,957 7,283
0 447 543 990 990 956
35 45 80 80 79
1 2 2 2 3
0 0 0 (28)
54 45 99 99 @
0 536 635 1,171 1,171 990
6,368 219 198 417 6,785 6,203
12014 2013
2014 2013
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1,281

77

3,131

359

44

1,386 5,842

90 526

1,359

3,490

1,476 6,368

50

O]
€))
1))

267

(48)

27

90

(15)

25 15 3 451
17 ®) 17

® ®) (80)
@ ()

45

246

84

17 25 0 417

2015
2016
2017
2018
2019
2020

94
81
61
54
45
62
20

417
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18
2014 12 31 2013 12 31
12,534 11,175
2,900 2,733
372 358
1,323 0
453 433
1,009 931
1,027 985
0 952
616 466
272 410
236 119
2,317 1,665
23,069 20,228
2 2b 1 28
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19
2014 12 31 2013 12 31
10,492 12,862
187,516 178,972
52,269 47,326
14,766 21,459
156,427 143,068
410,979 390,825
421,471 403,686
20
2014 12 31 2013 12 31
4,488 3,664
37,725 32,835
4,645 6,279
1 19,380 14,488
2,138 2,698
2,508 3,478
3,154 4,839
1,167 1,572
93 49
75,297 69,901
302 577
a 8
2014 12 31
2013 12 31
2014 2013 12 31 UBS AG
75,297
69,901

27b
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2014 2013
12 31 12 31
2015 2016 2017 2018 2019 2020-2024
UBS AG
2,893 903 2,155 693 526 1,868 3,854 12,891 15,431
27,755 6,131 5,018 2,350 4,339 3,340 9,711 58,643 49,760
30,648 7,034 7,173 3,043 4,864 5,208 13,565 71,535 65,191
115 30 69 137 26 234 862 1,473 1,468
400 217 599 183 215 448 227 2,289 3,242
515 248 668 320 241 682 1,090 3,762 4,710
31,163 7,281 7,841 3,362 5,105 5,890 14,654 75,297 69,901
21
2014 12 31 2013 12 31
16,501 15,811
4,841 2,961
5,931 8,862
27,363 27,633
24,582 17,417
13,614 14,341
16,123 11,040
SRB 10,464 4,710
SRB Tierl 1,197 1,211
SRB Tier? 4,462 5,107
8,029 8,293
602 779
893 2,083
63,844 53,953
1 91,207 81,586
o1 12 31 25 2013 12 31 160
UBS AG
UBS AG a 15 14
2014 2013 12 31 1,703
1,119
UBS AG UBS AG
2014 2013 12 31 UBS AG 16,123
11,040 SRB
2014 2013 12 31 10,464 4,710
2014 12 31
2014 2013 12 31 UBS AG
75,084
70,546
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- 27b
2014 2013
12 31 12 31
2015 2016 2017 2018 2019 2020-2024
UBS AG
22,013 5,457 9,049 6,109 4,965 10,307 1,426 59,327 59,381
0-3.9 0-6.4 0-5.9 0.4-6.6 0.5-4.0 0-4.9 0-2.8
6,378 1,950 212 0 1,045 0 1,710 11,296 7,988
930 1,340 683 0 0 8,483 4,687 16,123 10,805
2.4-7.4 3.1-5.9 4.1-7.4 4.8-7.6  4.3-8.8
0 0 0 0 0 0 0 0 235
29,321 8,748 9,944 6,109 6,011 18,790 7,823 86,746 78,409
3,688 600 172 0 0 0 0 4,460 3,175
0 0-8.3 0-8.0
0 0 0 1 0 0 0 1 1
3,688 600 172 1 0 0 0 4,462 3,177
33,010 9,348 10,117 6,110 6,011 18,790 7,823 91,207 81,586
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22
a
2014 2013
12 31 12 31
1 2
45 1,622 658 61 157 222 205 2,971 2,536
0 0 0 0 0 0 0 0 8
32 2,941 272 1 3 14 43 3,308 2,599
) (395) (44) (50) ) (24) @ (528) (238)
(26)  (1,286) (302) [6)) (20) ) (19) (,659) 1,855)
0 0 @) 0 2 0 0 0 5
0 () 0 10 0 0 0 8 21
2 172 65 3 14 8 2 266 (104)
50 3,053 647° 23 153* 215° 224 4,366 2,971
1
32014 12 31 116 2013 12 31
104 2014 12 31 530 2013 12 31 554
%2014 12 31 98 2013 12 31 95
2014 12 31 55 2013 12 31 62
5
12
( )
22b
b
UBS
UBS UBS AG
UBS UBS UBS
UBS
UBS UBS
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UBS
@
(b)
UBS
22a
LIBOR DOJ
NPA NPA
DOJ NPA DOJ UBS
NPA NPA
UBS
UBS
Capital management
1
2014 2013
— 12 31 12 31
165 56 82 3 22 488 808 1,622 1,432
0 0 0 0 0 0 0 0 8
409 196 59 55 1,861 17 344 2,941 1,788
(15) @n 0 0 ®) (201) (147) (395) (93)
(374) 36) (49) ®) (649) 0 @173) (1,286)  (1,417)
0 0 0 0 O) 0 2 (@) ()
3 20 0 1 33 8 107 172 (89)
188 209 92 53 1,258 312 941 3,053 1,622
22b @
® @© 10 1 ')
©) — 22b

UBS
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2013 UBS( )S.A. UBS AG
mise en examen
témoin assisté
2014 UBS AG
UBS 11 caution
UBS Cour d*"Appel
Cour de Cassation 2014 UBS
UBS( )S.A. UBS AG 2015
UBS
2013
UBS(
)S.A. 10
2015 SEC
1982 TEFRA
2014 12 31
UBS
2002 2007 UBS
RMBS
UBS UBS UBS RESI
( )
2004 2007 UBS RESI
800 RMBS
1
2006 2015
2008 2009 2010 2011 2012 2013 2014
UBS 12 1 13
110 104 19 303 237 773
1 21 21
77 2 45 107 99 72 403
346 732 1,041 2,118
UBS 2 3
UBS
1 2 1 18 519 260 801
122 205 368 1,084 1,404 618 332 0 4,133
1
UBS RESI 2004
2007 190
UBS
2006 2008 15
RMBS UBS UBS RMBS 100

RMBS
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RMBS 100 30
UBS
UBS
RMBS RMBS 70 UBS
RMBS
UBS UBS
UBS
UBS 2013
UBS RMBS
240 UBS
2014
UBS RMBS UBS
UBS NCUA
RMBS
UBS 2013 22 RMBS 10
11.5
413
402 2015 10 NCUA
NCUA
10 NCUA
NCUA
UBS 10 NCUA UBS
RMBS UBS RMBS
UBS UBS
RMBS
UBS
2006 2015 UBS UBS
2014 12 31 2013 12 31

817
239
(120)

(CD)

668
1,359

@

(1,208)

849

817
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50
60
2011 UBS UBS
RMBS
RESI

2012

UBS RESI

UBS
2013
RESI
UBS
RMBS
2014
FIRREA
UBS RMBS
NYAG
SEC 2009
UBS
2009 11 17

UBS
ARM
2010
UBS
2012
RM
20
UBS
2013
UBS RESI
94
2013 RMBS
460
UBS R
2014 12 31
UBS
UBS RM
DOJ
2011
2011 15
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2004 2007
UBS
RMBS
BS
2015
UBS
2015
UBS RESI
RFC
UBS RESI
MBS RMBS
849
1
2005
BS
UBS
SIGTARP
2012
UBS

2013

0oooood
62

UBS

UBS

UBS

UBS

25

UBS
RFC

UBS
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8.8 4.7 0.0 13.6 7.9 5.1 0.0 13.1
0.6 11.0 1.4 2.9 1.1 13.3 1.7 16.0
0.0 2.2 1.1 3.2 0.0 2.0 1.0 3.0
6.7 6.4 0.3 13.4 4.8 6.0 0.3 11.1
0.0 1.5 0.6 2.1 0.0 2.3 1.0 3.3
68.8 0.8 0.1 69.8 50.7 1.0 0.2 51.9
16.8 0.6 0.1 17.4 15.4 0.4 0.1 15.8
1.0 251.6 4.4  257.0 0.7 247.9 5.5  254.1
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0.0 3.6 0.0 3.6 0.0 3.5 0.0 3.5
0.1 0.9 3.5 4.5 0.1 2.9 4.4 7.4
0.0 0.8 1.0 1.7 0.0 1.4 1.1 2.5
0.0 0.1 2.4 2.5 0.0 1.1 3.1 4.2
0.1 0.0 0.1 0.3 0.1 0.5 0.2 0.7
32.7 23.9 0.6 57.2 39.7 19.0 0.8 59.5
30.3 2.8 0.0 33.1 38.0 1.2 0.0 39.2
2.2 16.9 0.0 19.1 1.6 13.6 0.1 15.3
0.0 0.1 0.2 0.3 0.0 0.0 0.2 0.3
0.0 4.0 0.0 4.0 0.0 4.0 0.0 4.0
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5.8 0.0 0.0 5.8 8.6 0.0 0.0 8.6
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0.0 2.3 2.2 4.5 0.0 2.4 1.2 3.7
0.0 56.6 7.3 63.9 0.0 48.4 7.9 56.3
0.0 4.1 1.5 5.7 0.0 6.5 1.8 8.3
0.0 0.3 0.9 1.2 0.0 0.4 1.2 1.6
0.0 0.1 0.0 0.1 0.0 0.0 0.0 0.0
0.0 17.6 0.0 17.6 0.0 16.2 0.0 16.2
25.0 333.0 17.0 375.0 23.3 320.7 16.8 360.7
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2.0 @.1) @.2 00 0.0 0.0 0.7 (4.9 50 0.0 0.6  (0.2) 0.0
1.5  (0.1) (0.1) 0.0 0.0 0.0 0.2 (0.7 0.0 0.0 0.6 (0.5 (0.2
0.6 0.2) 0.0 0.0 0.0 0.0 0.3 (0.4 0.0 0.0 0.6  (0.2) 0.0
4.9 0.2 1.5 0.0 0.0 00 0.0 0.0 26 (3.3 0.2 ©.2 (.D
1.4 0.6) (0.6) 0.0 0.0 0.0 0.0 0.0 1.2 (0.8 0.1 0.2) 0.0
3.3 0.8 2.1 0.0 0.0 0.0 00 0.0 1.3 (2.4 0.2 0.0  (0.1)
0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (0.1) 0.0 0.0 0.0
0.7 0.0 0.0 0.0 0.0 0.1 0.1 (.2 00 0.0 0.1 ©.1) 0.0
8.1 0.8) (.5 0.0 0.0 0.0 0.0 (0.1) 22 (4.7 3.8 @70 (0.3
3.6 0.8 (0.6) 0.0 0.0 00 00 0.0 1.9 (3.8 2.4 0.2 (0.1
1.2 0.2) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (0.9 0.6 (0.1) (0.2
2.9 0.4 0.4 0.0 0.0 0.0 0.0 (0.1) 0.0 (0.1) 0.4 .3 0.0
0.4 0.2 (0.3 0.0 0.0 00 00 0.0 0.3 (0.4 0.4 0.1) 0.0

6.5 (0.5 (0.1) O.

=)
e
(S

0.0 0.0 0.0 1.4 (4.6 3.0 (1.0) (0.5

3.3 (0.8 (0.3 0.0 0.0 0.0 0.0 0.0 04 (33 2.7 (0.3 0.0
1.5  (0.1) (0.1) 0.0 0.0 0.0 0.0 0.0 0.0 (0.5 0.0 0.0 (0.3
1.3 0.5 0.4 0.0 0.0 0.0 0.0 0.0 0.7 (0.7) 0.1 0.5) 0.0
0.4 0.1) (.1) 0.0 0.0 0.0 0.0 0.0 0.3 (0.1) 0.2 (0.2 (0.1)
14.7 0.4) 1.0 0.0 0.0 00 0.0 0.0 6.4 (9.4 29 @7 (.9
0.8 (0.1) (0.1) 0.0 0.0 0.0 0.0 0.0 1.1 (0.8 0.5  (0.1) 0.0
10.0 1.2 0.6 0.0 0.0 0.0 0.0 0.0 3.2 (6.7) 1.9 (@49 (0.1
2.2 (0.4 (0.3 0.0 0.0 0.0 0.0 0.0 1.0 (1.3 0.5 (0.1) (0.1)
1.7 1.0 0.8 0.0 0.0 0.0 0.0 0.0 1.1 (0.6) 0.0 0.0 0.0
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1.7 (0.1) (0.1) 0.0 0.0 0.0 0.9 (1.2) 0.0 0.0 0.2 (0.2 0.1 1.4
1.0  (@1.49 (0.8 0.0 0.0 0.0 0.2 @.1) 52 0.0 0.2 (0.1) 0.1 1.1
1.0 0.0 0.0 0.0 0.0 0.0 0.1 (0.7) 0.0 0.0 0.5 (0.3) 0.0 0.6
0.6 (0.1) 0.0 0.0 0.0 0.0 0.2 (0.5 0.0 0.0 0.1 0.0 0.0 0.5

4.4 ©.8) (-3 0.0 0.0 0.0 0.0 0.0 1.3 (@@.2 0.0 (0.3) 0.2 3.5

1.1 (.3 (0.2 0.0 0.0 0.0 0.0 00 06 (.20 00 (0.3 0.0 1.0
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5.5 1.1 0.0 0.0 0.0 00 00 00 26 (.1) 1.1 (.5 (0.2) 4.4

3.0 0.3 (0.8 0.0 0.0 0.0 0.0 00 1.1 (3.2 0.5 (0.2 0.1 1.7
0.9 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.1 (0.2) 0.0 (0.1) (0.3 0.6
1.2 0.6 0.5 0.0 0.0 0.0 0.0 0.0 1.3 (1.3) 0.3 (0.2) 0.0 1.9
0.3 0.0 0.1 0.0 0.0 0.0 0.0 00 0.2 (.49 0.3 (0.1) 0.0 0.3

4.4 0.7 (0.6) 0.0 0.0 0.0 00 0.0 25 @7 1.4 (0.5 0.2 5.0

2.0 0.1 (1.2) 0.0 0.0 0.0 0.0 00 1.0 (@24 1.0 (0.2) 0.3 1.7
0.5 0.0 0.0 0.0 0.0 0.0 0.0 00 00 0.0 0.0 (0.1) 0.0 0.3
1.5 0.4 0.4 0.0 0.0 0.0 0.0 00 1.5 (.2 0.3 (0.1) 0.0 2.4
0.5 0.2 0.3 0.0 0.0 0.0 0.0 0.0 0.0 (0.1) 0.1 0.0 (0.1) 0.6

12.1 0.5 1.3 0.0 0.0 0.0 0.0 0.0 7.4 (1.9 2.0 3.2 0.5 11.9

1.2 0.3 0.2 0.0 0.0 0.0 00 00 1.9 (1.4 04 (0.4 0.1 2.2
7.9 0.9 0.4 0.0 0.0 0.0 0.0 0.0 37 4.2 1.2 (2.6) 0.4 7.3
1.8 (0.4 (0.1) 0.0 0.0 0.0 0.0 0.0 1.4 (1.5 0.4 (0.2) 0.0 1.5
1.2 (.3 0.7 0.0 0.0 0.0 0.0 0.0 0.5 (0.4 0.0 0.0 0.0 0.9

2014 12 31 122
2013 12 31 150 2014 12 31 170
2013 12 31 168
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33 1) 35 (76)
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16 12) 54 (46)
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28 @mn 503° @712
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137 52
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104.1 104.1 104.1 0.0 0.0 80.9 80.9 80.9 0.0 0.0
13.3 13.3 12.6 0.7 0.0 13.9 13.9 11.4 2.4 0.0
24.1 24.1 0.0 24.1 0.0 27.5 27.5 0.0 27.5 0.0
68.4 68.4 0.0 66.5 2.0 91.6 91.6 0.0 91.2 0.4
31.0 31.0 0.0 31.0 0.0 26.5 26.5 0.0 26.5 0.0
316.0 318.6 0.0 186.6 131.9 287.0 289.3 0.0 165.5 123.8
21.3 21.2 0.0 21.2 0.0 17.6 17.4 0.0 17.4 0.0
10.5 10.5 9.6 0.9 0.0 12.9 12.9 10.8 2.1 0.0
9.2 9.2 0.0 9.2 0.0 9.5 9.5 0.0 9.5 0.0
11.8 11.8 0.0 11.6 0.2 13.8 13.8 0.0 13.8 0.0
42.4 42.4 0.0 42.4 0.0 44.5 44.5 0.0 44.5 0.0
411.0 411.0 0.0 411.0 0.0 390.8 390.8 0.0 390.8 0.0
91.2 94.3 0.0 88.5 5.8 81.4 84.0 0.0 79.3 4.7
46.0 46.0 0.0 46.0 0.0 39.5 39.5 0.0 39.5 0.0
0.0 ©.1) 0.0 0.0 0.1) 0.1 0.1) 0.0 0.0 0.1)
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30
a
UBS AG UBS AG
UBS AG
IFRS 12 SEC
(
2014 12 31 UBS AG
UBS AG
UBS AG
2014 12 31
UBS Americas Inc. Wilmington, Delaware, USA usb 0.0 100.0
UBS Bank USA Salt Lake City, Utah, USA usb 0-0 100.0
UBS Financial Services Inc. Wilmington, Delaware, USA Usb 0-0 100.0
UBS Limited London, United Kingdom GBP 226.6 100.0
UBS Securities LLC Wilmington, Delaware, USA usb 1,283.11 100.0
! UBS Americas Inc.
UBS Limited UBS Americas Inc. UBS AG UBS Bank USA UBS Financial
Services Inc. UBS Americas Inc. UBS Securities LLC 30 UBS AG 70 UBS
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2014 12 31

Topcard Service AG Glattbrugg, Switzerland CHF 0.2 100.0

UBS (Italia) SpA Milan, Italy EUR 95.0 100.0

UBS Italia SIM SpA Milan, Italy EUR 15.1 100.0

UBS (Luxembourg) S.A. Luxembourg, Luxembourg CHF 150.0 100.0
0.1

UBS Alternative and Quantitative Investments LLC Wilmington, Delaware, USA usb 100.0

UBS Australia Holdings Pty Ltd Sydney, Australia AUD 46.7 100.0

UBS Beteiligungs-GmbH & Co. KG Frankfurt, Germany EUR 568.8 100.0

UBS Card Center AG Glattbrugg, Switzerland CHF 0.1 100.0
0.0

UBS Credit Corp. Wilmington, Delaware, USA USD 100.0

UBS Deutschland AG Frankfurt, Germany EUR 176.0 100.0
0.0

UBS Fund Advisor, L.L.C. Wilmington, Delaware, USA UsD 100.0
1.0

UBS Fund Management (Switzerland) AG Basel, Switzerland CHF 100.0
13.0

UBS Fund Management (Luxembourg) S.A. Luxembourg, Luxembourg EUR 100.0
5.6

UBS Fund Services (Cayman) Ltd George Town, Cayman Islands UsD 100.0
0.0

UBS Global Asset Management (Americas) Inc. Wilmington, Delaware, USA usD 100.0

2,200.0

UBS Global Asset Management (Japan) Ltd Tokyo, Japan JPY 100.0
4.0

UBS Global Asset Management (Singapore) Ltd Singapore, Singapore SGD 100.0

UBS Loan Finance LLC Wilmington, Delaware, USA UsD 0.1 100.0
1.0

UBS 0"Connor LLC Dover, Delaware, USA usD 100.0

UBS Real Estate Securities Inc. Wilmington, Delaware, USA usb 0.0 100.0
9.0

UBS Realty Investors LLC Boston, Massachusetts, USA UsD 100.0

UBS Securities (Thailand) Ltd Bangkok, Thailand THB 500.0 100.0

UBS Securities Australia Ltd Sydney, Australia AUD 0.3 1 100.0

UBS Securities Canada Inc. Toronto, Canada CAD 10.0 100.0

UBS Securities Espafia Sociedad de Valores SA Madrid, Spain EUR 15.0 100.0

UBS Securities India Private Limited Mumbai, India INR 140.0 100.0

UBS Securities Japan Co., Ltd Tokyo, Japan JPY 46,450.0 100.0

UBS Securities Pte. Ltd Singapore, Singapore SGD 420.4 100.0

UBS Services LLC Wilmington, Delaware, USA usD 0.0 100.0
0.1

UBS Trust Company of Puerto Rico Hato Rey, Puerto Rico usb 100.0

1

2014
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2014 12 31 2013 12 31 UBS AG
UBS AG UBS AG
UBS AG SE
SE SE
UBS AG SE
SE UBS AG
UBS AG
UBS AG UBS AG
SE UBS AG SE
SE UBS AG SE SE
SE SE
2014 2013 UBS AG SE
UBS AG UBS AG SE
UBS AG
UBS AG SE
b
2014 2013 12 31 UBS AG
UBS AG
UBS AG
2014 2013
12 31 12 31
842 858
1 0
@ (@)
103 59
1 94 49
9 10
(CD) (69)
38 10
927 842
900 815
UBS Securities Co. Limited, Beijing'> 404 369
SIX Group AG, Zurich* 406 367
9 78
27 27
! 2014 83 1 2013
37 12 2 2014
0.1 2013



2014

2014 12 31
-SE

3 UBS AG

UBS AG

SE

* UBS AG
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2014 12 31 UBS AG SE
2014 12 31 UBS AG SE
2014 12 31 UBS AG
2014 12 31
1
1,955 676 8,079 10,711 10,711
26 83 2 111 111
115 102 217 2,422
466 40 206 712 712
4,029 94 4,123 4,123
2
52 52 1,248
2,447° 4,996 8,482 15,925
245* 27 75 347 21
5
245 27 75 347
UBS AG
( ) 355° 113’ 304°
2013 12 31
1
3,298 544 6,509 10,350 10,350
26 16 0 42 42
1247 01 215 2,449
1,878 366 2,244 2,244
4,020 77 4,096 4,096
2
53 6 58 933
5,202 4,756 7,048 17,005
4
1,263 0 1,263 16
5
1,263 0 1,263
UBS AG
( ) 300° 96’ 266°
1 2
32014 12 31 24 22
90 — 2013 12 31
52 50 96 —
4 cDS cDS
5 —
6 ! 8 Bs AG 2014 12 31
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UBS AG SE
UBS AG SE UBS AG
UBS AG
UBS AG
UBS AG SE
UBS AG

2014 2013 UBS AG UBS AG SE

UBS AG
2014 2013 SE

UBS AG
2014 12 31 2013 12 31 UBS AG
UBS AG
SE UBS AG
2014 12 31 2013 12 31 UBS AG
-UBS AG SE UBS AG UBS
AG a 3 12
2014 12 31 2013 12 31 UBS AG
UBS AG

UBS AG

UBS AG

UBS AG
2014 12 31 2013 12 31

UBS AG

314/583



EDINETOOOO
00000000000 0O(E05852)

OoooooO
1
2014 12 31
2 3
UBS AG
0 59 1 389 450
0 59 1 381 442
0
8 8
1 16 0 6 22
7 6 13
0 0
1 1 2
8 8
0
1 75 1 395 472
1 75 1 14 91
381 381
UBS AG
( ) 1 14 3 2 20
UBS AG
376 293 454 207 1,329
369 286 452 205 1,313
6 6 2 1 15
0 0 0
0 0 0
154 143 172 62 531
134 105 164 54 457
15 37 8 8 69
5 1 0 5
0 0
68 18 1 2 89
56 11 67
4 6 10
0 0 1 1
8 1 2 11
598 453 627 2711 1,949
598 453 588 225 1,865
0 39 46 85
UBS AG
( ) 115 115 88 12 331
1 2 3
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1
2013 12 31
2 3
UBS AG
24 103 9% 627 849
23 103 90 624 839
1 1
6 1 7
1 0 1
4 27 8 33 73
20 8 33 61
4 6 0 10
0 1 0 2
0 0
28 130 104 660 922
28 130 57 21 237
47 639 686
UBS AG
( ) 1 26 2 4 32
UBS AG
391 745 1,263 449 2,848
332 575 1,112 412 2,431
57 170 148 37 412
2 3 0 5
0 0 0
218 350 369 237 1,173
135 212 332 211 890
79 133 23 25 260
5 5 0 10
0 0 14 14
88 8 134 2 234
57 4 133 194
21 4 1 26
0 0 0 1
11 2 13
698 1,103 1,766 688 4,254
698 1,103 763 498 3,062
0 0 1,002 190 1,192
UBS AG
( ) 103 149 70 27 349
1 2 3
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UBS AG
SE UBS AG 2014 12 31 2013 12 31
UBS AG
SE SE
2014 2013 SE
UBS AG SE
UBS AG
2014 12 31
6 ) (44)
54 54
63 (158) 10 (85)
69 (208) 64 @5
( £ 1? 14*
2013 12 31
1 (48) (19) (66)
64 64
@7 (368) 113 (525)
(270) (416) 159 (527)
( 22 0 13*
! 2014 12 31 2013 12 31 142 204
2 10 2013 12
31 10 UBS AG 30 2013 12 31 10
8 10 2013 12 31
UBS AG 10 2013 12 31
2014 2013 UBS AG UBS AG SE
UBS AG
UBS AG
UBS AG
UBS AG UBS AG
UBS AG
UBS AG
2014 UBS AG 2014 UBS AG
60 2013 30
140 2013 12 31 130
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31
2014
2014
2013
2013 UBS AG
90
55 21 14
35
55
32
UBS UBS AG
2014 UBS UBS AG
UBS
UBS AG UBS AG 2014 10 2014 29 UBS
AG UBS AG UBS AG
UBS AG 2014 12 31 UBS AG 96.68 UBS
UBS AG
UBS AG
2014 12 31 2013 12 31 2012 12 31
185 178 26
55 59 (€Y
64 54 3
50 43 20
261 210 273
61 229 51
30 ®) ©)
31 235 58
677 772 371
327 156 358
319 548 0
29 68 14
2 0 0
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2014 12 31 2013 12 31 2012 12 31
145 65 64
35 (15) 115
138 88 247
28 3 0
4 5 (10)
(29) 8 (56)
6 3 @
327 156 358
2014 12 31 2013 12 31 2012 12 31
49 35 @
IT 23 8 4
3 2 0
11 4 0
148 76
IT 82 59
2 364 ®)
319 548 0
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33
2014 UBS AG
33a UBS AG
33b
a
2014 12 31 UBS AG
UBS AG
2014 12 31
2015 766
2016 719
2017 655
2018 522
2019 427
2020 2,080
5,170
403
4,767
2014 12 31 2013 12 31 2012 12 31
759 792 860
73 74 87
686 718 773
b
UBS AG
2014 12 31
2015 388 23 365
2016 2019 618 35 583
2020 161 8 153
1,167 66 1,101
2014 12 31 187
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34
UBS AG UBS AG UBS AG
BoD
GEB
a
BoD 2014
BoD GEB
2014 12 31 2013 12 31 2012 12 31
- 19 20
2 8 10 0
DCCP 18 19 21
2 2 1
1 2 1
3 35 38 34
86 89 76
12013 EU CRD 1V 2
s 2014 2013 2012
EOP
BoD UBS BoD
2014 7.1 2013 7.6 2012 7.6
b
1 1
2014 12 31 2013 12 31
BoD GEB
2 1,738,598 2,865,603
BoD GEB 3 3,716,957 3,951,869
o014 12 31 UBS AG UBS AG 2013 12 31
UBS AG UBS AG 2014 UBS AG UBS AG
2 29 3
2014 12 31 2013 12 31 95,597 5,597
2014 12 31 2013 12 31
29
2014 12 31 BoD GEB UBS AG
c
BoD GEB
BoD
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1
2014 2013
20 19
10 2
(€) (€))
27 20
! UBS AG
d
2014 2013 UBS AG UBS
2014
Immo Heudorf AG 2013 H21 Macro Fund Ltd
DKSH Holding Ltd. Immo Heudorf AG
2014 2013
10 11
0 0
10 1
1 0 10
1
2014 2013
UBS AG 0 0
UBS AG 0 2
e
2014 2013
288 450
313 2
@ (163)
1) 0
3 0
552 288
539 271
1 1
2014 12 31 2013 12 31
169 163
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1 2

2 2

- 30
f UBS AG UBS AG
2014 12 31

227

80

772

511

35
UBS AG UBS AG
UBS AG
UBS AG
UBS AG UBS AG
UBS AG
UBS AG
2014 2013
2014 12 31 2013 12 31

UBS AG 270 244

854 714

1,610 1,432

2,734 2,390

173 156
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1
2014 12 31 2013 12 31 2014 12 31 2013 12 31 2012 12 31
0.99 0.89 0.92 0.92 0.93
1.20 1.23 1.21 1.23 1.20
1.56 1.48 1.51 1.45 1.49
100 0.83 0.85 0.86 0.95 1.12

12
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37
2014
2015 10 2014
2014
112
2014
22
2015 15 SNB
50
1.25 0.25
0.95
100 0.80
UBS
2015 28
12
SRB
2014 12 31
Tier 1 CET1
UBS AG SNB
UBS AG
2015 UBS AG
377

2014 12 31

UBS AG

2015

SNB

1.07
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134

SNB
LIBOR
0.25

1.47
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38 GAAP

UBS AG IFRS
FINMA IFRS
IFRS GAAP FINMA  2008/2
IFRS 23 27
FINMA

UBS AG
- GAAP 2015 UBS AG

IFRS
GAAP

IFRS

GAAP

UBS AG IFRS

GAAP

IFRS UBS AG

GAAP

IFRS

GAAP

20

GAAP IFRS

UBS AG UBS AG IFRS 1AS 19
GAAP FER 16
IFRS
FER 16 GAAP 1AS
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IAS 19

GAAP
IFRS
IFRS
GAAP

GAAP
FER 16 FER 26

FER 26

IFRS

GAAP

GAAP
IFRS

IFRS
GAAP
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39 SEC
UBS AG
SEC UBS AG UBS
UBS
UBS UBS AG
2014 12 31 UBS AG UBS
150 2017 2018
UBS AG IFRS
IFRS UBS AG
UBS AG
UBS
UBS AG UBS AG
2014 12 31 C 2 2 ¢ )
11,585 1,501 1,160 (1,143) 13,194
(6,287) (597) (898) 1,143 (6,639)
5,298 995 262 0 6,555
«C ) (108) 9 9 13 (78)
5,190 1,003 270 13 6,477
6,111 7,288 3,799 122 17,076
2,750 438 237 416 3,841
5,584 95 (46) (5,002) 632
19,636 8,825 4,261 (4,695) 28,026
7,991 5,806 1,483 0 15,280
5,621 2,415 1,341 0 9,377
595 139 83 0 817
7 59 16 0 83
14,214 8,420 2,922 0 25,557
') 5,421 404 1,339 (4,695) 2,469
( ) 949 (2,375) 248 @ (1,180)
') 4,472 2,779 1,001 (4,693) 3,649
) 142 0 0 0 142
( 0 0 5 0 5
UBS AG ( 4,330 2,779 1,086 (4,693) 3,502
' UBs AG IFRS GAAP UBS AG
2 IFRS UBS AG
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UBS AG UBS AG
2014 12 31 1 2 2
C ) C )
UBS AG
4,330 2,779 1,086 (4,693) 3,502
325 928 1,500 (920) 1,834
32 78 37 ®) 140
693 0 0 0 693
1,050 1,006 1,537 (926) 2,667
(999) 167 (56) 14 (1,208)
0 0 0 0 0
(999) (167 (56) 14 (1,208)
51 838 1,481 012) 1,459
UBS AG 4,381 3,617 2,567 (5,605) 4,961
260 0 0 0 260
0 0 7 0 7
4,641 3,617 2,575 (5,605) 5,229
L UBS AG IFRS GAAP UBS AG
IFRS UBS AG
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UBS AG UBS AG
2014 12 31 « 2 2 ¢ )
95,711 6,440 1,923 0 104,073
32,448 7,099 52,637 (78.850) 13,334
33,676 36,033 5,181 (50,827) 24,063
64,496 24,417 30,328 (50,827) 68,414
101,922 6,697 34,479 (4,943) 138,156
51,476 3,310 6,969 (5,737) 56,018
262,073 19,597 51,327 (76.020) 256,978
25,501 5,503 14,487 (14,512) 30,979
4,601 481 2,882 (3,562) 4,493
299,032 43,566 16,553 (43,168) 315,984
42,580 5,403 9,175 0 57,159
27,163 2 1 (26,239) 927
5,792 823 238 0 6,854
354 5,381 1,051 0 6,785
4,290 6,479 349 ) 11,060
14,649 9,021 2,256 (2.857) 23,069
1,014,379 176,942 222,867 (351,860) 1,062,327
38,461 38,269 12,611 (78,850) 10,492
33,284 22,961 3,761 (50,827) 9,180
22,087 12,548 28,010 (50,827) 11,818
18,936 4,856 8,234 (4,068) 27,958
258,680 19,448 51,993 (76,020) 254,101
32,106 5,926 18,852 (14,512) 42,372
73,857 130 5,598 (4,288) 75,297
362,564 48,236 43,474 (43,294) 410,979
86,894 157 4,312 (156) 91,207
2,725 1,268 3r2 0 4,366
33,699 17,615 21,985 (2,907) 70,392
963,293 171,415 199,201 (325,748) 1,008,162
UBS AG 49,073 5,527 23,621 (26,113) 52,108
2,013 0 0 0 2,013
0 0 45 0 45
51,085 5,527 23,666 (26,113) 54,165
1,014,379 176,942 222,867 (351,860) 1,062,327
! uBs G IFRS GAAP UBS AG
IFRS UBS AG
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UBS AG UBS AG
2014 12 31 ¢ ) 1 1 « )
« ) 7,747 (,970) 2,650 8,426
« D
(18) 0 0 (18)
2 4 9 20 70
(1.521) (300) 9% (1,915)
313 14 23 350
« ) 7,774 (568) (3,098) 4,108
« ) 6,589 (845) (3,149) 2,596
C D
« ) (3,984) 0 1,064 (2,921)
(719) 0 0 (719)
UBS (938) 0 0 (938)
40,272 24 686 40,982
(32,083) (494) (1,632) (34,210)
(110) 0 0 (110)
0 0 ® ®
(319) 0 319 0
« ) 2,118 ©70) 434 2,081
7,506 840 265 8,611
« ) 23,960 (2,445) 199 21,714
83,970 11,425 9,870 105,266
107,930 8,980 10,069 126,980
3
95,711 6,440 1,923 104,073
4 11,387 2,509 8,141 22,037
5 832 31 6 869
107,930 8,980 10,069 126,980°
! IFRS UBS AG 2
3 UBS AG 4

4,593
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UBS AG UBS AG
2013 12 31 ¢ 2 2 C )
11,308 1,984 1,204 (1,359) 13,137
(7,093) (695) (930) 1,366 (7,351)
4,215 1,290 275 6 5,786
( 19 (33) €)) 5 (50)
4,196 1,257 271 1 5,736
6,430 6,781 3,079 o) 16,287
4,922 379 159 (329) 5,130
499 416 (909) 574 580
16,046 8,833 2,600 252 27,732
8,099 5,584 1,499 0 15,182
3,959 3,364 1,058 0 8,380
575 133 107 0 816
6 60 17 0 83
12,639 9,141 2,681 0 24,461
3,408 (307) (81) 252 3,272
( 570 (937) 261 3) (110)
2,837 630 (342) 256 3,381
) 204 0 0 0 204
0 0 5 0 5
UBS AG 2,634 630 (347) 256 3,172
' uBs AG IFRS GAAP UBS AG
IFRS UBS AG
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UBS AG UBS AG
2013 12 31 1 2 2
« ) C D
UBS AG
2,634 630 (347) 256 3,172
392 (348) (311) (204) @)
17 (163) (16) 8 (154)
(1,520) 0 0 0 (1,520)
1,112) (510) (327) (196) (2,145)
824 110 6 0 939
() 0 0 0 (6)
818 110 6 0 933
(294) (401) (321) (196) 1,211)
UBS AG 2,340 229 (668) 60 1,961
559 0 0 0 559
0 0 4 0 4
2,899 229 (664) 60 2,524
! uBs AG IFRS GAAP UBS AG
IFRS UBS AG
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UBS AG UBS AG
2013 12 31 ¢ 2 2 « )
69,808 8,893 2,178 0 80,879
27,677 7,009 50,531 (71,342) 13,874
28,304 33,385 2,007 (36,290) 27,496
77,647 28,757 47,122 (61,963) 91,563
94,971 7,848 27,194 (7,165) 122,848
44,602 1,862 1,853 (5.869) 42,449
249,179 8,769 60,384 (64,248) 254,084
24,047 6,147 18,254 (21,899) 26,548
6,519 1,880 3,257 (4,292) 7,364
274,520 36,807 15,231 (39,599) 286,959
47,800 4,169 5,343 2,214 59,525
21,741 1 1 (20,901) 842
5,149 603 254 0 6,006
326 4,906 1,061 0 6,293
4,998 3,658 241 (52) 8,845
13,506 7,572 2,047 (2,896) 20,228
946,189 160,404 235,195 (328,434) 1,013,355
39,988 39,449 4,768 (71,342) 12,862
23,823 19,261 2,696 (36,290) 9,491
10,039 19,333 46,402 (61,963) 13,811
22,142 3,603 5,480 (4,617) 26,609
242,081 9,130 61,115 (64,248) 248,079
37,445 8,106 20,855 (21,899) 44,507
67,912 440 6,084 (4,536) 69,901
346,246 41,029 43,245 (39,695) 390,825
78,441 341 2,866 (61) 81,586
1,681 938 408 (56) 2,971
28,781 16,244 20,648 (2,896) 62,777
898,579 157,875 214,569 (307,604) 963,419
UBS AG 45,717 2,530 20,585 (20,830) 48,002
1,893 0 0 0 1,893
0 0 1l 0 4
47,610 2,530 20,626 (20,830) 49,936
946,189 160,404 235,195 (328,434) 1,013,355
' UBs AG IFRS GAAP UBS AG
2 IFRS UBS AG
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UBS AG UBS AG
2013 12 31 ¢ L ! « )
« ) 55,469 (8,159) 3,649 50,959
« D
(49) 0 0 (49)
2 136 0 0 136
(1,032) (160) “44) (1,236)
545 5 91 639
« 751 6,076 (861) 5,966
« ) 351 5,922 (815) 5,457
« D
« (1,400) 0 (2,890) (4,290)
(341) 0 0 (341)
1 0 0 1
UBS (564) 0 0 (564)
27,442 59 513 28,014
(65,112) (486) (3,356) (68,954)
(1,415) 0 0 (1,415)
0 0 © ©
12 32 (45) 0
« ) (41,377) (396) (5,784) (47,555)
(2,330) (207) (165) (2,702)
([GlD) 12,112 (2,841) 3,115) 6,158
71,858 14,266 12,985 99,108
83,970 11,425 9,870 105,266
3
69,808 8,893 2,178 80,879
4 9,938 2,503 7,658 20,099
5 4,224 28 35 4,288
83,970 11,425 9,870 105, 266°
! IFRS UBS AG
3 4
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UBS AG UBS AG
2012 12 31 ¢ 2 2 C )
13,376 2,774 1,882 (2,065) 15,968
(9,403) (1,153) (1,507) 2,073 (9,990)
3,973 1,622 375 8 5,978
' (90) (112) 1 83 (118)
3,883 1,510 375 91 5,860
5,979 6,333 3,130 (45) 15,396
3,142 250 157 (23) 3,526
(2,684) 783 (1,687) 4,228 641
10,320 8,876 1,976 4,251 25,423
7,682 5,369 1,686 0 14,737
4,647 2,618 1,393 ) 8,653
501 104 84 0 689
14 2,860 156 0 3,030
3 84 20 0 106
12,847 11,034 3,339 ) 27,216
C ) (2,527) (2,158) (1,363) 4,255 (1,794)
( ) (65) 165 290 7 461
' (2,462) (2,323) (1,653) 4,184 (2,255)
' 220 0 0 0 220
« ) 0 0 5 0 5
UBS AG (2,682) (2,323) (1,658) 4,183 (2,480)
' UBs AG IFRS GAAP UBS AG
2 IFRS UBS AG
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UBS AG UBS AG
2012 12 31 1 2 2
C D C D
UBS AG
(2,682) (2,323) (1,658) 4,183 (2,480)
2,080 148 (701) (2,039) (511)
39 ) @ 0 26
384 0 0 0 384
2,503 142 (708) (2,039) (102)
718 @) 662 0 609
6 0 0 0 6
724 (771) 662 0 615
3,227 (629) (46) (2,039) 514
UBS AG 545 (2,952) (1,704) 2,144 (1,966)
0 0 179 0 179
0 0 20 0 20
545 (2,952) (1,505) 2,144 (1,767)
! uBs AG GAAP UBS AG
IFRS UBS AG
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UBS
UBS AG UBS AG
2012 12 31 ¢ ! ' (G
« ) 49,291 10,795 7,075 67,160
« D
1) 0 0 11)
2 41 0 0 41
(878) (189) (50) (1,118)
194 5 3 202
«C ) (12,429) (780) (785) (13,994)
« ) (13,082) (965) (832) (14,879)
« D
') (26,177) 0 (11,790) (37,967)
(1,159) 0 0 (1,159)
UBS (379) 0 0 (379)
49,885 575 5,430 55,890
(49,981) (23) (4,254) (54,259)
(221) 0 0 (221)
0 0 (16) (16)
(2,600) (99) 2,698 0
(30,631) 452 (7,932) (38,110)
(200) (352) (121) (673)
5,377 9,930 (1,808) 13,500
66,481 4,336 14,793 85,609
71,858 14,266 12,985 99,108
3
54,192 11,395 796 66,383
4 13,387 2,824 12,133 28,344
5 4,279 47 56 4,381
71,858 14,266 12,985 99,108°
! IFRS UBS AG 2
3 4

UBS AG

10,109
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UBS AG UBS AG
UBS AG
UBS AG UBS AG UBS AG 2014 12 31
UBS AG 9,910
2014 12 31
UBS 2003 LIBOR+0.7 0.3
UBS 2006 6.243 1.0
UBS
UBS AG UBS UBS AG UBS
UBS AG

341/583



EDINETOOOO
00000000000 0O(E05852)

OooooOodd
UBS AG
2014 2013
UBS AG 2013 2,753 2014 7,849
1,902 3,267
2,034 1,351
683 860
2013
954
3,183 4,850
3,670 UBS
291
2013 270 2014 212
1,351 18,425
1,053 5,097
842 210 842
303
261
190 210
274
63
127
262 6,192
372 192
465
168
802 3,407
1,361 3,729
760
4,494 676
1,816
324
183 137

683 12,514
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1,369 6,787
IFRS
1,355
- b
686 5,727
IT
860 415
2013
954 1,613
2014
399
- b
3,183 4,850
3,670 4,646
230
2013 2009
UBS 291
57
2014 212 270
IFRS UBS AG 1,180
UBS AG
UBS AG GAAP

UBS AG
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2014 12 31

300

70

2014 12 31

250

2014 12 31

50

2014 12 31
42,376

2014 12 31
2013
938

UBS AG
UBS AG
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31 2013 12 31
2013 12 31 620 7,780
2014 12 31 260
130
50
110
550 7,360
4,020
160 950
110 340
430
2013 12 31 35,437
2014 7,849
1,842 28,453
2,753 2014
2013 12 31 1,020
UBS 2014
UBS AG
2014 12 31

10
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UBS AG
2014 12 31 2013 12 31 2013 12 31

8,665 8,792 @

2,683 2,409 1

198 135 47

(6,450) (7,292) (12)

5,097 4,044 26

492 324 52

6,248 6,713 Q)

598 649 ®)

(1,147) (1,231) (©)

6,192 6,454 (O]

3,407 4,209 (19)

147 81 81

878 1,015 13

26 30 (13)

4,494 3,734 20

(1,816) (2,492) @7

3,729 2,368 57

18,425 17,074 8

6,787 8,156 an

5,727 5,041 14

12,514 13,197 ®)

5,911 3,877 52

415 1,275 (67)

616 579 6

1,613 659 145

3,267 1,365 139

4,850 1,667 191

€D ) 533

( (212) (270) (21)
7,849 2,753 185
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2014 12 31 2013 12 31 2013 12 31

11,425 11,592 @
3,538 3,176 11
261 178 47
(8,504) (9,615) 12)
6,720 5,332 26
649 427 52
8,238 8,851 )
788 856 ®)
(1,512) (1,623) )
8,164 8,510 (©)
4,492 5,550 (19)
194 107 81
1,158 1,338 (13)

34 40 13)
5,925 4,923 20
(2,394) (3,286) @7
4,917 3,122 (57)
24,293 22,512 8
8,949 10,754 @17
7,551 6,647 14
16,500 17,400 )
7,794 5,112 52
547 1,681 (67)
812 763 6
2,127 869 145
4,308 1,800 139
6,395 2,198 191
(75) 12) 533
(280) (356) (21)
10,349 3,630 185
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2014 2013
12 31 12 31
95,711 69,808 37
10,966 22,159 (51)
112,649 127,689 12)
183,001 153,326 19
155,406 152,479 2
101,820 94,841 7
37,154 34,985 6
27,199 21,758 25
5,932 5,193 14
2,012 2,025 @
14 42,385 29,085 46
6 3,568 2,568 39
777,893 715,917 9
4,257 1,776 140
144,031 150,663 0]
34,235 22,885 50
94,952 79,207 20
18,965 22,165 (14)
112,709 106,040 6
289,779 271,339 7
602 779 (23)
77,067 75,585 2
49,803 49,620 0
4,700 6,610 (29)
14 42,911 37,415 15
6 6,962 6,029 15
9 2,831 2,805 1
735,517 680,480 8
18,840 13,800 37
10,11 384 384 0
10 28,453 26,611 7
40,782 41,692 @
(12,329) (15,081) 18)
10 0 1,020 (100)
0 1,020 (100)
10 5,689 4,669 22
7,849 2,753 185
10 42,376 35,437 20
777,893 715,917 9
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2014 2013
12 31 12 31
126,195 92,042 37
14,459 29,217 (51)
148,528 168,358 12)
241,405 202,160 19
204,903 201,044 2
134,250 125,048 7
48,988 46,128 6
35,862 28,688 25
7,821 6,847 14
2,653 2,670 (€))
14 55,885 38,349 46
6 4,704 3,386 39
1,025,652 943,937 9
5,613 2,342 140
189,905 198,649 0]
45,139 30,174 50
125,194 104,434 20
25,005 29,225 14)
148,607 139,814 6
382,074 357,760 7
794 1,027 (23)
101,613 99,659 2
65,665 65,424 0
6,197 8,715 (29)
14 56,578 49,332 15
6 9,179 7,949 15
9 3,733 3,698 1
969,779 897,213 8
24,841 18,195 37
10,11 506 506 0
10 37,515 35,087 7
53,771 54,971 @
(16,256) (19,884) 18)
10 0 1,345 (100)
0 1,345 (100)
10 7,501 6,156 22
10,349 3,630 185
10 55,873 46,724 20
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1,025,652 943,937 9
143,602 100,653 43
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0000000
2015 AGM
2014 12 31
7,849 10,349
7,849 10,349
7,849 10,349
7,849 10,349
2015 AGM 0.10
0.50
0.50
AGM
0.10 0.25
( )UBS AG UBS AG
33 UBS AG UBS AG
() UBS AG  UBS AG
UBS AG
2016 AGM
2014 12 31
1.2 40,782 53,771
0.50 3 @922 * @.534 ¢
0.25 3 (961) (11267)
37,899 49,970
! 40,782 12,329
28,453 2 %011
UBS 274 2011
2012 2013 2014 AGM 2014 12 31 256
3 UBS AG
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UBS AG

UBS AG Operating
environment and strategy UBS

UBS AG
Risk, treasury and capital
management

UBS AG IT

UBS AG 2013 12 31 33,291 2014 12 31 32,974

UBS AG GAAP  FINMA 2008/2
GAAP
38 UBS AG

UBS AG 36

UBS AG
UBS AG
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UBS AG
FINMA  2008/2
GAAP FER 16
UBS AG
GAAP 1AS 19
UBS AG

UBS AG IFRS

UBS AG

GAAP FER 16

GAAP FER 16

GAAP FER 26

IAS 19
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IAS 19
GAAP FER 16
UBS AG
GAAP
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b
UBS AG  UBS UBS AG
UBS 2014
IFRS
1,330
1,355 25
UBS AG
2014
2014 UBS AG ()
() IFRS
399
C
32 2011 2013
2015
2014
30 2014 FINVA  2015/1
FINMA GAAP 2015
2015
GAAP 2015 12 31
UBS AG 2015
2015 GAAP GAAP

IFRS
UBS AG GAAP
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(@)
2014 12 31 2013 12 31 2013 12 31
56 245 an
3,089 3,689 (18)
313 275 14
3,407 4,200 (19)
! 2014 2013
123
)
2014 12 31 2013 12 31 2013 12 31
47 26 81
2,498 1,017 30
1,853 1,682 10
96 110 (13)
4,494 3,734 20
UBS @ (187) (98)
Q.772) (2,096) (15)
(40) (209) (81)
(1.,816) (2,492) @n
)
2014 12 31 2013 12 31 2013 12 31
96 76 26
4,646 976 376
63 49 29
45 275 (84)
0 201 (100)
4,850 1,667 191
0 3) (100)
(55) ) 686
@ 0
(E€)) ©) 533
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(@)
2014 12 31 2013 12 31 2013 12 31
1,344 1,412 )
348 394 (12)
179 313 (43)
1 1,697 449 278
3,568 2,568 39
Loows 12 31 1,323 22b
(@)
2014 12 31 2013 12 31 2013 12 31
3,597 2,690 34
538 728 (26)
720 655 10
680 563 21
232 387 (40)
1,193 1,006 19
6,962 6,029 15
2014 12 31 2013 12 31 )
0 0 496 405 (100) (100)
1 27,973 21,643 33,632 22,634 an [O)
57,846 17,237 45,071 15,849 28 9
1,153 0 4,144 0 (72) 0
2 86,972 38,880 83,343 38,888 4 0
1
2014 12 31 45
2013 12 31 58
2014 12 31 49 2013 12 31 33
UBS AG

357/583



EDINETOOOO
00000000000 0O(E05852)

0000000
a
2014 12 31 2013 12 31
0 0
680 563
680 563
UBS UBS 385 119
UBS 102 295
1,168 977
1
b
2014 12 31 2013 12 31
4,572 4,772
UBS AG ') 0 0
0 0
444 468
45 49
489 517
! FER 26 FER 16
2014 12 31 2013 12 31 UBS AG

2014

-

2013
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1
2013 2014
12 31 12 3
747 (337 74 (190) 402 695
606 72 57 (141) 305 655
15 (15 0 @ 12 12
! 18 0 0 (13 0 5
46 @ 11 35 1 23
61 (149) 5 0 84 0
21 %) 0 6N 14 28
2 726 (1,119) %) (158) 2,439 1,881
3 1,455 (605) 72 @1 124 329
¢ 84 ) 4 @ 2 83
215 ®) 8 23) 12 208
85 0 0 IeH) 13 97
3 0 1 0 6 10
169 8) 2 ® 28 172
3,505 (2.096) 153 (1.100) 3,041 3,504
701 673
2,805 2,831
! 2 3 b 42014 12
31 14 2013 12 31 16 2014 12 31
70 2013 12 31
10
(
C ) )
2012 12 31 2013 384 31,997 889 6,551 (6.645) 33,176
1 71 72
« ) (4,894) (,751) 6,645 0
(564) (564)
« ) 2,753 2,753
131 (131) 0
2013 12 31 2014 384 26,611 1,020 4,669 2,753 35,437
0 28 28
« ) 2,753 (2,753) 0
(938) (938)
C ) 7,849 7,849
(1,020) 1,020 0
2014 12 31 384 28,453 0 5,689 7,849 42,376
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11
2014 12 31
3,844,560,913 384,456,091 3,842,445,658 384,244,566
3,842,445, 658 384,244,566 3,842,445, 658 384,244,566
UBS AG 1 2,115,255 211,526
516,200,312 51,620,031
2013 12 31
3,842,002,069 384,200,207 3,768,225,119 376,822,512
3,768,201,817 376,820,182 3,768,201,817 376,820,182
UBS AG 1 73,776,950 7,377,695
UBS AG 1 23,302 2,330 23,302 2,330
518,759,156 51,875,916
! 2014 51 123 UBS AG UBS AG
91 2013
55 69
2014 12 31 UBS 136,200,312 2013
12 31 138,759,156
2010 14 UBS AG
380,000,000
2013 SNB
100,000,000 SNB SNB UBS 2008
2009
UBS SNB SNB
2013
uBS AG 2014 12 31 UBS AG 96.68
UBS AG 2014 12 31 3.32 UBS AG
12
Compensation
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0000000
13
)
2013
2014 12 31 2013 12 31 12 31
39,080 61,016 (36)
23,140 44,446 (48)
7,842 7,816 0
2,555 2,719 6)
5,543 6,035 @
53,041 58,712 (10)
52,172 57,817 (10)
868 893 %)
1 9,931 18,970 (48)
6,048 10,452 42
125 46 172
3,758 8,471 (56)
45 47 10
! UBS AG
UBS AG
UBS AG UBS UBS AG UBS
UBS AG
UBS AG
UBS AG VAT
VAT
1
14
2014 12 31 2013 12 31
¢ (
PRV NRV? by PRV NRV® )
121,684 119,550 17,796 115,763 112,033 23,298
10,834 11,225 503 16,665 16,634 1,290
90,952 90,680 6,038 69,224 75,989 6,082
1,602 1,327 50 1,982 2,001 49
16,068 19,022 603 14,209 19,400 552
1,053 917 27 305 421 38
5 242,104 242,721 25,017 218,148 226,478 31,310
199,810 199,810 189,063 189,063
42,385 42,911 29,085 37,415
! 2 ppy
3 \Rv “PRV  NRV 5
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15
(@)
2014 2013 2013
12 31 12 31 12 31
5,853 5,153 14
16 1,725 (99)
5,869 6,879 (15)
UBS AG
UBS AG
UBS AG UBS
AG UBS AG
16
2014
2015 10 2014
2014 134
2015 15 SNB 2011
SNB SNB
50 0.75 LIBOR
1.25 0.25 0.75 0.25
2015 28
0.95 1.07 1.47
100 0.80
UBS AG 2015 28
2014 12 31 UBS AG 10
UBS AG
UBS AG
UBS AG
2015 UBS AG 535
377 2015
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Statement of comprehensive income

For the pear ended
CHF milfan .Aki4 HAL IR FAE
Comprehensive income attributable to UES AG sharehaolders
et profiti{loss) 3502 n 12,480

Other comprehensive Income
irther comprehensive Income that may be reclassified to the Income statement

Foreign cerency translation movemensts, befooe tax 1,830 (440 {363
Fareign exchange amoents recirssified to e income statesent from equity 2 (36} (5)
Income tax relating to foreiga cumescy traredation mowements. (7 5 191)
Subsotal foreign censency tramslation, net of tax 1,804 [t ] {511)
Hrumclal invesiments avadable-forsale
et unrealiced gamns{losses) on financial imsestments avalabie-for-sale, before fax ELL] 57 EELS
Imparisrent chavges recdassified i the incsme statement fram equity i 4 85
FRealized gains reclasified fo e income statement from equity (244} (25} 433
FRealived losses reclansified %o the income statement fram equity 1] L1 14
Income Sax relating b net unnealized gainsi lowes) on fnancial investsests sailable-forsde (52} n 2
Subsotal financial imvestments available-for-sale, net of tax 140 (154} 2%
Cash flow hedges
Effactive orsion of changes in fair wabe of derivative instruments desigeated as cash Sow Bedges, befors tax 2,688 552} 1,714
Mt seafiznd [gains)/Tozses reclasified i the income statement fram eguity {1,187} {1,261} 1,235
Income tax relating to cash flow hedges (158} 353 195
Subsotal cash fow hedges, net of tax k] 11,5204 s
Tatal other comprehensive income that may be redlassified to the Income statement, net of Lax 3,887 {2,145} (103
Other comprehensive Income that will not be reclassified 1o the income statement
b boml g 1
Gains/{loases) an define benefit plass, befors tax 1,454} 1178 1,023
Income tax relating to defined benefit plans 47 (335} [LIE]
Subsotal defined benefit plars, netof tax {1, 08} 539 L]
Property revaluation surplus
Gains on pruperty revaluation, brfoee tax 0 [ .
et {gains)iloses rechissfied o szined eamings L 4] @
Income fax relating bo gaiss an property reealustion o o 5]
Subsctal chasges in property resalussion surphss, net of tax L] [} [
Total other comprehensive income that will not be reclassified to the Income statement, net of tax {1, 208} 913 615
Tatal other comprehensive income 1,484 {1,211} 5id
Total comprehensive income atiribstable to UBS AG shareholders 4,981 1,961 1,966)
Table continues on the next page.

i

353 4
i
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Financial information
UBS AG corsolidated financial staterments

Statement of changes in equity

CHF million
Balance as of 1 January 2012
Ezuanoe of stamw capital
Mcnuisition of treasury shanes
Disposition of tressury shares
Treasury share gains/{lesses) and net premizm /| disooent) an own equity derivartie acivity
Premium s shares isued and wamants exerdsed
Employee share and share opfion plans
Tan fespemse)l beseld recognized in stare presium
[Dividends
Equity classifind ax ohlig fo puechase own shases.
Prafemad nobes
New consolidaions and offer incresses | domeanes ]
Deconsolidations and other decreases
Total comprehensave income for the year

o wiich: Maf profit/foss)

cefwinche Oty comprethensive noome that may be mclarnbed do the noome stafoment, sef of te

oif il Oty compreiensive income that will not be reclassified fo e income Sefement, ned of fay —

defined benefit plans

cefwinche Other comprsthensive ncome thatt will nod be reclassifing fo e income sefemant, ned of fay —

foveim curency fansiatinn
Balance as of 31 December 2012
Ezuanoe of shamw capital
Mcnisision of tneasury shanes
Disposition of treasury shares
Treasury share gains/{losses) and net premiem /| disooent) an own equity derivaties acivity
Premium on shares sued and wamants exerdsed
Emplayee share and share opsion plans
Tan fespemse)l bemel recognized in stare presium
[Dividends
Equity classified as oblig fo puechase own shases.
Prafemed nobes
erw consolidations and offer increases f{domeanes]
Deconsolidations and other decreases
Teotal comprehensive income for the year

o wiich: Mef peoft/foss)

cefwiohe Ot comprsthensive noome that may be rclaenibed io the moome stafement, sef of te

o witioh Ot compreihensive income that will nod be reclassifing fo e income Sefement, net of fay —

defined banefit plans

oefwiich: Other compreihensive income that will not be reclasified fo e income sefemant, ned of fay —

doveign curency fansiation
Balance as of 31 December 2013

JEEE

-

Share

814

126
[457)
@y

11

Egﬁsﬁ

{11}

13,952

EDINETOOOO
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Equily classifind
Trezsusy = obligation ko
shares purchase own shares

11,160} (29)

(1,398
1,486

11,071} )

{1,831) i48)

1 Excludes delined bereli plres that are eocsded dinecty in retained earmings. 7 Srdlects the payment of CHF (.25 (3013 CHF 0,15, 301 2 CSF 000 per shame of CHF 0. 10 par salwe ot of capital contibution reseres

of LB A (standalonel.

356
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Financial information
UBS AG corsolidated financial staterments

UBS AG shares issued and treasury shares held

Far the year ended %% change from
Mumber of shaves EIRERL] EIRFAE] 3.2 iR R
Shares issued
Balance at the beginning of e year 3,842, 002,089 3 835,250, 193 38EF 121 805 a
Esusnoe of thans 2,550,844 6,751,838 302833 %]
Balance at the end of the year 3,844, 560,913 3 842,002 069 3,855 350,313 a
Treasury shares
Balance at the beginning of e year TR 800,252 A7, 87960 B4,055. 551 (15
AcruisiSione 51,317,488 55,285 006 114,202 481 m
Dispasitinss! {123,002, 485) (65,425 365) (111,368,431} m
Balance st the end of the year 2,115,258 73,800,252 ETATE A omn

1 Thee 133 reillbon ey shares
ampioyes sue-baned omperation plae. Refer 5o Mo 32 fo more inlomeation.

Conditional share capital

A5 of 31 Decemnber 2014, 126,200,312 additional UBS. AG shares
could have been issued to fund UBS AG's employes share option
programs.

Additional conditional capital wp to a maxmum number of
380,000,000 shares was available as of 31 Decenber 2014 for
comversian rights/warrants granted in connection with the Esu-
ance of bonds or similar financial instruments.

360

of 2uring 2014 included 99 million shases relaied w the eechange of LES &G shanes for shares of IBS Groap AG. The remainder mainly eiated 1o the delivery of shares undes

In 2013, the conditional capital of up to 100,000,000 shares,
which was available in conmection with an arrangement with the
Swviss Mational Bank (SMEB), was removed. The SME provided a loan
to the SNE StabFund, to which UBS AG fransferred cartain illiquid
sacurities and other positions in 2008 and 2009, As part of this
arrangement, UBS AG granted warrants on shares to the SME,
which would have become exercsable if the SMNE had incumed a
loss on the boan. In 2013, the loan was repaid in full, the warants
were terminated and the respective conditional capital wes re-
moved.
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Financial information
UBS AG corsolidated financial staterments

Statement of cash flows (continued)

Table continued from previous page.

For the year ended
EHF milfan 3.12.14 311213 31212
Cash flow from ! (used ind financing activities
et short-tenm debit Esued f{repaid) {2,521} L] (37,967
et movements: i neasury shanes and own edquity derivative activity (7145} (341} {1,159
Capital ksuance ] i @
Diswibutions prid on UBS AG stans [538) (S6dy {34
Esuance of long-ter= debt, induding fnascial Fabifties designated at fair walue 40,582 o4 55,890
Repayment of |oag-term debt, induding financial Babilities designated at fair valee {34, 210) 68,5543 (54,254
Oidends paid and epay=ents of preforced notes {18} 11415 {221)
Mt changes of non-contraling interests (3 & (18]
Het cash flow fram/ (used in} Hnanding actividles 2,081 {47,555} (38, 11
Effects of enctange rabe differences on cach and cash equeivalests 8,811 2,703} [
et increase (decrease) in cash and cash equivalents 21, T4 6,158 13,500
Cath and cagh equivalents at the beginning of the year 105, 266 49,108 85,609
Cash and cash equivalents af the end of the year 128,580 05, 266" 95, 108
Cash and cash equivalents comprise
‘Cash and balances with meateal Banks 104,073 BOATS 64,383
[Due fram basks" 22,027 20,095 28,344
Meney market paper® 80 4 4,381
Total! 126,580 BO5 26 25,108
Additional information
Mt cash Sow from Mesed in) operating aciities includi:
Cash meosived as intesest 11,521 12,148 14,551
Cah paid & inferest 5,380 TATE G185
Cazh received a3 dwidends on equity imvestments, imestment funds and azsociates 1,561 142 1,420
1 Cash and cxsh equivabents 3t of 31 Decercher 2012 wese restated from CHF J0ELET million to OHF 105265 il redated fo the remoal of deahrve chatt cash baiaroes S the Sabince et

e 1o Mote 1 bder mone ieformation. > incudes positions recsgnized In 1he balanoe sheet undes D from banks (31 Deoembe 2004 C5F 11,772 milbas, 31 Decersber 3012 CHF 11,117 million, 31 Depembas 003
CHF 15,351 milkan} and Cash oolisiesl receivables. on derisatha inetTements with bonic coenterpartie: (31 Depemiber 2004: CHF 10,265 million, 31 Dacemiser 20130 CHF 8,57 million, 31 Decemiber 3012-CHF 12,383
millizn, refer to Note 100 3 Maney ma et s Inchoend b b bk noe sheet under Trading portiolio amets (31 December 2014 O5F 525 milbas, 21 Deoembar 7013 CHF 1,716 millin, 31 Decsmber 20017 CHF

2,187 rillin| andd Firamdal ivvestments sl (21 Decamber 2014: O4F 34 millkn, 31 Decercher 2013 C5F 1571 milln, 31 Decorsber 201 1 O4F 2,190 millm). 4 CHF 4553 million, CHF 4 956 million
anl CHF 10,105 miflion Hlﬂﬂmﬂ* wefiectedl In D from bamles) were sestricied 3 ol 31 Decerber 2014, 31 Depember 7003 and 21 Decembe 2017, sepertisnyt. Arter 1o Hote 15 for e
© Inciuges difrends it ()14 CHF 54 million, 2013: CF 69 millan, 2003 CHF 37 million) seponied within cish fioss from/ (s In) iIvvesting adbiies
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Notes to the UBS AG consolidated financial statements

Mote 1 Summary of significant accounting polides
a) Significant accounting policies

The significant acoounting policies applied in the preparation of
the consolidated finandal statements {the “Fnancial Statements™)
of UBS AG and its subsidiaries ("UBS AG”) are desoribed in this
note. These polices have been applisd consistently in 2l years
presanted unless otherwise stated.

1) Basis of accounting

UBS AG provides a broad range of financial services induding:
advisory services, undenariting, fimancing, market-making, assst
management and brokerage on a global level, and retail banking
in Switzerland. UES A5 was formed on 29 June 1998 when Swiss
Bank Corporation and Union Bank of Switzerland merged. During
2014, UBS Group AG was estahblished a5 the holding company of
the Group and the parent company of UBS AG.

=+ Rafer to Mote 32 for mone information on the establishment of

UES Group AG

The Financial Statements are prepared in accordance with In-
ternational Finandal Reporting Standards {FRS) as issued by the
International Accounting Standards Board (145B), and are pre-
sented im Swiss francs (CHF), the currency of Switzerdand where
UBS AG & incorporated. On 5 March 2015, the Financial State-
ments were authorized for ssue by the Board of Direclors. The
Financial Statements are prepared using uniform acoownting poli-
cies for similar transactions and cther events. Intercompany trans-
actions and balances have been eliminated.

Dischosures incorporated in the *Risk, treasury and capital man-
agement™ section of this report, which form part of these Financial
Statements, are marked as audited. These disclosures relate to re-
quirements under IFRS 7 Finandial instruments: Disclosures and 145
1 Presentation of Financal Statements and are not repeated in the
“Finzncizl information — consobdated financial statements™ section.

2} Use of estimates
Freparation of these Finandal Statements under IFRS requires man-
agement to make estimates and asumplions that affect reportad
amounts of assets, liabities, income and expenses and disdosure of
contingent assets and liabilities. These astimates and assumpbons
are based on the best available information. Actual resulis in the
future could differ from sech estimates and such differences may be
material to the Financial Statements. Revisions to estimates, basad
on regular reviews, are recognized in the period in which they ooour.
The following notes to the Finandal Statements contain infor-
miation about those aress of estimation uncertainty considered o
require critical judgment and hawe the most significant effect

on the amounts recogrized in the Finandal Statements: Note 8
Income taxes, Note 12 Aflowances and provisions for credit losses,
Mote 17 Goodwill and intangible assets, Note 22 Provisions and
contingent labilities, Mote 24 Fair value measurement, Note 28
Pension and other post-employment benefit plans, Mote 29 Fquity
participation and other compensation plans and Mote 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 Egquity attnbutable to UBS AG shareholders.

LUBS AG contrals 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 sharehclding of more than one-half of
the woting rights.

In other cases, the assessment of control is more complex and
requires greater use of judgment. Where LBS 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 droumstances to
determine whether UBS AG has power over ancther entity, that
is, the current ability to direct the relevant activities of an entity
when dedsions about those activities nesd to be made. Factors
such as the purpose and design of the entity, rights held through
contractual arrangements such as call rights, put rights ar liquida-
tion rights, as well as potential decision-making rights are all
considerad in this assessment. Whare UBS AG has power over the
relevant activities, a further assessment = made to determine
whather, 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-
miakirg authority, (il rights held by other parties, including re-
moval or other partidpating rights and (i) exposure to vaniability,
induding remumeration, relative to total variabiity of the entity as
well as whether that exposure is different from other investors. I,
after review of these factors, UBS AG condudes that it can exer-
cise its power to affect its own returns, the entity is consolidated.

Subsidiaries, induding 5Es, are consolidated from the date
control is obtained and are deconsolidated from the date control
ceases, Control, or the lack thereof. & reassessed if facts and
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MNote 1 Summary of significant accounting policies (continued)

circumstances indicate that there is a change to one or more of
the elements needed to establish that control is present.
=% Refer to Note 30 for more information on subsidiafies and
structured entities

Structured entities (S5

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 any voting rights relate only to administrative
tasks and the relevant activities are directed by means of conirac-
tual arrangements. Such entities generally have a narrow and
well-defined objective and include those historically referred o as
special purpose entities (SPEs) and some investment funds.
UBS AG assesses whether an entify is an 5E by considering the
nature of the activities of the entity as well as the substance of
voting or similar rights afforded #o other parties, including irwes-
tors and independent boards or directors. UBS AG considers rights
such as the ability to liguidate the entity or remiove the decision
miker to be similar to voting rights when the holder has the sub-
stamtive shility to exercise such rights without cause. In the ab-
sence of such rights or in cases where the existence of such rights
cannat 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 induding allowing dients to
obtain or be exposed to particular risk profiles, to provide funding
or to sell or purchase credit risk. Many SEs are esiablished as
bankruptcy remote, meaning that only the assets in the SE are
availzhle for the benefit of the SE's investors and sudh investors
hawe no other recourss to UBS AG. UBS AG is deemed to be the
sponsor of an SE when it is imobved in its creation, establishment
and promotion and fadlitates its omgoing success through the
transfer of assets or the provision of explict or implidt financial,
operational or other support. VWhere UBS AG acts purely as an

advisor, administrator or placement agent for an 5E created by 2

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

the consolidation principles described above, considering the na-
ture and scope of UBS AG's imvolvernent. As the nature and extent
of UBS AG's involvernent is unique to each entity, there is mo uni-

form conschidation outcome by entity — certain entities within a

dlass are consolidzted and others are not. When LUBS AG does not

consolidate an 5E but has an interest in an 5E or has sponsored an

SE, additional disclosures are provided in MNote 30 on the nature of

these interests and sponsorship activities. The dasses of SEs UBS

AG s invohed with indude the following:

— Securitization struciured entities are established to issue securi-
ties to investors that are backed by assets held by the SE and
whereby (i} significant credit risk assodated with the securi-
tized exposures has been fransferred to third parties and i)
there is miore tham one risk position or tranche issued by the
securitization vehicle in line with the Basel Il securitization
definition. Al securitization entities are dassified as 5Es.
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— (hent inuestrment structured antities are established predomi-
nantly for dients to imest in spedfic assets or sk exposures
through purchasing notes issued by the 5, predominantly on a
fixed-term basis. The SE may source assets via a transfer from
LUBS AG or throwgh an external market trarsaction. In some
cases, UBS AG may enter into derivatives with the 5€ to either
align the cash flows of the entity with the irvestor’s intendad
investment objective or to introduce other desired risk expo-
sures. In certain cases, UBS AG may have interests in a thind-
party sponsored SE to hedge spedfic risks or partidpate in asset-
backed finandng.

- Investment fund structured entities have a collective investment
objective, are managed by an investment manager and are &i-
ther passively managed, such that any decision-making does
not have a substantive effect on variability, or are actively man-
aged and mwestors or their gowerning bodies do not have sub-
stantive voting or similar rights. UES AG creates and sponsors a
large number of funds in which it may have an interest through
the receipt of variable management feas and/or a direct invest-
mient. In addition, UBS AG has interests in a number of funds
created and sponsored by thind parties, including exchange-
traded funds and hedge funds, to hedge isswed structured
products.

Business combinations

Business combinations are accounted for using the acquisition
method. As of the acquisition date, UBS AG recognizes the iden-
tifiable assets acguired and the liabilties assumed at their acquisi-
tion-date fair values. For each business combination, UBS AG
measures the non-contralling interests in the acquires {presant
owmership interests providing entitement to a proportionate
shiare of the net assets of the acquires in the event of liquidation)
either at fair value or at their proportionate share of the acquires’s
identifizble net assets.

Thie cost of an acquisition is the aggregate of the assets trans-
ferred, the kahilities incurred to former cwners of the acquires
and the equity instruments issued, measured at acquisition-date
fair values. Acquisition-related costs are expensed as incurred.
Any contingent consideration that may be transfered by UBS AG
is recognized at fair value at the acquisition date. If the contingent
consideration is dassified a5 an asset or lisbility, subsequent
changes in the fair value of the contingent consideration are
recagnized in the income statement. If the contingent consider-
ation is dassified as equity, it s not remeasured and its subsequent
sattlernent is accounted for within Equity:

Any excess of the aggregate of the consideration fransferred
and the amount recognized for non-controlling interests over the
ret identifiable assets acguired and liabiities assumed is consid-
ered goodwill and & recognized a5 a separate asset on the bal-
ance sheet, initially measured at cost. f the fair value of the net
assets of the subsidiary acquired exceeds the aggregate of the
consideration transferred and the amount recogrized for non-
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MNote 1 Summary of significant accounting policies (continued)

controlling interests, the difference s recognized in the income
staterment on the acquisition date.
=5 Refer to Mote 31 Tor more information

4) Assoiztes and joint venbures

Investments in entities in which UBS AG has significant influence,
but not control, over the financial and operating polices of the
entity are classified as imvestrments in assodates and accounted for
under the equity method of accounting. Normally, significant in-
fluence is indicated when UBS AG owns between 20% and 50%
of a company's voling rights. Investments in assodates are initially
recognized at cost, and the carmying amount i increased or de-
creased after the date of acquisition to recognize the UBS AG
share of the investee’s net profit or loss (induding met profit or loss
recognized directly in equityl. Interests in joint ventures are also
accournted for under the equity method of accounting. A joint
venture is subject to a contractual agreement between UBS AG
and one ar more third parties, which establishes joint control over
the relevant activities and provides rights to the net assets of the
entity. Interesis in joint vertures are dassified == Imestments in
associates.

If the reporting date of an assodate or joint venture is different
than UBS AG's reporting date, the most recently available finan-
cial staterments 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 ocour between that date and
the UBS AG reporting date.

Investrments in assocdates and interests in joint ventures are
dlassified as held for sale if their carrying amount will be recowvered
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) Recogrition and derecognition of finandal instruments

UBS AG recognizes finandal instruments on its balance shest
when UBS AG becomes a party to the confractual provisions of
the instruments. UBS AG ako acts in a trustes or other fidudary
capacity, which resulis in the holding or placing of assets on be-
half of individuals, trusts, retirement benefit plans and other insti-
tutions. Unless the recognition criteria are satisfied, these assets
and the related income are exduded from UBS AG's Financal
Staterments, as they are mot 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 finandial as-
sets_ If all or substantially zll of the risks and rewards are retained,
the transferred financial assets are not derecognized from the bal-
ance sheet. Transactions where transfers of financial assets result
in UBS AG retaining all or substantially all risks and rewards in-

clude securities lending and repurchase tramsactions described
under items 13 and 14. They also indude transactions whers
financial assefs are sold to a third party together with a total
return swap that results in UBS AG retaining all or substantially all
risks and rewards of the transferred zssets. These types of transac-
tions are accounted for as secured finanding transactions.

In transactions where substantially all of the risks and rewards
of ownership of a financial amet are neither retained nor frans-
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 lisbilities, re-
spectively. In transfers where control over the finandial asset &
retained, LUBS AG continues to recognize the asset to the extent
of its continuing imohement, determined by the extent to which
it is exposed to changes in the value of the transferred asset fol-
lowing the trarsfer. Examples of such transactions indude written
put options, acquired call options, or other instruments linked to
the performance of the transferred asset.

For the purposes of the UBS AG's disclosures of transferred fi-
nancizl assets, 3 financial sset is typically considered to have been
trarsferred when UBS AG a) trarsfers the contractual rights to re-
ceive the cash flows of the financial zsset or b retains the contrac-
tual rights to receive the cash flows of that asset, but assumes a
confractual cbligation to pay the cash flows to one or mare entities.

Where finandal assets have been pledged as collateral or in
similar arrangements, they are considered to have been frans-
ferred if the counterparty has received the contractusal right to the
cash flows of the pledged assets, a5 may be evidenced, for ex-
amgple, by the counterparty’s right fo sell or repledge the assets.
Where the counterparty to the pledged financial assets has not
received the contractual right to the cash flows, the asseis are
considered pledged, but not transferred.

= Refer to Mote ¥Sb and 25¢ for mone information on transferned

finandal assets

Financial liabilities

UBS AG derecognizes a financial liability from its balance sheet
when it is extinguished, such as when the obligation spedfied in
the confract is discharged, cancelled or has expired. When an
existing finandal liability is exchanged for 2 new one from the
zame lender on substantially different terms, or the terms of an
existing lisbility are substantially modified, swch an exchange or
modification is treated as the derecognition of the original lisbil-
ity and the recognition of a new ligbility with any difference in
the respective carrying amounts being recognized in the income
staterment.

6) Determination of fair value
Fair value is the price that would be received to sall an asset or
ipaid o transfer a liability in an orderly trarsaction between mar-
ket participants at the measurement date.

= Refer to Mote 24 fior more information
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MNote 1 Summary of significant accounting policies (continued)

7] Trading portfolio assets and liabilities

Mon-derivative finandal assets and lighilities are dassfied at ac-
quizition as held for trading and presented in the trading portfolio
if they are a) acquired or incurred principally for the purpose of
selling or repurchasing in the near term, or b) part of 2 portfolio
of identified financial instruments that are managed together and
for which there is evidence of a recent actual pattern of short-
term profit-taking.

The trading portfolio ncludes non-derivative finandal instruments
{induding those with embedded derivatives) and commeodities. Fi-
nancial instruments that are considered derivatives in their entirely
generally are preserted on the balance sheet as Positive replacement
values or Negative replacement values. Refer to item 15 for more
information. The trading portfolio indudes recognized assets and
kabilities relating to proprietary, hedging and chient-related business.

Trading portfolic assets indude debt instruments (induding
those in the form of securities, money market paper and traded
conporate and bank |oans), equity instruments, assets held under
unit-linked contracts and predous metals and other commodities
owned by UBS AG (long positions). Trading portfolia lisbilities in-
clude obligations to defver finandal instruments such as debt and
equity instruments which UBS AG has sold to third parties but

Aszets and liabilities in the trading portfolic are measured at
fair value. Gaire and losses realized on disposal or redemption of
these asseis and liabilites and unrealized gains and losses from
changes in the fair value of these assets and liabidities are reported
a5 Net trading income. Interest and dividend income and expense
on these assets and liabilities are induded in nterest and dividend
income or Interest and dividend expanse.

UBS AG uses settlement date accounting when recognizing as-
sets and liabilities in the trading portfolic. From the date a pur
chasa transaction i entered into (trade date] until settlement date,
UBS AG recognizes any unrealized profits and losses arising from
remeasuring the transaction to fair value in Met trading income.
The corresponding receivable or payable is prasented on the bal-
ance sheet as a Positive replacement value or Megative replace-
ment value, respectively. On settlement date, the resulting finan-
cial 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 dats of
a sales transaction, unrealized profits and losses are no longer rec-
ognized and, on settlemant date, the asset is derecognized.

Trading portfolic 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 coun-
terparties. Such assets continue to be measured at fair value.

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

portfolio assets and lRabilities
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B) Finandal assets and finandal liabilities designated at fair value
throwgh profit or loss
A finandal instrument may only be designated at fair value
throwgh profit or loss upon initial recognition and this designation
cannot be changed subsequently. Financial assets and finandal
lizbilities designated at fair value are presented cn separate lines
on the face of the balance shest. The fair value option can be ap-
plied only if one of the following criteria is met

— the financial instrument is a hybrid instrument which indudes
a substantive embedded derivative:

— the finandial instrument is part of a portfolio whidh is risk man-
aged on a fair value basis and reported to senicr management
an that basis or

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

LBS A has used the fair valus option to designate most of its
issued hybrid debt instruments as finandal liabilities designated at
fair value through profit or loss, on the basis that such finandal
instruments include embedded derivatives and/or are managed
on & fair value basis. Such hybrid debt instruments predominanthy
indude the following:

— FEquity-linked bonds or notes: linked to 2 single stock, 2 basket
of stocks or an equity index;

— Credit-inked bonds ar motes: linked fo the performance {oou-
pon and/or redempiion amount) of single names (sudh as a
companiy or & country) or a basket of reference entities and

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

The fair walue option & appbed to certain lcans and boan com-
mitments, otherwiss accounted for at amortized cost, which are
hedped predominantly with credit derivatives. The application of
the fair vakee option to the loans and loan commitments reduces an
accounting mismatch, as tha credit derivatives are accounted for as
desivative instruments at fair value through profit or loss. Simiarly,
UBS AG has applied the fair value option to certain structured loans
and revarse repurchase and securities bomowing agraements which
are part of portfolios managed on a fair value basis.

The fair value cption is applied to assets held to hedge de-
ferred cash-settled employes compersation awards, in order to
reduce an accounting mismatch that would otherwise arise dus
to the lisbility being measured on a fair value basis.

Fair value changes related to finandal instruments designated
at fair value through profit or loss are recognized in Net frading
income. Interest income and interest expense on finandal assets
and lizbilites designated at fair value through profit or loss are
recognized in Interest income on financal assets designated ar
fair value or Interest expense on financial lisbilities designated at

LBS AG applies the same recognition and derecognition prin-
ciples to finandal instruments designated at fair value as to finan-
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MNote 1 Summary of significant accounting policies (continued)

dial instruments im the trading portfolio. Refer to items 5 and 7 for
=5 Refer to Motes 3, 20, 24e and 27d for more information on
financial assets and liabilites designated at fair value

3} Finandal investments available-forsale

Finandial investments available-forsale are non-dervative finan-
cial assets that are not dassified as held for trading, designated at
fair value through profit or koss, or loans and receivables. They are
recognized on a settlement date basis.

Financial imvestments available-for-sale indude debt securities
held as part of the multi-currency portfolio of unencumbered,
high-quality, bquid assets, a majority of which are short-term,
manzged centrally by Growp Tressury, strategic equity invest-
mients, certain investments in real estate funds, certain equity in-
struments induding private equity investments, and debt instru-
ments and non-performing loans acguired in the secondary
miarket.

Financial imvestments available-for-sale are recognized initially
at fair value less transaction costs and are measured subsequertly
at fair value. Unreglized gains and bosses are reported in Other
comprehensive income within Eguity net of applicable income
taxes, until such imestments are sold, colledted or otherwise dis-
posed of, or until any such investment is determined to be im-
paired. Unrealized gains before tax are presented separately from
unrealized losses before tax in Mote 15.

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

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

On disposal of an investment, any related accumulated unreal-
ized gains or lossas induded in Equity are fransfered o the in-
come statement and reported in Gther income. Gains or losses on
disposal are determined using the average cost method.

At each balance shest date, UBS AG assesses whether indicators
of impairment are presant for an available-for-sale investment. An
available-for-sale investment is impaired when there is cbjective
evidence that, as a result of one or more events that ocourned after
the initial recognition of the imestment, the estimated future cash
flows from the imvestment have decreased. A significant or pro-
longed decline in the fair value of an available-for-sale equity instru-

mient below its original cost is considered objective evidence of an
impairment. In the event of a significant dedine in fair value below
its criginal cost {20%) or a prolonged decline (six months), an im-
jpairment is recorded unless facts and cnourmstances dearly indicate
that this information, on its own, is not evidence of an impairment.

For debt imvestments, objective evidence of impairment in-
cludes significant finandal difficulty for the Esuer or counterparty,
default or delinguency in interest or principal payments, or it be-
coming probable that the bormower will enter bankruptcy or fi-
nandal recrganization. If a financial invesiment available-for-sale
is determined to be impaired, the related cumulative net unr=al-
ized loss previously recognized in COther comprehensive income
within Eguity is reclassified to the income statement within Crher
income. For equity instruments, any further loss is recognized di-
rectly in the income statement, whereas for debt instruments, any
further loss is recognized in the income statement only if there is
additional cbjective evidence of impairment. After the recognition
of an impairment on a finandal imestment available-for-sale,
inreasas in the fair value of equity instruments are reported in
Other comprehensive income within Equity and increzses in the
fair value of debt instruments up to amortized cost in original our-
rency are recognized in Other income, provided that the fair value
increase is related to an event cocurring after the impairment boss
was recorded.

LIBS AG applies the same recognition and derecognition prin-
ciples to finandal assets available-forsale & to finandal instru-
ments in the trading portfolic (refer to items 5 and 7 for mare
information), except that unreslized gains and losses betwesn
trade date and settlement date are recognized in Other compre-
hensive income within Fguity rather than in the income state-
ment.

= Refer to Mote 15 and 24 for maore information on fnancial

investments svailable-for-sale

10 Loans and receivables

Loans and receivables are mon-dervative finandal assets with

fixed or determinable payments that are not guoted in an active

miarket, not dassified as held-for-trading, not designated as at fair
value throwgh profit and koss or available-for-sale, and are not 2=-
sats for which UBS AG may not recover substantially all of its ini-
tizl net investment, other than because of a credit deterioration.

Financial assets classified as loans and receivables indude:

— aoriginated loans where funding is provided directly to the bor-
owwer,

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

— securiies which were classified as loans and recenables at
acquisition date, such as auction rate securities in the Legacy
Partfalio;

- securities previously in the trading portfolio and reclassified to
loans and receivablas {refer to Mote 27 for more information).
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MNote 1 Summary of significant accounting policies (continued)

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
purchiase the lcan or receivable, together with any transaction
costs directly attributable to the acquistion. Subsequenthy, they
are measured at amortized cost using the EIR method, less allow-
ances for credit losses. Refer to itern 11 for information on allow-
ances for credit kosses and to Mote 27a for an overview of the fi-
nandal assets clasified as boans and receivables.

Interest on loans and receivables is induded in Mnterest earmed
on loans and advances and is recognized on an accrual basis. Up-
front fees and direct costs relating to loan origination, refinancing
or restructuring as well as to loan commitments are generally de-
ferred and amortized to Interest sarned on loans and adhances
over the life of the loan using the EIR method. For loan commit-
mients that are not expected to result in a loan being advanced,
the fees are recognized in Net fee and commission imcome over
the commitment period. For loan syndication fees where LBS AG
dies not retain a porticon of the syndicated loan, or where UBS AG
dioes retain a portion of the syndicated loan at the same effective
yield for comparable risk as other participants, fees are credited
to Niet fee and commission income when the sendces have been
provided.

Presentation of receivables from cendral banks

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

Finandial assets reclassified to loans and receivabiles

When a finandal asset is reclassified from held for trading to loans
and receivables, the finandal asset is reclassified at its fair value on
the date of redassification. Any gain or loss recognized in the in-
come statement before redassification is not reversed. The fair
value of a finandial asset on the date of redassification becomes
its cost basis going forward. In 2008 and 2009, UBS AG deter-
mined that certain financial assets classified as held for trading
were na longer held for the purpose of selling or repurchasing in
the mear term and that UBS AG had the interticn and ahility to
hold these assets for the foresesable future, considered to be 2
pericd of approamately twelve months from the redassfiction.
Therefore, these assets were redassified from held-for-trading to
loans and recervables.

= Refer to Note 27c for more information

Renegotiated loans

A renegotiated or restructured loan is a loan for which the
terms have been modified or for which additional collateral has
been requested that was not contemplated in the criginal
contract.
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Typical key features of terms and conditions granted through
renegotiation to awoid default indude spedial interest rates, post-
ponement of interest cr amartization payments, modification of
the schedule of repayments or amendment of loan maturity. Thers
s no change in the BIR following a renegotiation.

If a loan s renegotisted with preferential conditions {ie.
new/modified terms and conditions are agreed which do not
meeet the normal market oriteria for the quality of the obligor and
the type of loan), the position is still dassified as non-performing
and is rated as being in counterparty default. | will remain so
wntil the koan 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 (=.g.. ad-
ditional collateral is provided by the client, or new terms and
conditions are agreed which meet the normal market criteria, for
the guality of the obligor and the type of loan), the loan will b
re-rated wsing UBS AG's regular rating scale. In these circum-
stanices, the loan is remioved from impaired status and therefore
induded in the collective assessment of boan loss allowances,
unless an indication of impairment exists, in which case the loan
is assessed for impairment on an individual basis. For the pur-
poses of messuring credit losses within the collective loan loss
assessment, these loans are not segregated from other loans
which have not been renegotisted Management regularhy
reviews all loans to ensure that all oriteria according to the loan
agreement continue to be met and that future payments are
likely to ooour.

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

If & loan is derecognized in these circumstances, the new loan
is measured at fair walue at initial recognition. Any allowance
tzken to date against the original loan is iminzted and is not at-
tributed to the new lcan. Consequently, the new loan is assessad
for impairment on an individual basis. if the loan is not impaired,
the loan is included within the general collactive boan assessment
for the purpose of measuring credit losses.

11) Allowances and provisions for credit losses
An allowarce or provision for credit losses is established if thers
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 contractusal terms dus to credit deterioration of the isswer
or counterparty. A daim means a loan or receivable carried at
amortized cost, or a commitment such as a letter of credit, a
guarantes, or another similar instrument. Objective evidence of
impairment indudes significant financial difficulty for the isswer
or counterparty, default or delinquency in interest or principal
payments, or it becoming probable that the borrower will enter
bankruptcy or financial reorganization.

An allowance for credit losses is reported s a reduction of
the carrying value of a claim on the balance sheet. For an off-
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MNote 1 Summary of significant accounting policies (continued)

balance-sheet item, such as a commitment, a provision for credit
loss is reported in Provisions. Changes to allowances and prowi-
sions for credit losses are recognized as Credit loss expense/re-

covery:

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 lor the equivalent value
therecf) based on the original contractual terms. Individual credit
exposures are evaluated based on the bormowers character, over-
all financial condition and capacity. resources and payment re-
cond, the prospects for suppart from any financially responsible
guarantors and, where applicable. the realizable valus of any col-
lateral. The estimated recoverable amount is the present value,
caloulated using the daim's criginal BIR, of expected future cash
flows induding amounts that may result from restructuring or
the liquidation of collateral. if 2 boan has a variable interest rats,
the discount rate used for calculating the recoverable amount is
the current EIR. Impairment is measured and allowances for
credit losses are established based on the difference betwesn the
carrying amount and the estimated recoverable amount. Upon
impairment, the accrual of interest income based on the criginal
terms of the lcan is discontinued. The increase of the present
value of the impaired loan due fo the passage of time is reported
as Interest income.

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

A loan is dlassified a5 non-performing when the payment of
interest, prindpal or fees is overdue by more than 90 days, when
insoheency proceedings have commenced, or when cbligations
have been restructured on preferential terms. Loans are evaluatad
indrvidually for impairment when amounts have been overdus by
miore than 90 days, or if other objective evidence indicates that a
loan may be impaired.

Cotlectively: All loans for which no impairment is identified at
a courterparty-specific level are grouped on the basis of

UBS AG's internal credit grading systemn that considers credit risk
characteristics such as asset type, industry, geographical loca-
tion, collzteral type, past-due status and other relevant factors,
to collectively assess whether impairment exists within a portfo-
lio. Future cash flows for a group of finandal assets that are
collectively evaluated for impairment are estimated on the basis
of historical loss experience for assets with oredit risk character-
istics similar to thase in the group. Historical loss experience &
adjusted on the basis of current chservable 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 our-
rently 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 fu-
ture cash flows for the group of financial assets are reviewed
regularly to reduce any differences between loss estimated and
actual |oss experience. Allowances from collective assessment of
impairment are recognized as Credlt loss expanse/recovery and
result in an offset to the aggregated loan position. As the allow-
anice cannot be allocated to individual loans, the loans are not
considered to be impaired and interest is accrued on each loan
according to its comtractusl terms. i objective evidence becomes
available that indicates that an individual financial asset is im-
paired, it is remowed from the group of finandal assets assessed
for impairment cn a collective basis and is assessed separately
a counterparty-specific claim.

amortized cost: Estimated cash flows assodated with finandal as-
seis redassified from the held for trading category to loans and
reczivables in accordance with the requirements in item 10 and
other similar assets acquired subsequently are revisad periodically.
Adversa revisions in cash flow estimates related to credit events
are recognized in the income statement as Credlt loss expense.
For redassified securities, inoreases in estimated future cash re-
ceipts, as a result of increased recoverability over those expected
at the time of reclassification, are recognized as an adjustment to
the EIR on the loan from the dzte of change {refer to Mote 27c for
mare information).

= Refer to Mote 12 for more information on allowanoes and
provisons far credit losses

12) Securitization structures set up by UBS AG

UBS AG securitizes certain finandal assets, generally selling
Trading portfolic assets to SEs which issue securities to imes-
tors. UBS AG applies the policies set out in item 3 in determin-
ing whether the respective 5E must be consolidasted and thoss
set out in item 5 in determining whether derecognition of
transferred financial assets is appropriate. The following state-
ments mainly apply to transfers of finandal assets which qualify
for derecognition.
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MNote 1 Summary of significant accounting policies (continued)

Gairs or losses related to the sale of Trading portfolio assets
imvahving & securitization are recognized when the derecognition
criteria are satisfied with the gain or loss being dassified i Met

Interests in the securitized finandal zssets 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 portfolic assets and are carried at
fair value. Synthetic securitization structures typically invohe da-
rivative finandal instruments for which the prindples set out in
itern 15 apply.

UBS AG acts as structurer and placement agent in various
mortgage-backed securities (MES) and other asset-backed securi-
ties (ABS} securitizations. In such capacity, UBS AG may purchase
collateral on its cwmn behalf or on behalf of dients during the pe-
ricd prior to securitization. WBS AG then typically sells the collat-
eral into designated trusts upon closing of the securitization. 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. UBS AG underwrites the offerings to
investors, earning fees for its placement and structuring services.
Consistent with the valustion of similar inventory, fair value of
retained tranches is initially and subsequently determined using
market price quotations where availzble or internal pricing mod-
els that utilize wariables such as yield curves, prepayment speeds,
default rates, loss severity, interest rate volatiliies and spreads.
Where possible, assumptions based on cbservable transactions
arz used to determine the fair value of retained interests, but for
some interests substantially mo cbservable information is avail-
ahle.

=% Refer to Note 30c for more information on the UES AG's

imvalvement with securitization vehices

13} Securities borrowing and lending

Securities borrowing and securities lending transactions are gen-
erally entered into on a collateralized basis. In such fransactions,
UBS AG typically borrows or lends equity and debt securities in
exchange for securities or cash collateral. Additionally, UBS &G
borrows securities from its dients” custody accounts i 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 contral processes. LIBS AG monitors on a daily basis the mar-
ket value of the securities received or delivered and requests or
prosides additional collateral or returns or recalls surphus collatesal
in accordance with the underlying agreements.

Cash collateral received is recognized with a corresponding ob-
ligation to return it {Gash collateral on secunities fent) and cash
collateral delivered is derecognized and a corresponding receiv-
able reflecting UBS AG's right o receive it back is recorded (Cash
collateral on securities borrowed). The securities which have been
transferred are not recognized on, or derecognized from, the bal-
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ance sheet unless the risks and rewards of ownership are also
transferred. Refer to itern 5 for more information. UBS AG-owned
sagurities fransferred to a borrower that is granted the right to sell
or repledge those transferred securities are presented on the
balznce sheet as Trading portfolio assets, of which: assets plediged
as coflateral which may be sold or repledged by counterparties.
Securities received in a borrowing transaction are disdosed &
off-balance-sheet items if UBS AG has the right to resell or re-
pledge themn, with additional disdosure provided for securities
that UBS AG has actually resold or repledged. The sale of securi-
ties which is setfled by delivering securities received in a bomow-
ing frarsaction generally triggers the recognition of a trading lia-
bility ishort sale). Where securities are either received or deliverad
in Beu of cash (securities for seourities transactions), neither the
securities received or delivered nor the obligation to returm or
right to receive the securities are recognized on the balance sheet,
as the derecognition criteria are not met. Refer to item 5 for more
information.

Interest receivable or payable for financing transactions =
recagnized in the income statement on an acorual basis and is
recorded as interest income or [Mferest expenss.

= Refer to Motes 11, 25 and 26 for mone information on securities

barrawing and lending

14) Repurchase and reverse repurchase transactions

Securities purchased under agreements to resell (Reverse repur
chase agresments) and securities sold under agreements to re-
purchase (Repurchase agreements) are treated as collaterabized
finamcing transactions. Nearly all reverse repurchase and repur-
chase agreements invohe debt instruments, such as bonds,
notes or money market paper. The transactions are normally
conducted under standard agreements employed by finandial
market participants and are undertaken with counterparties
subject to UBS AG's normial aredit risk control processes. UBS AG
monitors on a daily basis the market value of the securities re-
ceived or delivered and requests or provides additional collateral
or returns or recalls surplus collateral in accordamce with the un-
derlying agreements.

In 2 reverse repurchase agreement, the cash delivered i=
derecognized and a corresponding receivable, induding ac-
crued interest, is recorded in the balance sheet line Revarse re-
purchase agreements, representing UBS AG's right to receive
the cash back. Similarly, in a repurchase agreement, the cash
received is recognized and a corresponding obligation, includ-
ing accrued interest, is recorded in the balance sheet line Repur-
chase agreements. Securities received under reverse repurchase
agreements and securities delivered under repurchase agree-
ments are not recognized on or derecognized from the balance
sheet, unless the risks and rewards of ownership are trans-
ferred. LUBS AG-owned seourities 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
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MNote 1 Summary of significant accounting policies (continued)

pledged as collataral which may be sold or repledged by coun-
terparties. Securities received in reverse repurchase agreements
are disclosed 2= off-balance-shest 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 Mote 25d for more information). Additionally, the sale of se-
curities which is settled by delivering securities received in re-
verse repurchase transactions generally triggers the recognition
of a trading liability {short sale).

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

UBS AG generally offssts reverse repurchase agreements and
repurchiase agreements with the same counterparty, maturity, cur-
rency and Central Securities Depasitory (CS0) in accondance with
the relevant accounting requirements. Refer to itern 35 for more
information.

= Rafer to Motes 11, 25 and 26 for mane information on repurchase

and reverse repurchase transactions

15) Derivative instruments and hedge accounting

Derivatives are initially recognized =t fair value on the date the
derivative confract is entered into and are remeasured subse-
quently to fair value. The method of recognizing fair value gains
or |losses depends on whether dermatives are held for trading, or
are designated and effective as hedging instruments. F desig-
nated as hedging instruments, the method of recognizing gains
or losses depends on the nature of the risk being hedged as de-
scribed withim this item.

Derivative instruments are generally reparted on the balance
shest as Positive replacement values or Megative replacement val-
wes. However, exchange-fraded derivatives which are economi-
cally settled om a daily basis and certain OTC derivatives which
qualify for IFRS netting and are in substance net s=ttled on a daily
basis are dassified as Cash colfateral recefvsbles on dervative in-
struments or Cash collateral payables on dervative instruments.
Products that recsive this treatment indude futures contracts,
100% daily margined exchange-traded options and interest rate
swaps transacted with the London Clearing House. Changes in
the fair values of derivatives are recorded in Met trading income,
unless the dervatives are designated and effective a5 hedging in-
struments in cartain types of hedge accounting relationships.

=% Refer to Note 14 Tor more information on desfvative instraments

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 expasures arising from fore-
cast transactions. i derivative and non-derivative instruments
mest certain criteria spedfied 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
varizbility in future cash flows attributable to a recognized asset
or liability or highly probable forecast transactions (cash flow
hedges) or hedges of a net inwestment in a foreign operation (net
investment hedges).

At the time a financial instrument is designated in a hedge re-
lationship, UBS AG formally documents the relationship between
the hedging instrumentisl and hadged itemd(s), induding the risk
management objectives and strategy in wnderizking the hedgs
transaction and the methods that will be used to assess the effec-
tiveress of the hedging relationship. Accordingly, UBS AG as-
semses, 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 considerad highly effactive if the following crite-
ria 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 valus or cash flows atiributable to the hedged risk
and (i} actual results of the hedge are within a range of 80% o
125%. In the case of hedging forecast transactions, the frans-
action must have a high probability of occurting and must present
an exposure to variations in cash flows that could ultimately affect
the reporied net profit or boss. UBS AG discontinues hedge ac-
counting voluntarily, or when UBS AG determines that a hadging
mstrument is not, or has ceased to be, highly effective as a hedge,
when the derivative expires or is sold, terminated or exercised,
when the hadged item matures, is sold or repaid or when forecast
transactions are no longer deemed highly probable.

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

Fair value hedges

For qualifying fair value hedges, the changs in the fair valus of the
hedging instrument is recognized in the income statement along
with the change in the fair value of the hedged tem that is at-
tributzble 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 vabue of the hedged item.
If the hedge accounting relationship is terminated for reasons
other than the derscognition of the hedged item, the difference
between the carmying value of the hedged item at that point and
the value at which it would have been camied had the hedge
never existed (the unamortized fair value adjustment} is amortized

m
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MNote 1 Summary of significant accounting policies (continued)

to the income staterment over the remaining term to maturity of
the hedged item.

For a portfolio hedge of interest rate risk, the equivalent
change in fair value is reflected within Other assets or Other
liakilities. 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 statement over the remaining term to maturity of the
hedged items.

Cash flow hedges

Fair value gains or |osses assodated 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 re-
dassified from Equity to the income statement.

If a cash flow hedge for forecasted transactions is deemed to be
no longer effective, or if the hedge relationship is terminated, the
cumulative gains or losses on the hedging derivatives previously
reporied in Egquity remain there until the committed or forecasted
tramsactions oceur and affect profit or loss. i the forecasted trans-
actions are no longer expecied o oocur, the deferred gains or
losses are reclassfied immadiately to the income statement.

Hedges of net investrments in foreign operations

Hedges of net investments in foreign operations are accownted
for similarly to cash flow hedges. Gains or losses on the hedging
instrument: relating to the effective portion of the hedge are
recognized directly in Equity land presented in the statement of
changes in equity and statement of comprehensive income un-
der Fersign currency transiation), while any gains or losses relat-
ing to the ineffective and/or undesignated portion (for exam-
ple, the interest element of a forward contract) are recognized
in the income statement. Upon disposal or partial disposal of
the foreign cperation or its hiquidation, the cumulative value of
any such gains or losses associated with the entity, and recog-
nized directly in Equity; is reclassified to the income statement.

Ecoromic hedges that do not qualify for hedge scoounting
Derivative instruments that are transacted 2= economic hedges but
do not qualify for hedge accounting are treated in the same way
as desivative instruments used for trading purposes {i.e., realized
and unrealized gains and |osses are recognized in Net trading in-
comel), except for the forward points on certain short duration
foreign exchange coniracts, which are reported in Met interest in-
come.

= Refer to Note 14 for morne information on economic hedges

Embedded derfvatives
Derivatives may be embedded in other finandial instruments (host
contracis). For example, they could be represented by the con-

EFF]

version feature embedded in 2 convertible bond. Such combina-
tiors are known as hybrid instrements and arise predominanthy
from the issuance of certzin structured deb# instruments. An em-
lbedded derivative is generally required to be separated from the
fhost contract and accounted for as a standalone derivative instru-
ment at fair value through profit or loss if: (i) the host contract s
not carmied at fair value with changes in fair value reported in the
income staternent, (i} the economic characteristics and risks of
the embedded dervative are not dosely related to the economic
characteristics and risks of the host contract and (i) the terms of
the embedded derivative would meet the definition of 2 stand-
alone derivative were they contained in a separate contract. Bifur-
cated embedded darivatives are presented on the same balance
shieet line as the host contract, and are shown in Note 273 inthe
Held for trading category, reflecting the measurement and recog-
nition prirciples apolied.

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

16} Loan commitments

Loan commitments are defined amounts (unutiized credit ines or

undrawn portions of credit lines) against which clients can borrow

mioney under defined terms and conditions.

Loan commitments that can be cancelled at any time by LIBS AG
at its discretion, according to thewr general terms and conditions,
are not recognized on the balance sheet and are not included in
the off-balance-sheet disclosures. Upon a loan drawdown by the
counterparty, the amount of the loan s acoounted for in accor-
dance with Loans and receivables. Refer to itern 10 for more infor-
mation.

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
upan deterioration in a bormower’s creditwarthiness) are dassified
into the following categories:

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

— loan commitments designated at fair value through profit and
loss (refer to itern & 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 bomowing agreements. Any change in the liability
relating to these other loan commitments & recorded in the
income statement in Credit loss expense/recovary. Refer to
iterns 11 and 27 for more information.
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17) Finandial guarantee contracts

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

Certain written financial guarantess that are managed on a
fair value basis are designated at fair value throwgh profit or loss.
Refer to itemn & for maore information. Financial guarantees that
are not managed on & fair value basis are initially recognized in
the finandial statements at fair value. Subsequent to initial recog-
niticn, these financial guarantees are measured at the higher of
the amount initially recognized less cumulative amortization, and
to the extent a payment under the guarantee has become prob-
able, the pressnt value of the expected payment. Any change in
the liability relating to probable expected payments resulting from
guarantees is recanded in the income statement in Gredit foss ex-
pense/ recovery.

18) Cash and cash equivalents
For the purposes of the statement of cash flows, cash and cash
equivalents comprise balances with an crginal 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 mefals and other
commodities) held by UBS AG as a result of its broker-trader ac-
tivities are accounted for at fair value less costs to sell and recog-
nized within Trading portfolic assets. Changes in fair value less
costs to sell are recorded in Met trading income.

20) Property and equipmeant

Property and equipment includes own-used properties, inwest-
ment properties, keasehold improvements, information tedhnol-
ogy hardware, externally purchased and internally generated
software and communication and other similar equiprment. With
the exception of investment properties, Property and equipment
is carried at cost {which inchudes capitalized interast from assod-
ated bomowings, where apglicable), less accumulated deprecia-
tion and impairment losses, and is reviewed pericdically for im-
pairment.

=+ [Refer to Hote 16 for more information on property and
equipment

Oassification of cvwn-used property

Owmn-used property is defined as property held by UBS 4G for use
in the supply of services or for administrative purposes, whereas
imvestrment property is defined as property held to earn rental in-
come and/or for capital appreciation. Where a property of UBS

AG indudes am own-used portion and an investment portion
which can be scld separately, they are separately accounted for as
own-used property and investment property. If the portions can-
not be sold separately, the whole property & dassified a5 cwn-
used unless the portion usad by UBS AG is minor. The dassifica-
tion of property is reviewsed on a regular bass. When the use of a
property changes from own-used to investment property, the
property is remeasured to fair value and redassified as investment
property. Any gain arising on remeasurement s recognized inthe
income statement. to the extent that it reverses a previous impair-
ment loss on the spedfic property, with any remaining gain recog-
nized in Cther comprehensive income within Equity and pre-
sented in the revaluation reserve within Egquity. Any loss &
recognized immediately in the income staterment. When an invest-
ment property is reclassified as own-used property, its fair value at
the date of redassification becomes its cost basis for subsequent
medsurement purposes.

Investmant property

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

Lazsehold improvements

Leasehodd improverments are investments made to customize
buildings and offices occupied under operating lease contracts to
miake themn suitable for their intended purpose. The present value
of estimated reinstaternent costs required to bring a leased prop-
erty back into its origingl condition at the end of the leass is
capitalized as part of total leasehald improvements with 2 comre-
sponding lizbility recognized o reflect the obligation ncurred.
Reinstaternent costs are recognized in the income statement
throwgh depredation of the capitalized lezsshold improvements
ower their estimated useful lives and the liability s rebieved as cash
payments are applied.

Property held for sale

Whare UBS AG has decided fo sell non-current assets such as prop-
erty or equipment and the sale of these assets is highly probakle
to ooour within 12 manths, these assets are dassified as non-our-
rent assets hald for sale and are reclassified to Other assets. Upon
classification 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 recognized only when the costs
can be measured reliably and it is probable that future economic
bbenefits will arise.

Estimated usefid Iife of property and equipment
Property and equipment is depreciated on a straight-line bass
over its estimated useful life. Deprediation of property and equip-
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ment begins when it is availzble for use, that is, when it is in the
location and condition necessary for it to be capable of cperating
in the manner intended by management.

Estimated useful life of property and equipment

Mat exceeding 10 yesrs

21) Goodwill and intangible asseis

Goodwill represents the excess of the cost of an acquisition over the
fair walue of UBS AG's share of net identifiable assets of the acguired
entity at the date of acquisition. Goodwill & not amortized. It is
tested annually for impairment and, additionally, when an indication
of mpairment exists at the end of each reporting pericd. For good-
will impairmant testing purposes, UBS AG considers the sagments
reported in Mote 2a as separate cash-generating units, since this is
the bavel at which the performance of investmenis is reviewed and
assessed by management. The recowerable amount of a segment is
determined on the basis of its value-in-use.

Intangible assets are comprised of separately identifiable intan-
gible items arsing from business combinations and certain par-
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
assats with a definite useful life are amortized using the straight-
line: method over their estimated wseful economic life, generally not
exceeding 20 years. Intangible assets with an indefinite wsaful e
are not amortized. In nearly all cases, identified intangible assets
have a definite useful fe. At each balance sheet date, intangible
assats are reviewed for indications of impairment. If such indica-
tions exist, the intangible assets are analyzed to assess whether
their carrying amount is fully recoverable. An impairment loss &
recognized if the camying amount exceeds the recoverable amount.

Intangible assets ane dassified into two categories: () infra-
structure and (i} customer relationships, contractual rights and
other. Infrastructure consists of a branch network intangible asset
recognized in connection with the acquisition of Paine\Webber
Group, Inc. Client relationships, comtractual rights and other in-
cludes mainly intangible assets for dient relaticnships, non-com-
pete agreements, faworable confracts, trademarks and trade
names acquired in business combinations.

=+ [Refer to Hote 17 for mone information on goodwill and

intangible assets

22} Income taxes
Income tax payable on profits is recognized as an expense basad
on the applicable tax laws in each jurisdiction in the period in

EFL

which profits arise. The tax effecs of income tax losses available
for carry forward are recognized as a deferred tax asset i itis prob-
able that future taxable profit (based on profit forecast assump-
tions) will be available against which those kosses can be utilized.

Deferred tax zssets are recognized for temporary differences
that will result in deductible amounts in future periods, but only
to the extent that it is probable that sufficent taxable profits will
lbe available agairst which these differences can be utilized. De-
ferred tax kabilities are recognized for temporary differences be-
tween the camying amounts of assets and liabilities in the balance
shieat and their amounts as measured for tax purposes, which will
result in taxable amounts in future periods. Deferred tax assets
and lisbilities are measured at the tax rates that are expected to
apply in the pericd in which the asset will be realized or the liabil-
ity will be settled based on enacted rates.

Tax assets and labiities of the same type {current or deferred)
are offset when they asisa from the same tax reporting growp, they
ralate to the same tax authority, the legal right to offsat exsts, and
they are intended to be setfled net or realized simultanacusly.

Current and deferred tzxes are recognized as income tzo: ben-
efit or expense in the income statement except for current and
deferred taxes recognized (i) upon the acquisition of a subsidiary,
{ii} for unrezlized gains or losses on financial investments avail-
ablefor-sale, for changes in fair value of derivative instruments
designated as cash flow hedges, for remeasurements of defined
benefit plans, and for certain foreign currency translations of for-
eign operations, (i} for certain tax benefits on defered compen-
sation awards and (v} for gains and losses on the sale of treasury
shares. Deferred taxes recognized in a busimess combination
ipaoint (i)} are considered when determining goodwill. Amounts
relating to points (i), {iii) and (i) are recognized in Cther compre-
hensive income within Eguity:

= Refer to Mote B for more information on income taxes

23) Debt issued

Debt issued is caried at amortized cost. In cases where, as part of
the UBS AG' risk management activity, fair value hedge account-
ing is applied to fixed-rate debt instruments carried at amortized
cost, their carrying amount is adjusted for changes in fair value
related to the hedged exposure. Refer to item 15 for more infor-
miation on hedge acoownting. In maost cases, structured notes is-
sued are designated at fair valus through profit or loss wsing the
fair value option, on the basis that they are managed on a fair
value basis, that the structured motes contain am embedded de-
rivative, or both. Refer to item 2 for more information on the fair
value option. The fair value option is not applied to certain struc-
tured notes that contain embedded derivatives that reference for-
eign exchange rates and/or precious metal prices. For these in-
struments, the embedded dervative 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 pre-
sented together within Debt issued.
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Debt Esued and subseguently repurchased in relation to mar-
ket-making or other activities = treated as redeemed. A gain or
loss on redemption (depending on whether the repurchase price
of the band is bower ar higher than its carrying value) is recorded
in Other income. A subsequent sale of own bonds in the market
is treated as a ressuance of debt. Interest expense on debt instru-
ments measured at amortized cost = induded in Interest on debt
Eswed.

=+ Refer to Hote 21 for mone information on debt Bswed

24) Pension and other post-employment benefit plans

UBS AG sponsors a number of post-employment benefit plans for
its employees worldwide, which indude defined benefit and de-
fined contribution persion plans, and other post-employment
benefits such as medical and life insurance benefits that are pay-
able after the completion of employment. The major defined ben-
efit pension plans are located in Switzerand, the UK, the LIS and
Germany.

= Refer to Note 28 for more information on pension and other
past-emplogment benefit plans

Defined benefit pansion plans

Defined benefit pension plans specify am amount of benefit that
an emploves will receive, which is usually dependent on one or
more factors such as age, years of senvice and compensation. The
defined benefit liabilty recognized in the balance shest is the
presant value of the defined benefit obligation less the fair value
of the plan assets at the balance sheet date. i the fair value of the
plan assets is higher than the present value of the defined benefit
obligation, the measurement of the resulting defined benefit a=-
set & imited 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 wnit credit
methed to determine the present value of its defined benefit ob-
ligations, the related cumrent service cost and, where applicable,
past service cost. These amounts, which take into acoount the
specific features of each plan, incdluding risk sharing between the
employee and employer, are calculated periodically by indepen-
dent gualified actuaries.

Defined contribution plans

A defined contribution plan is a pension plan urder which UBS AG
pays fixed contributions into a separata entity from which post-em-
ployment and other benefits are paid. UBS AG has no legal or con-
structive obligation to pay further contributions if the plan does not
hold sufficient assets o pay employees the benefits relating to em-
ployee service in the current and prior periods. U85S AGS contribu-
tions are expensad when the employees have rendered services in
exchange for such contributions. This s generally in the year of
contribution. Prepaid contributions are recognized as an asset o
the extent that a cash refund or a reduction in future payments is
available.

Other post-retirement banefits

UBS AG also provides post-retirement medical and Ife insurance
benefits to cartzin retirees in the US and the UK. The expected
costs of these benefits are recognized over the pericd of employ-
ment using the same accounting methodalogy wsed for defined
lbenefit pension plans.

25) Equity participation and other compensation plans

Transter of deferred compensation plans

As part of the Group rearganization, in the fourth quarter 2014,
UBS Group AG assumed obligations of UBS AG as grantor in con-
nection with cutstanding awards under employee share, option,
notional fund and deferred cash plans. This section separately
describes the accounting policies applied to these plans during
the periods pricr to and post the Group recrganization and frans-
fer of deferred compensation plans.

Periods price to the Group recrganization and transfer of
deferred compensation plans

Equity participation plars

UBS AG has established several equity participation plans in the
form of share plans, option plans and share-settled stock appre-
ciation right {SAR) plans. UBS AG's equity participation plans in-
clude mandatory, discretionary and voluntary plans. UBS AG rec-
ogrizes the fair value of share, option and SAR awards granted to
its employees, determined at the date of grant, z= compensation
expense over the period during which the employes is required to
provide services in order to earn the award.

If the employes i not required to provide future senvices, such
as for awards granted to employees who are retirement eligible,
induding those employees wiho meet full career retirement crite-
ria, compensation expense is recognized on ar 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, compernsation expense is recog-
nized over that future period. For awards that are delvered in
tranches, each tranche is considered 2 separate award and amer-
tized separately. Flans may contsin provisions that shorten the
required service period due to achievernent of retirement eligibil-
ity or upon termination due to redundancy. In such instances,
compensation expense is recognized over the pericd from grant
date to the retirement eligibiity or redundancy date. Forfeiture of
these awards that occurs during the service pericd results in a re-
versal of compensation experce.

Auwvards settled in UBS AG shares or options are dassified &
equity settled. The fair value of an equity-settled award & deter-
mined at the date of grant and is not subsequently remeasursd,
wnless its ferms are modified such that the fair value immediately
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after modification exceeds the fair value immediately prior to
modification. Amy increass in fair value resulting from a modifica-
tion is recognized as compensation expense, either over the
remaining service period or, for vested awards, immediatehy

Cash-settled awards are dassified as liabiities and are remea-
sured to fair value at each balance sheet date as long as the award
is outstanding. Changes in fair value are reflected in compensa-
ticn expense and, on a cumulative basis, mo compensation ex-
pense is recognized for awards that expire worthless or remain
unexerdsed.

= Refer to Note 20 for more information on equity partidpation

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'
own equity. Deferred cash compensation plans are either manda-
tory or discretionary plans and inchude awards basad on a notional
cash amount, where ultimate payout is fixed or may vary based on
achievernent of performance conditions or the value of specified
underlying assets. Compensation expense is recognized over the
pericd that the employee is required to provide services to earm
the award. if the employes is not required to provide future ser-
vices, such as for awards granted to employees who are retire-
ment eligible, induding those employees who meet full caresr
retirement criteria, compensation expense is recognized on of
pricr to the grant date. The amount recognized during the service
pericd is based on an estimate of the amount expected to be paid
out under the plan, such that cumulative expense recognized ulti-
mately equals the cash distributed to employess. For awards in
the form of alternative investment wehicles or similar structures,
which provide employees with 2 payout based on the value of
specified underlying assets, the initial value is based on the fair
value of the underlying assets {e.g., maney market funds, UEBS
and mon-UBS mutual funds amd 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.
Chamnges in value are recognized proportionately to the elapsed
seniice period. Forfeiture of these awards results in the reversal of
compensation expense.

=+ Refer to Note 29 for mone information on other compensation
plans

Periods post the Group recrganization and transfer of deferred
compernsation plans

Equity participation plans

UBS Group AG has established, and maintains the obligation to
settle, several equity participation plans in the form of share plans,
option plans and share-settled stock appreciation right {SAR)
plans, which are granted to employees of LIBS AG. UBS Group AGs
equity participation plans incude mandzstory, discretionary and

EF-

volurtary plans. UBS AG recognizes the fair value of awards
granted to its employees, determined at the grant date, over the
pericd that the employes is required to provide services in order
to earn the award.

If the employes i= not required to provide future senvices, such
as far awards granted to emiployees who are retirement eligible,
induding 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 i 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 expenss.

I future senvice is required, compensation expense is recog-
nized over that future period. For awards that are delvered in
tranches, each tranche is considered 2 separate award and amor-
tized separately. Plans may contain provisions that shorten the
required service period duwe o achievemnent of refirement eligibil-
ity or upon termination due to redundancy. In such instances,
compensation expense is recognized over the pericd from grant
date to the retirement eligibdity or redundancy date. Forfeiture of
these awards that occurs during the service pericd results in a re-
versal of compensation expense.

LUBS AG has no obligation to settle the awards ard therefore
awards over UBS Group AG shares or options are dassified 2
equity settled share-based payment transactions. The fair value of
an equity-seitled award is determined at the date of grant and =
not subsequently remeasured, unless its terms are modified such
that the fair value immediately after modification exceeds the fair
value immediately prior to modification. Amy increase in fair value
resulting from a modification is recognized &= compensation ex-
pense, either over the remaining service period or, for vested
awards, immediatehy

= Refer to Mote 29 for more information on equity participation

plans

Other compensation plans

UBS Group AG has established other fixed and varizble deferred
compensation plans, the values of whidh are not linked to UBS
Group AG's or LUBS AGs own equity Deferred cash compensa-
tion plans are either mandatory or discretionary plans and include
awards bazad on 2 notional cash amount, where ulimate payout
is fixed or may vary based on achievement of performance condi-
tiors or the value of spedfied underlying assets. Compensation
expense is recognized over the period that the employee is re-
quired to provide services to earn the award. if the employee =
not reguired to provide future services, such as for awards
grantad to employess who are retirement eligible, indluding
those employess who meet full career retirement criteria, com-
pensation expense i recognized on or pricr to the grant date.
The amount recognized during the service period is based on an
estimate of the amount expected to be paid cut under the plan,
such that cumulative experse recognized ultimately equals the
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cash distributed to employees. For wards in the form of alterna-
tive imvestment vehides or similar struchures, which provide em-
ployees with a payout based on the value of specifisd undarlying
assets, the initial value is based on the fair value of the underlying
asets {e.g., money market funds, UBS and non-UBS mutusl
fumds and other UBS-sponsored funds). These awards are remea-
sured at each reporting date based on the fair value of the under-
lyireg assets until the award is distributed. Chamges in value are
recognized proportionately to the elapsed service period. Forfei-
ture 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 investrment contracts
Financial liabilities from unit-limked imestment contracts are pre-
sented as Owher labilities on the balance sheet. These contracts
allow investors to invest in a pool of assets through ssued 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 amourts due to wnit holders and is egual to the fair
value of the reference asset pool. Assets held under urnit-linkad
investment contracts are presented as Trading portiolio assets.

=% Refer to Notes 13 and 23 for mone information of ufitlinked

iinvestment coniracts

27) Provisions

Provisions are ligbilities 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 re-
quired to setile the obligation, and a reliable estimate of the
amount of the obligation can be mads.

The majority of UBS AG' provisions relate to litigation, regula-
tory and similar matters, restructuring, employes benefits, real
estate and boan commitments and guarantees. Provisicns that are
similar in nature are aggregated to form a dass, while the remain-
ing provisions, including those of less significant amounts, are
presented under Other provisions. Provisions are presented sepa-
rately on the balance sheet and, when they are no longer consid-
ered uncertain in timirg or amount, are redassified to Cther liabi-
ities — Other.

UBS AG recognizes prowisions for litigation, regulatory and
similar mztters when, in the opinion of management after seek-
ing legal advice, it is mare likely than not that LUBS 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.

Restructuring prowisions 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, &-
ther through commencement of the plan or announcements to
affected employees.

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

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

Provisions are recognized at the best estimate of the consider-
ation required to settle the present obligation at the balance sheet
date. Such estimates are based on &l available information and
are revised over time as more information becomes available. H
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 chligation, using a rate that
reflects the current market assessments of the time walue of
mioney and the risks specific to the obligation.

A prowision is not recognized when UBS AG has a present ob-
ligation 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
lbe made. Instead, a contimgent kability is disclosed, unless the
likelinood of an cutflow of resources is remote. Cortingent lizbil-
ities are abso disclosed for posible obligations that arise from past
events whioss existance will be confirmed only by uncertain future
events mot whally within the control of UBS AG.

= Refer to Mote 22 for more information on provisions

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

Non-controfling interests and preferred noteholders

Net profit and Equity are presented including mon-contralling in-
terests and preferred noteholders. Aer profit is split into Met profit
attnibutable to UBS AG sharsholders, Net profit artibutable to
non-controfing interests and Net profit stributable o preferred
notehalders. Eguity & split into Eguity attnbutable o UBS AG
sharsholders, Bquity attributable to non-controfling interests and
Equity attributable to preferred notehalders.

LIBS AG shares held (tressury shares)

UBS AG shares held by UBS AG are presented in Equity as Treasury
shares at their acouisition cost, which indudes trarsaction costs.
Treasury shares are deducted from Equity until they are cancelled
or ressued. The difference between the procesds from sales of
treasury shares and their weighted average cost (met of tax, if any)
is reported a5 Share pramium.

Prefermed notes isued to non-consolidated preferred sscurities
entities

On 1 Jamuary 2013, UBS AG deconsclidated certain entities that
issued preferred securities, which resulted in UBS AG recognizing
the subordinated notes (that is, the preferred notes) isued to
these entities rather than the preferred securities Esued by them.

T
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UBS AG has fully and unconditionally guaranteed all contractual
payments an the preferred securities. UBS AG's abligations under
these guaranitees are subordinated to the full prior payment of
the deposit lisbilities of UBS AG and zll other lisbilities of UBS AG.
All bt one of the preferred notes, which is dassified s a lishility,
contain no contractual obligation fo deliver cash, and, therefore,
were dassified as equity instruments.

The preferred notes classified as equity instruments are pre-
sented as Equity atinbutable to prefarred notehalders on the con-
solidated balanice sheet and statement of changes in eguity. Dis-
tributions on these preferred notes are presented as Net profit
atiributable to preferred noteholders in the consolidated income
staternent and statement of comprehensive income.

For the prefemred note dlassified as liability, interest is accrued
through the income statement and presented within MNet intarest

INCOMmE.

Met cash setilernent contracts
Prior to the share-for-share exchange, UBS AG issued contracts on
own shares that required net cash setlernant, or provided the
counterparty or UBS AG with a setflement option which included
a dnoice of settling net in cash. These contracts were dlassified as
held for trading, with changes in fair value reported in the income
staterment as Net trading income.

Following the share-for-share exchange, these contracts con-
tinue o be acoounted for in the same manner, however, they are
no longer classified as contracts on own shares.

25) Non-current assets held for sale
UBS A classifies individual non-current assets and disposal growps
a5 held for sale if such assets or disposal groups are available for
immediate sale in their present condition subject to terms that are
usual and oustomiary for sales of such assets or disposal groups and
their sale is considered highly probasble. For a sale to be highly
probable, management must be committed to a plan to sall sudh
assets and must be actively looking for a buyer. Furthermore, the
assets must be actively marketed at a reasonable sales price in rela-
tion to their fair value and the sale must be expected to be com-
pleted within one year. The assais held for sale and disposal growps
are measured at the lower of their carmying amount and fair value
lezs costs to sell and are presanted in Other assets and Othar Kabil
ities. Non-current assets and liabilities of subsidiaries are dassified
a5 held for sale if their carrying amount will be recovered prindpally
throwgh a sale transaction rather than through continuing wse.

= Refer to Note 18 for more information on non-current assets

lheld for sale

30) Leasing

UBS A5 enters into lease contracts, or contracts that indude lease
components, predominanthy of premises and equipment, and pri-
miarily &5 lessee. Leases that transfer substantially all the risks and
rewards incidental to the cwnership of assets, but not necessarily

378

legal title, are dasified as finance leases. All other leases are das-
sified as operating leases.

Assats leased pursuant to finance keases are recognized on the
balance sheet as Property and eguipment and are depredated
owver the lessar of the useful life of the zsset or the lease term,
with comesponding amounts payable incuded in Due to
banks/ customers. Finance charges payable are recognized in Met
interest income ower the pericd 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 &
the lessee are disdosed in Mote 33. These confracts 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 |ease term, which com-
mences with control of the physical use of the property. Lease in-
centives are treated as a reduction of rental expense amd are rec-
ognized on a consistent basis over the leasa term.

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
unguararteed residual value which UBS AG expects to recover at
the end of the lzase term. Initial direct costs are also induded in
the initial measurement of the lease receivable. Lease payments
received during the lease term are allocated to repayment of the
outstanding recenable and interest income to reflect a constant
pericdic rate of return on UBS AG's net investment using the in-
terest rate imglicit in the lease. UBS AG reviews the estimated
unguaranteed residual walue annually and if the estimated resid-
wal value to be reslized is less than the amount assumed at lease
inception, a loss s recognized for the expected shortfall.

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

= Refer to Mote 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 dients. Fes 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, partfolio
management and advisory fees) and fees samed from providing
transaction-type services (for example, underwriting fess, corpo-
rate finance fees and brokerage fees). Fees sarned from senvices
that are provided over a cerfzin period of time are recognized
ratably ower the service pericd, with the exception of perfor-
mance-linked fees or fee components with spedfic performance
criteria. Such fees are recognized when the performance criteria
are fulfilled and when collectakility is reasonably assured. Fees
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earned from providing transaction-type services are recognized
when the service has been completed. Generally, fees are pre-
sented in the income statemant in line with the balance shest
dlassification of the underlying instruments.

Loan comimitment fees on lending arrangements, where there
is an initial expectation that the faclity will be drawn down, are
deferred until the loan is drawn down and are then recognized as
an adjustment 1o the effective yield over the life of the loan. i the
commitment expires and the loan is mot drawn down, the feaes are
recognized as revenue when the commitment expires. Where the
initial expectation that the fadlity will be drawn down is remota,
the loan commitrment fees are recognized on a straight-line basis
ower the commitment period. If, subsequently, the commitment is
actually exercized, the unamartized component of the koan com-
mitment fees are amortized s an adjustment to the effactive yield
over the life of the loan.

=+ Refer to Note 4 for mone information on net fee and commission

income

32) Foreign currency trarslation

Transactions dencminated in foreign currency are translated into
the functional currency of the reporting wnit at the spot exchange
rate on the date of the transaction. At the balance sheet date, all
manetary assets and Eabilities denominated n foreign currancy are
translated to the functional currency using the closing exchange
rate. Non-monetary iterms measured at histonical cost are trans-
lated at the exchange rate on the date of the transaction. Foreign
currency franslation differences on financial mvestmeants availabls-
for-sale are recorded directly in Equity untl the asset is sold or be-
comes impaired, with the exception of translation differences on
the amortized cost of monetary financial investments availabls-
for-sale which are reported in Net trading income, along with all
other foreign currency 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 diosing 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 tranelation differences
attributable to WBS AG shareholders are recognized directly in
Foreign currency transiation within Equity which forms part of
Total equity atnibutable to UBS AG shareholders, whereas the
foreign currency tranelation differences attributable to non-con-
trolling interests are shown within Equity attributable to non-con-
trolling interssts.

When a foreign operation is dsposed or partially disposed of, the
cumulative amouwnt in Foreign currency translation within Eguity re-
lated to that foreign operation is reclassified to the income state-
ment as part of the gain or loss on disposal. When UBS AG disposes
of a portion of its interest in a subsidiary that indudes a foreign op-
eration but retains control, the related portion of the cumulative
currency fransiation balance is reclassified to Equity atributabile to

non-controlling interests. When UBS AG disposes of a portion of its
mwvestment in an associate or joint venture that indudes a foreign
operation whils retaiming significant influence or joint control, the
related portion of the cumulative currency franslation balance i re-
classified to the income statement.
= Refer to Mote 36 for more information on currency translation
rates

33) Earnings per share (EPS)
Basic EPS are calculated by dividing the net profit or loss for the
pericd attributable to ordinary sharshalders by the weighted aver-
age number of ordinary shares outstanding during the period.
Diluted EFS are caloulated using the same method as for basic
EPS and adjusting the net profit or loss for the pericd atiributable
to ordinary shareholders and the weighted average number of
ordinary shares outstanding to reflect the potential dilution that
could occur if options, warrants, convertible debt securities or
other contracts to issue ordinary shares were converted or exer-
cised into ordinary shares.
= Refer to Mote 9 for more information on EPS

34) Sagment reporting

UBS AG's businesses are organized globally into five business divi-
sions: VWealth Managemant, Wealth Managament Americas, Re-
tail & Corporate, Global Asset Management and the Investment
Bank, supported by the Corporate Center. The five business divi-
sions qualify as reportable segments for the purpose of segment
reporting and, together with the Corporate Center and its com-
jponents, reflect the management structure of UBS AG. Addition-
ally, the mon-core activities and positions formerly in the Inwest-
ment Bank are managed and reported in the Corporate Center.
Together with the Legacy Portfolic, these non-core activities and
jpositions are reported &5 a separate reportable segment within
the Corporate Center s Mon-core and Legacy Portfobio. Finandal
information about the five business divisions and the Corporate
Center {with its components) is presented separately in internal
management reparts o the Group Executive Board, whidh is con-
sidered the "chief operating dedsion maker™ within the context
of IFRS 8 Operating Segments.

LUBS AG'S internal accounting policies, which imclude manage-
ment accounting policies and sarvice level agreements, determine
the revenues and expenses directly attributable to each reportable
sagment. Internal charges and transfer pricing adjustments are
reflected in operating results of the reportable segments. Transac-
tiors between the reportable segments are camied out at inter-
nally agreed rates or at arm'’s length and are also reflected in the
operating results of the reportable segments. Revenue-sharning
agreements are used to allocate external dient revenues to re-
portable segments where several reporfable segments are in-
volved in the value—creation chain. Commissions are credited to
the reportable segments based on the comesponding client rela-
tiorship. Met interest income is generally allocated to the report-
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MNote 1 Summary of significant accounting policies (continued)

able segments based on their balance sheet positions. Interest
income earned from managing UBS AGS consolidated equity is
allocated to the reportable segments based on average attributed
equity. Own credit gains and losses on financial liabilties desig-
nated at fair value are exduded from the measurement of perfor-
mance of the business divisions, are considered reconciling differ-
ences to UBS AG results and are reported collectively under
Corporate Center — Core Functions.

Assets and liabilities of the reportable segments are funded
through and invested with Group Treasury within Corporate Cen-
ter — Core Functions, and the net interest margin is reflacted in
the resulis of each reportable segment. Total intersegment reve-
nuwes for LBS AG are immaterial as the majority of the revenues
are allocated acoss the segments by means of revenue-sharing
agreements.

Effective from 2014, each year. as part of the annual business
planning cycle, Corparate Center — Core Functicns agrees with
the business divisions and Corporate Center — Moncore and Leg-
2oy Portficlio cost allocations for services at fixed amounts or at
variable amounts based on fixed formulas, depending on capital
and service consumption levels, a5 well as the nature of the ser-
vices performed. Becawse achusl costs incurred may differ from
those expected, however, Corporate Center — Core Funcions may
recognize significant under or over-allocations depending on vari-
ous factors. Each year these cost allocations will be reset, taking
account of the prior years' experience and plans for the forthcom-
ing pericd. Until December 2013, the operating expenses of
Corporate Center — Core Functions were allocated to the report-
able segments based on internally determined allocation bases.
These allocations were adjusted on 2 pericdic basis and differ
ences may have arsen between actual costs incurred and amounts
recharged.

Segment balance sheet asseis are based on a third-party and do
not includs intercompany balances. This view i in line with internal
reporting to management. Certain assets managed centrally by
Corporate Center — Core Funcions (including property and equip-
ment and certain financal assets) are allocated to the segments on
a basis different to which the comesponding costs and/or revenues
are allocated. Spedfically, certain asseis are reported in Corporate
Center — Cone Functions, whereas the corresponding costs andyor
reveniues are ertirely or partially allocated to the segments basad
on various imternally determined alloctions. Similardy, certain as-
sats are reported in the business divisions, whereas the cormespond-

380

ing costs and/or revenues are entirely or partizlly allocated to Cor-
porate Center — Core Fumctions.

For the purpose of segment reporting under IFRS 8, the non-
current assets consist of imvestments in assodates and joint ven-
tures, goodwill, other intangible assets and property and equip-
ment.

= Refer to Mote 2 for more information on segment reporting

35) Metting

UBS AG nets financial assets and liabiities 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, bankruptoy or inschency of the entity
and all of the counterparties, and intends either to setile on a net
basis, or to realize the asset and settle the liability simultanecwsly.
MNetted positions indude, for example, over-the-counter interest
rate swaps transacted with the London Clearing House, netted by
currency and across maturity dates, repurchase and reverse repur-
chase transactions entered into with both the London Clearing
Howse and the Fixed Income Clearing Corporation, netted by
counterparty, currency, central securities depositony and maturity,
a5 well = transactions with various other counterpartios, ex-
changes and clearing houses.

In assessing whether UBS AG intends to either settle on a net
bbasiz. or to realize the aset and settle the liability simultanecusty,
emgphasis is placed on the effectiveness of operational settlement
mechanics im eliminating substantially all credit and Bquidity expo-
sure betwesn the counterparties. This condition predudes offsst-
ting on the balance shest for substantial amounts of LUBS AGS
financial asets and liabilities, even though they may be subject to
enforceable netting arrangements. For derivative contracts, bal-
ance sheet offsetting is generally only permitted in drourmstances
in which a market seftlement mechanism exisis via an exchange
aor clearing house which effectively accomplishes net settlement
throwgh a daily cash margining process. For repurchase arrange-
ments and securities financings, balance shest offsetting may be
permitted only to the extant that the settlement mechanism alim-
inates or results in insignificant credit and liquidity risk, and pro-
cesses the receivables and payables in a single settlement process
or cycle.

= Refer to Mote 1b and Mote 26 for mare information on offsetting

finandal assets and financial liabdlities
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MNote 1 Summary of significant accounting policies (continued)

b} Changes in accounting policies, comparability and other adjustments
Effective in 2014

Offsatting Financial Assets and Fnancial Liabiite: (Amendments
to [AS 32, Financal Instruments: Presentation)

On 1 January 2014, UBS AG adopted Offsetting Financal Assets
and Financial Liabilities (Amendments o 145 32, Anancial instru-
ments: Presentation). The amended 145 32 restricts offsetting on
the balance sheet to only those arrangements in which a right of
set-off exists that is unconditional and legally enforceable, in the
normal course of business and in the event of the default. bank-
ruptcy or insolvency of UBS AG and its relevant counterparties
and far wehich UBS AG intends to either settle on a net basis, or to
realize the assat and settle the lizbility simultanecusly.

The amendmenis also provide mcremental guidance for deter-
mining whean grass settlemant systems, such as a delivery versus
payment (DVF) process used to settle repurchase agreements, ra-
sult in the functional equivalent of net settlement.

Under the revised rules, UBS AG is no longer able to offset cer-
tain derivative arrangements, mainly credit derivative contracts and
equity/indax contracts, due to a combination of product and coun-
terparty-specific considerations. The comparative balance sheet as
of 31 December 2013 was restated with the effect presented in the
table below. A balance sheet as of the beginning of 2013 has not
bean presented because the change in policy was not desmed 1o
hawe a material mpact on the financial statements. There was no
impact on total equity, net profit or earmnings per share. In addition,
there was no impact on UBS AG's Basel Il capital.

=+ fefer to Note 26 for mare information

Remowving exchange-traded dervative client cash balances from
the UBS AG's balance shest

UBS collects cash and securities collateral, in the form of initial
and variation margin, from its dients and remits them to central

courterparties (CCPs). brokers and depesit banks through its
exchange-traded derivative (ETD) dlearing and execution services.
In 2014, UBS AG changed its acenunting policy with respect to
recognizing cash initial margin collected and remitted (together,
client cash balances) to more dosely align with evolving market
practices.

Specifically, if through contractual agreement, regulation or
practice (i) UBS AG is not permitted to reimvest dient cash bal-
ances; (il interest paid by the CCF broker or depasit bank on cash
deposits forms part of the dient cash balances with deducdions
being made solely as compensation for clearing and exeastion
sanvices provided; (i) UBS AG does not guarantes and is not liable
to the dient for the perfarmance of the CCP broker or deposit
bank; and (iv} the dient cash balances are legally isolated from
UBS AG’s estate, UBS AG conduded that it does not obtain ben-
efits from or control dient cash balamces. Therefore, those
amounts are not deemed to represent assets and comesponding
lizbilities of UBS AG and are no longer reflected within Cash ool-
Iateral payables on derivative instruments for the amounts due to
clients, Cash collateral receivables on devvative instrumeants for
amounts posted to CCPs and Due from Banks for any amounts
that are deposited at third party deposit banks. Az a result, Cash
coliateral receivables on denvatives deoreased by CHF 1.2 billion,
Due from Banks decreased by CHF 3.0 billion and Cash collateral
payables on denvatives decreased by CHF 4.2 billion as of 31 De-
cemiber 2014.

The comparative balance sheet as of 31 December 2013 was
restated with the effect presented in the table below. A balance
shieet as of the beginning of 2013 has not been presented be-
cause the change in policy was not desmed to have & material
impact on the financial statements. There was no impact on total
equity, net profit, eamnings per share or on UBS AG' Basel Il
capital.

Amendments to |AS 32 and Remosing ETD dient cash balances: Effect on the balance sheet

Balance as of
N December 2013

Change in reported  Change in reported
due figures dus

to amendments o remowiing ETD: asof

CHF millan previcusly reparted 1014532  cllent cash balances  ¥1 December 2013
Tatal assels 1,008,880 8,513 (3818} 1,613,388
o which: Due fom banks 17,170 [ 3,296 13,874

o uhich: Positve seplacoment values 241835 8,240 o 254,084

o uhich: Cash collstern) recaivables on dasiitivg insruments 007 64 {1,723 2,548
Total labilithes 458,525 8,513 [3.818) SE3.418
295958 8125 o 48078

..... IO .. SOV .. ... sz

29,938 0 o 45,938

Total llabiities and equity 1,008,880 8,513 (5019 1,013,388
EL
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MNote 1 Summary of significant accounting policies (continued)

MNewation of Dervatives and Continuation of Hedge Accounting
(Amendments to [AS 38, Finandal instrumendts: Recognition and
Measuremant!

On 1 January 2014, UBS AG adopted MNovation of Dervatives and
Continuation of Hedge Accounting {(Amendments to [AS 39 -
nancial instruments: Recogrition and Measurement) which pro-
vides relief from discontinuing hedge accounting when a deriva-
tive designated as a hedging irstrument is novated to effect
dlearing with a central counterparty as a result of laws and regula-
tiors, provided certain criteria are met. Adoption of the amend-
mients had noimpact on the Financial Statements.

IFRIC intevpretation 21, Levies

In 2014, UBS AGG adopted IFRIC Interpretation 21, Levies. IFRIC 21
sets out the accounting for an obligation to pay a government
levy that is not within the scope of 1AS 12, Income Taxes. The in-
terpretation spedfies that kzhilities for levies should not be recog-
nized prior to the ocourrence of a specified triggering event, even
when an entity has no realistic abiity to avoid the triggering
event. Adoption of the interpretation did not have a material im-
pact on the Financial Statements.

Fair value measurements — funding valuation adiustments
In 2014, UBS AG incorporated funding valuastion adjustments
{Fv4) into its fair value measurements. This resulted in a net loss
of CHF 267 million when the dchange was adopted on 20 Septem-
ber 2014, of which CHF 252 million was attributable to Corporate
Center — Non-core and Legacy Portfolio, CHF 12 million o the
Investment Bark and CHF 3 million to Retal & Corporate. FuA
reflect the costs and benefits of funding assodiated with uncol-
laterslized and partially collateralized derivative receivables and
derivative payables and are also applied to collateralized derivative
assets in cases where the collateral cannct be sold or repledged.
FVA were implemented in responss to growing evidence that
market partidpants incorporate FYA in the fair value mezsure-
ment of uncollateralized and partially collateralized derivatives
and was implemented on a prospective basis 2 a change in ac-
=% Refer to Note 244 for more information

Refinement to the allacation of operating costs
for internal services
To further enhance cost disdpline and strengthen its efforts to
reduce its underlying cost base, UBS AG has refined in 2014 the
way that operating costs for internal services are allocated from
Corporate Center — Core Functions to the business divisions and
Corporate Center — Mon-core and Legacy Portfolio.

= Refer to Mote 1a item 34 for more information

382

Changes in presentation

Presentation of Definad Banafit Plans

In 2014, to align with market practice, the disclosure of defined
benefit plan remeasuremants in the balance sheet and statement
of changes i equity was amended 1o present the year-to-date and
He-to-date movements directly within Retained earnings, rather
tham as a separate component of other comprehensive mcome.
The comparative balance sheet and statement of changes in equity
as of 31 December 2013 were restated to reflect this presentational
change. Cumulative net income recognized directly in equity, net of
fax as preseried within the balanca sheet and statement of changes
in equity was renamed to Other comprehensive income recognized
directly in equity, net of tax. In addition, further lines were added to
the statement of changes in equity o separately disdoss et
profitf(loss), Other comprehensive income that may be reclassified
1o the income statement and Other comprehensive income that
will not be redassified to the income statement.

Segment reparting by gecgraphic locztion

In 2014, UBS AG revised the basis on which it attributes Tora!
aperating income to geographical locations in order to provids
mare relevant information. Total operating income s now attrib-
uted to the region consistent with how the business is managed
and performance i evaluated, with income primarily attibuted to
the domidle of the client. Historically, total operating income wes
primarily atiributed to the location of the entity im which the
transactions and assets were recorded. Prior period information
was restated to reflect this change.

= Refer to Mote 2b for more information

Net fee and commission income

In 2014, UBS AG revised its presertation of certain line items
within Net fee and commission income in order to provide more
relevant information. Prior period information was adjusted ac-

= Refer to Mote 4 for more information

Other incoms

In 2014, UBS AG introduced several mew reporting lines in order

to enhance tramsparency on the composition of Other within

Other income. Prior period informiation was adjusted accondingly.
= Refer to Mote 5 for mone information
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MNote 1 Summary of significant accounting policies (continued)

&) Internationsl Financial Reporting Standards and Interpretations to be sdopted in 2015 and Later and other adjustments

IFRS 8. Financia! instruments

In Movernber 2003, the |ASE issued IFRS 9, Anandal instruments,
which includes revised guidance on the classification and mes-
surement of finandal assets. Im October 2010, the 1ASE updated
IFRS 9 to include guidance on financial kabilities and derecogni-
tion of finandal instruments. The publication of IFRS 9 repre-
sented the completion of the first part of a multi-stage project to
replace |45 33, Financial Instruments: Recognition and Measure-
ment.

The standard required all financial assets, except equity instru-
mients, to be dassified at fair value through profit or lass or amor-
tized cost on the bass of the enfity’s business model for manag-
ing the finandal assets and the confractual cash flow
characteristics of the finandial assst. If 2 finandal aset meets the
criteria to be measured at amortized cost, it can be designated at
fair value through profit or loss under the fair value option if do-
ing so would significantly reduce or eliminate an acoounting mis-
match. Equity instrumernts that are mot held for trading may be
accournted for at fair value through other comiprehensive income
(o).

The accounting guidance for finandal liabilities is unchanged
with one exreption: ary gain or loss arising out of & financial lis-
bility designated t fair value through profit or loss that is atiribut-
ghle to changes in the credit risk of that lizbility (cwn credit) is
presented in OCI and mot recognized im the income statement.
There & no subsequent recyding of realized gains or losses from
OC to the income statement.

In Movemnber 2013, the LASE issued IFRS 3, Finandal lnstru-
ments (Hedge accounting and amendments to FRS S, IFRS 7 and
IAS 38). This standard contains guidance on hedge accounting
that will replace the existing requirements of 145 33, introduding
substantial changes to hedge effectiveress and eligibility re-
quirements as well as mew disclosures. The amendments also
remave the previous mandatary effective date of 1 January 2015
for all of the IFRS 9 reguirements. The standard further permits
entities to early adopt the own credit presentation changes pro-
spectively, without having to apply any of the other require-
menis of IFRS 9.

In July 2014, the |A5E published a final versicn of IFAS 9, Finan-
aial Instruments. IFRS 9 now fully reflects the dassification and
measurement, impairment and hedge accounting phases of the
A58’ project to replace 1AS 39, Finandal insfruments: Recogri-
tion and Measuwement. The final standard incorporates significant
modifications to the previows version (as issued in 2010, indud-
ing new dassification and messurement requirements for finan-
cial assets; notably the introduction of a new fair value through
0L classification, the addition of a single forward-locking ex-
pected credit loss impairment maodel, replacing the incurred boss
model of 125 39, and the incorporation of a reformed approach
to hedge accounting (as discussed abovel. The final standard in-

cludes the guidance for financial liabilities, as previously issued.
There is no subsequent recycling of realized gains or losses on
owmn credit from OC| to profit or loss. The mandatory effective
date of the new standard will be 1 Jaruary 2018, with carlier
adoption permitted.

LBS AG is currently assessing the impact of the new require-
ments on the Finandal Statements.

IFRS 15, Revenue from Contracts waith Customers

In May 2014, the 1A5E Bsued IFRS 15, Revenue from Contracts
with Customers, which establishes principles for revenue recogni-
tion that apoly to all contracts with customears. The standard re-
quires an entity to recognize rewenue as goods or services are
transferred to the customer inan amount that reflects the consid-
eration to which the entity expects to be entitled in exchange for
those goods or services. It also establishes a cohesive set of disclo-
sure requirements regarding information about the nature,
amount, timing and uncartainty of revenue and cash flows from
contracts with customers. The standard is effective for UBS AG
reporting periods beginning on 1 lanuary 2017, with sardy 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
the Financial Statements.

Amendments to IFRS 11, Joint Amangements, A5 76, Property
Flant and Equipment and 145 38 Intangible Assets

In Bay 2014, the |ASE issued amendments to IFRS 11, Joint A
rangements, A5 16, Froperty; Plant and Equipment and 145 38,
Intangible Assets. The amendments will have no material impact
on the Financial Statements. UBS AGE joint arrangements are im-
material, both individually and in 2ggregate (refer to Mote 30),
and UBS AG does not use revenue-based depredation method-
ologies, which the amendments to 145 16 and 145 38 will pro-
hibit.

Narrow-scope amendments to [AS 19, Employes Benefits

In December 2013, the IASE issued Defined Benefit Plans: Em-
ployes Contributions (Amendments to 1AS 19, Employes Bene-
fits). The amendments offer an alternative, simplified treatment
for considering confributions from employees or third parties in
the cakoulation of the defined benefit obligation if the amount of
employee or third-party contributions is independent of the num-
lber of years of service. Under the alternative treatment, an entity
may recognize such confributions as a redwction in service cost in
the pericd in which the related service is rendered, instead of at-
tributing the contributions o the pericds of senvice. This is appli-
cable for the Swiss pension plan, whereby UBS AG cumently at-
tributes employes confributions to the periods of service in
accordance with the plan’s benefit formula. The amendments to

383
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MNote 1 Summary of significant accounting policies (continued)

145 19 are applicable retrospectively, for UBS AG on 1 January
2015. UBS AG does not apply the altermative treatment intro-
duced by this amendment to 145 19.

Arnual Improvemnents to IFRSs 2070 - 2012 Cyele and

Arnual Improvemnents to IFRSs 2071 — 2013 Gyde

In December 2013, the LASE issued Annual Improvements to [R5
2010 — 2012 Gedle and Annual improvements to IFRSs 2001 —
2013 Gyde that resulted in 12 amendments to nine IFRSs. Gener-
ally, the amendments are effective for UBS AG on 1 January 2015,
with early adoption permitted. UBS AG expects that the adoption
of these amendments will not have a material impact on the F-
nandal Statements.

384

Annual Improvements to FR%s 2012 — 20714 Qe

In September 2014, the |ASE Esued Annual improvernents to IFRSs
2012 — 2074 Cyole that resulted in amendments to four IFRSs.
Generally, the amendments are effective for UBS AG on 1 January
2016, with sarly adoption permitted. UBS AG s curmently assessing
the impact of the amendments on the Fnancial Statements.

Amendments to 145 T, Presentation of Fnandal Satements

In Decernber 2014, the 1ASE issued amendments to 145 1 to fur-
ther encourage companies o apply professional judgment in de-
termining what information to disdose in their finandal state-
meents and in determining where and in what order information =
presentad in the finandial disclosures. The amendments have a
mandatory effective date of 1 January 2016 for UBS AG, with
earlier adopiion permitted. UBS AS expects that the adoption of
these amendments will not have a material impact on the Finan-
cial Statemants.
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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: Weslth Manzgement,
Wealth Management Americas, Retail & Corpaorate, Global Assst
hanagement and the Investment Bank.

Wealth Management

Wealth Management provides comprehensive financial services to
wealthy private dients around the world — except those served by
Wealth Management Americas. UBS AG is a global firm with
global capabilities, and Wealth hManagement dients benefit from
the full spectrum of IUBS AGs global resources, ranging from in-
vestment management solutions to wealth planning and corpo-
rate finance advice, as well as a wide range of spedfic offerings.
lts guided architecture model gives dients access to a wide range
of products from third-party providers that complement LIBS AG
own products.

Wealth Management Americas

Wezalth Management Americas is one of the leading wealth man-
agers in the Americas in terms of finandal advisor productivity
and invested assets. i provides advice-based solutions and bank-
ing services throwgh finandal advisors who deliver a fully inte-
grated set of products and services speciically designed to ad-
dress the nesds of ultra high net worth and high net worth
individuals and families. it indudes the domestic US and Canadian
busiress as well as international busness booked in the US.

Retail & Corporate

Retail & Conporate provides comprehensive finandal products and
senvices to its retail, corparate and institutional dients in Switzer
land, maintaining a leading position in these dient ssgments and
embedding its offering in a multi-channel approach. The retail
and corporate business constitutes a central building block of
UBS AG's universzl bank delivery model in Switzerland, support-
ing other business divisions by referring dients to them and assist-
ing retail dients to build their wealth to a level at which they can
be transferred to Wealth Management. Furthermore, it leverages
the cross-salling potential of products and services provided by its
zzset-gathering and investment banking businesses. In addition,
Retail & Corporate manages a substantial part of UBS AG's Swiss
infrastructure and Swiss banking products platform, which are
both leveraged across the Group.

EDINETOOOO
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Global Assat Management

Global Asset Management is a large-scale asset manager with
wiell diversified businesses across regions and chient segmants. It
sarves third-party institutional and wholessle dients, a5 well ==
clients of LBS AG's wealth management businesses with a broad
range of imvestment capabilities and styles across all major tradi-
tional and alternative asset dasses. Complementing the invest-
ment offering, the fund services unit provides fund administration
saryices for UBS AG and third-party funds.

Imvestment Bank

The Investment Bank provides corporate, institutional and wealth
management clients with expert advice, innovative schutions, ex-
ecution and comprehensive access to the world's capital markets.
The Investment Bank advisory services and access to international
capital markets, and provide comprehensive cross-asset researdh,
along with access to equities, foreign exchange, predous metak
and selected rates and credit markets, through its business urits,
Corporate Client Solutions and Investor Client Services. The In-
vestrment Bank is an active participant in capital markets flow ac-
tivities, including sales, trading and market-making across a rangs
aof securities.

Corporate Center

Corporate Center is comprised of Core Fundtions and Non-core
and Legacy Portfolio. Core Fundctions indude Group-wide control
functions such as finance (induding freasury services such as
liquadity, funding, balance sheet and capital management), risk
control (inchuding compliance) and legal. In addition, Core Funic-
tions provide all logistics and suppart senvices, induding opera-
tiors, information technology, human resources, regulstory rela-
tions and strategic initistives. communications and branding,
corporate services, physical security, information security as well
as outsourcing, nearshoring and offshoring. Mon-core and Legacy
Portfolio is comprised of the non-core businesses and legacy
positions that were part of the Inwesiment Bank pricr to its
restructuring.

As of 1 lanuary 2015, Corporate Center — Core Functions
was reorganized into two new components, Corporate Center —
Services and Corporate Center — Group Asset and Lisbility
Management {Group ALM.
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Mote 23 Segment reporting" (continued)
‘Wealth
‘féealth  Management Retml & (obaldsset  |mvesiment
Manasgement Americ Coporale Managemest Bank Corparate Canler Les as
Mom-oone
Coe  and

CHF milfon Functions. Pa
For the year ended 31 December 2013
it inbesest income 2)061 436 1144 1200 BBE [405)F 1833 5, TaG
on-isterest income 5512 562 1,630 1,554 T2 [B02)7 1613 2.9587
noome 4 b ATE ] 6,565 1174 1,535 8559 {1,007} E-n) Ty
Crodit boss lespenseli reooeery [[e] (k)] {18 1] 2 Li] 3 (509
Total operating income 1,563 6,538 3,756 1,535 501 (1,007} 47 .12
Feronnel experees R 4574 1442 ar3 1684 414 515 15,182
Genemal and adminstmatie mepesses 1,650 a4 875 48 1040 432 2032 830
Services (8o} Mrom offer busines diisions o 13 {162) {1m 3 1 65 ]
Depredation and impaismest of propery asd equipment 150 12 143 47 260 [} 55 516
A ion and impai of istangihle assets® B 05 a ] 4 L] 3 .3
Total operating expesses 5,316 680 2,298 1,359 £,300 BT EED 2451
Operating profit /[loss) before tax XAy pii 1 1,458 e 2,300 1,554} 2312y nn
Tan eapense { (benedi) {110
et profit/{loss) 13m
Additicnal information
Total assete 109,758 45,851 141,365 14,223 23551 247 407 5,135 1,003,355
Additions 10 son-cumest asseits 3 1 17 1 a1 1236 1] 1,341
g s ot e amag i et i 1 et b 974 A e e st e s o e 31 e 0T o,
unn-u- Coner = mmanmm‘-w&umh—hmlmm tmn-hmpn-au-umudm
lﬂ:lﬂmhn'nld CHF 374 bz with 3 coresponding Serane 1 nat-nties: income. ) Impaimes of fnancal el 31 Dacemizer 2003 were 2 folioss:

Management CHF 10 ﬁhumursdmmmmmrﬂmMﬁ--m:ﬂmeur:dm 1 Rt 1o Hofe: 24 for mine ifoemation on
awn it I Caporie Center - Cose Functions. = Refer bo Note 17 for mase irkamaon.  « Refer to Mo 32 for Infdoemation on sestrecuiing charges
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 23 Segment reporting" (continued)
‘Wiealth
Wieath  Management Retal & (obaldsset  l=vestiment
Management Americe Corpomale Managemest Bank Corparate Canler Les as
Mon-cone
Core  and

CHF milfan Functicns. Pa
For the year ended 31 December 2012
Kt inbesest income 1,951 ™ 2,185 213 234 [229) 457 5978
Mon-interest income ) 50 1,565 1,504 L] (1,481 10512 H,583
hoomed 7040 589 3,756 1,883 7144 11,685) 1516 25,541
Credit boss fexpenseli recoeery i {14y (k] a L] L] [y 19y
Total operating income 1041 5877 3,728 1,883 7184 (1,685) 1438 2541
Feronmel experees LEES 4,358 1,287 BEE 4,538 3y [+13 14717
Gemesal and administrative epesses 1,350 893 a5y 395 232 16565 1,141 B3
Lerdcess (o) from ofter besiness divisions M3 {15 ] {1 (203 H 115 1]
Depreciation and impaizmest of property asd equipment 153 100 128 £ Fits g 41 g
Impairment of gocdwil® 1] 1] a a L] L] 3030 EXAE ]
Amorization and impaiesest of istangible asses® T 1| 1] & 13 L] F..] 106
Tatal cperating eopesses? 4634 5,281 1,801 1,314 EA7T 2008 L IT.HE
Operating profit floss) before tax 2407 587 1.827 553 267 3, 658) (3764 [1.794)
Tas espense/ (benetd) £
ﬁpﬁﬂt Hless) [2.25%)
Addltlonad infarmation
Total assets A0 43,548 145,330 12516 261,511 262 85T 428635 125797
Additions 1o son-cusrest azsets 4 i 45 12 a2 1,593 o 1,158
ot hgs e g Pl 1 o Ao, T ¥ bt vt e Ny ot ot e 1 ncmbe 13 e i B b

ot |1 Carporie Cemhe = Cone Fancians was Semvased bw CHF 276 millon st a come spanding increase innzr-imenes? inoome. 12 addion, net inotvest inoome in Conparbe Center = Mon<cone and Portizliz was
mumrm-mmamm:nm-um 1 mpaderenis of Anardal invedrens aalabiedzrsak o the year ended 31 Dlulhlﬁlmnﬂhﬂmuw

ment CHF 4 millon, invesimeent Bamic CHF 13 million, Corporie Center = Core Functions CHF 2 million, Corpoie Cenier = Mon-con: and CHFET milizr. 4 Grler iz Mone 74 for more Inlzmerdzn an awn
ek Cenier = Com Fenciore. Incides chaiges of approcmancty CHF 1.4 billan arking from fnes o dhgoimenet frem neguiiny neEstganans conoeming LISOR and other bercmark
mivs o Aek o Mo 17 formon: information. 7 Fefer to Hete 32 for nfomation on esnmring chames
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MNote 2b Segment reporting by geographic location

The operating regions shown in the table below, i.e., Americas,
Asia Pacific, Europe, Middle East and Africa, and Switzerland, cor-
respond fo the management structure of UBS AG from a regional
perspective. The allocation of operating income to these regions
reflects, and is consistent with, the basis on which the business is
manzged and performance evaluated. These allocations involve
assumptions and judgments which management considers o be
reasonable. The main principles of the allocation methodology are
that dient revenues are attributed to the domicile of the disnt,
with global dients being split into relevant countries and trading

For the year ended 31 December 2014

EDINETOOOO

00000000000 0O(E05852)

and portfolio management revenues atiributed to the country
where the rizsk is managed. This revenue attribution is consistent
with the mandate of the country and regional Presidents. Certain
revenues, such as those related o the Corporate Center — Maon-
core and Legacy Portfolio, are managed at a Group level. Thess
revenues are incleded in the Global line.

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

= Refer to Mote 1b for more information on changes to segment

reporting by geographic location

Todal opersting income Todal non-current assets

CHF billica Share % CHF bilian Share %
Americas o7 m o a%
ofwhich: LSA {[-h] L] (1] 45
hsia Pacic 18 L[] o4 3
Europe, Middle East and Africa .3 ] ] 1.5 19
Switzerdand .3 ] | 56 k-]
Global [0.5) (3 0.0 ]
Total 00 o0 14.6 100
For the year ended 31 December 2013
Total oparating income Total non-ument asets
CHF billion Share % CHF Bilion Shane %
Amaricas 1.2 7 &1 ]
ofwhich: LSA a8 kL] 56 43
Asia Pacic 45 ] o4 3
Europe, Middle East and Africa (1] FL 15 1
Iwitzerdand (4] FL 53 a0
Global 10.4] (L] 1] a
Total 77 o0 121 100
For the year ended 31 December 2012
Total operating income Total non-mment asets
CHF billion Shae % ICHF Bilien Shane %
Americas 95 7 &2 a5
o wihich; LS4 a3 £ 58 43
Asia Pacic a5 i o4 3
Europe, Migdle East and Afiica 64 25 1.5 1
Switzerdand L] i) 53 ]
Gobal 108 13 o0 L]
Tatal 54 150 113 108
389

400/583

Fnancial information

oOoOooodd



Financial information

Notes to the UBS AG consolidated financial statements

Income statement notes

Mote 3 MNet interest and trading income
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For the year esded % change from
CHF milfian EIRFAT] 311213 311112 .12.13
Met interest and trading income
Kat inbarest income 5,558 5,706 5578 12
Mt trading income 180 5,130 2506 [F2]
Total net Interest and trading income 110,398 10,815 9504 5
Vieaith Manage=p=t 2,845 2858 FEET] {1
\ieaith Managempst Americas 1,382 1323 1.5 2
etz & Comporate: 2,538 2485 2467
Global dsset Management ] H 8 {1004
Imset=ent Back 4,554 5,005 LT =
o which: Cavporate Cliant Soltions! 1.047 1142 Tod I
o wiich; dwestor Chent Sandces’ Lsar ey 2,068 "
Conparaie Canter [k a4 (5408 14
cifwihich; Cove Funations (24 (Lo4s) 11,9921 b
o which: ow credit on fnavcisl Fabilitier desipnated o faii waive? 92 (253 2,202
o whick: Mom-come and Legacy Partialio {864) 261 1452
Total net Interest and trading income 10,3596 10,815 9504 [&]
et interest income
Interest Income
Inierest eamed o loans and advances? aTa 5586 21 o
Inierest eamed on securities bomowed and reserse repuschase agreements T8 252 1413 [1F]
Inteest and dividend income from sadisg portllic 11598 1513 L487 L
Interest income om financial assets designated at fair vales. i 64 EL 43
bt vk et o i svalsbiforais s m £ 2
Tatal 13,154 13,137 15,968 [}
Interest expense
Inferest on amourss due by banks and cestomars. Toa E 141 21
Intesest an secsrities kent and repuschase agreements w7 a9 1208 o
Imteeest expansn from trading portfoliod 1,804 1,846 440 ¥
Inteest on financial abilties designated at fair walee s 1,157 1744 n
Inierest on debt imeed 2,382 2588 3163 [
Total 6,83 135 9550 (1)
et interest Income 6,353 5786 557 12

Ilil".-w-p-l-r# --m-tlhaﬂ.#ﬂ-n-l-lth‘-Hwhmmnﬂwﬂdﬂlilﬂhmiﬂmt

aneqaal and dar nwestment Bank invessr Chert Senvices. :lll-wlllhlilllr-nlllu-u-nlw-wlt—
trmu.mm--l-rma-m 16 milion for 2002, 4 Inchades exp
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Financial information
Notes to the UBS AG consolidated financial statements

MNote 5 Other income
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Far the year ended % change from
CHF milfion EIRFAL] 311213 EARFRF) 3.12.13
Associates and subsidiaries
Kt gaissi losses) from disposals of subsidiaries | ] il v ] (5
et gainsi (looses) from disposals of investments in asociates [ ] [i] o
Shane of net profits of associates L] 45 a3 a2
Total Fit] 160 &1 7
Ananclal invesiments avallable-foesale
Het gainsi [looses) from disposals s s 353 5
Impaitment charges [78) [41] [B5h -]
Total 143 168 e [1E]
Kot income from properties lexcluding net gains Mosses from disposakl k] EL] B (14}
et gainsi[looses) from imeestment properties at fairvalue® i (48] 4
Kot gaissi lonses) from disposals of properties held for sale 44 i i3 [1-5]
et gaissi [looses) from disposals of [oans and receivables k] 53 (1 (36
Oeher 153 [iii) a7
Total other Income 632 580 41 -]

|hi|hl-!udq-pmru- -H-ihd-—:um Income: elzied t dkposed o Sormark spteidkades o racludes net rert received from third pasies ang ne opomaiieg Eperses

3 inchades af fair vahae and foreckses ames.
MNote 6 Personnel expenses
Far the year esded % change from
CHF milfon EIRFRL] EIRFAE] EARFRE 211213
Salaries! 6,265 6,268 6214 1]
‘Vanizhle compensation — perfomance awands? 2,530 2588 3000 (1]
e which: guammtoes kv wew hires 48 k] 1 an
Varizhle compersation — other® Ll a8 £ a2
e which: seplacoment payments? &1 k] 1o 4
o which: fvisiure credits (FQ) (148 (i 52l
o wiich: sevevance paymants? 182 14 oy 42
o which; senbion pias and affier payments 282 242 125 Fi |
Contraciors 234 150 214 23
Sodal seourity k| 792 TeR 1]
Pension and othes post-emgloyment benefit plass® T aa7 i’ 120
‘féealth Managespst Americe: Fisancal adviso compensatios? s 3388 3140 im ]
{rhes pesonnel expenses. BiO% &3 [.C.v) [21]
Total personnel expenses? 15,280 15,182 14,737 1
1 Ircludes roke-Sased alkwances. = Refer b Wote 29 far more ind an pay s b oy for dedemed awards forisied 25 2 resut of joining UBS &G
il]l-l-ll‘.-ﬂmdl:lF#'ll. --—-h'&-Lﬁ.NIJ wlﬂﬂ“mﬂh‘lﬂ-hﬂ_
Ilﬂ'lm "'I'li'- i ‘mmh.ﬂllﬂﬂ'tﬂmﬂhmm & Arancal adwsor L= 0]

pian ard a aeck of CHF 116 il cdlates o chang
bosed di it d aadvisors and

szl
mnﬂlﬂhd‘npﬂd

of CHF 327 million, CHF 156 millon and CHF 355 mil on for the peas ended 31 ber 2014, 31 ber 11013 and 21 ey 31003,

¥ caloulated ased on drancial advisor productivieg. fim terere, ames and oz
mum—dmma- ‘timee of recyebment which ane sabject t vesting

7 Indezed net mstrecaing chages
ty. Fiofer o Mone 3.2 for moee information. "
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Mote 7 General and administrative expenses
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Far the year ended % change from
CHF milfion 31.12.14 YRR E] ELRER ) EIRERE]
Ocrupancy 1,005 1,044 1074 ]
Rent and =ai v of IT and other equiz AT 458 4T3 5
Communication and market data serdoes BO% 2] 632 1]
Admisistration [ E38 [ (1]
Marketizg and public ielations a8% 478 528 ¥i]
Trawel mnd entertainmenss LL] 451 450 3
Profesional foes 1,308 11032 08 i)
‘Oulsourcing of IT and other senvices 1,803 1,340 1,357 il
Provisions for [iigation, regelatony and sisilar matsers®? 2.9%4 1,701 2545 52
Cehes? 248 [+ 47 (&)
Total general and administrative expenses® 9,377 5,380 8653 12

awd similar mames It Income Satenent. In addbian, | indees recweies rom s o CHF b0 milfion, C5F 15 million

1 Reflects the ret increase! rekeee of 1o Igatian, reguiatony necraized
andl CHF 12 milion for the years -ﬂ-r;::‘-hmgm Decermber 71003 and 31 Depembes 7012, respecteely A parion (CF S8 millan selease) of the ref eas |
regpuiaioey ard sl matters for 3004 25 prosenied in Note 23 wes recored 6 oier income rther than at gerenl and adninksiive

fr prowiaes for oesain
iefomation. 10141 & nef chamge of C4F 120 mifion rebased B cestaln
urnrr.mﬂ-imumhzunud-
31 Decomber 3017, respecteely. Reler o Wobe 32 for mare information.

Note 8 Income taxes

recognibaed I the b Saement
opens. 2 Arkerto Kot 22 for mone

recelsanies. 2013 Incuded 3 charge o CHF 100 milkon selaies oo the Ssiss UK o aqeement and an impaiment dange of
4 Inclugied ret restructuring chawges of CHF 359 millan, CHF S48 milion and CHF & million for the years ended 31 December 5014, 31 Ceoember 2013 andl

For %t year ended

HF milfon LYW AL EARFAES Hazaz
Tax expense /(benefit)
Swiss

Cument 4 9 o5

Defimmad 1348 455 n
Foreig

Cuerent L] 2 T2

Dutered {283 1,000 m
Total Incoma tax expense (benefit) {1, 180) (1104 21

Income tax expense / (benefit)

The Swiss current tax expense of CHF 46 million relates to taxable
profits, against which no losses were available to offset, mainly
earned by Swiss subsidiaries. The Swiss deferred tax expense of
CHF 1,248 miflion mainly reflects the net decrease of deferred tax
assets previously recognized in relation to tax losses carried
fonward.

Thie foreigm current tax expensse of CHF 409 million relates to
taxahble profits earned by non-Swiss subsidiaries and branches,
against which no losses were available to offset. The foreign net
deferred tax benefit of CHF 2,983 million primarily reflects an
increase of deferred tax assets relating to the US.

The components of operating profit before tax, and the differ-
ences betwean income tax expense reflected in the finandal
staterments and the amounts caloulated at the Swiss tax rate, are
listed in the table on the following page.
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MNote 8 Income taxes (continued)
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For %2 year ended

CHF milfion 311214 EARFRE] 3.1212
Operating profit/fioss] betore tax 2,459 am 11,754

of wiich: Suss 1. 787 LLt 4040

o wiich; foveign 1,208 (51} [t
Income tax at Swiss tax raie of 21% 519 637 amn
Inciease i (domease] resubing fromc
Foreign tax rates differing from Swiss tax e &8 (305} L)
Tan efiacts of loses not recognized kri] 58 184
Pravicusly ureecngaized ta losses sow utilized (245} (415 {1,343
Kon-tasable and lower tased income | Fo4) (G24y 1
Kan-deducthle expenses and addisional twable inco=e 1,068 1245 105
Adjusiments nelabed %o prior years — curmesd tax L] £ ] 1218
Adjustments relabed So prior years — defermed b (&) 3 i
(Change in defersed tax valuation allowances. {2.373) (A55h 107
Ad) fo deferred tan bal aking from chasges in tax rtes WLED a7 T
Cehes e ] n =]
Income tax expense f(benefit) {1, 180) (it &1

The following is an explanation of the items induded as differ-
ences between the expected tax expense at the Swiss tax rate
applied to operating profit before tax and the aciual ncome tax
benefit:

Foreign tax rates differing from Swiss tax rate

To the extent that profits or losses arise outside Switzerland, the
applicable local tax rate may differ from the Swiss tax rate. This
itern reflects, for such profits ar 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 applicable local tax rate.
A tax expense arises in the year in relation to entities, which have
profits and also local tax rates in excess of the Swiss tax rate.

Tax effects of losses not recognized

This itermn relates fo tax losses of entities arising in the year, whidh
are not recognized as deferred tax assets. Consequently, no tax
benefit arises in relation to those losses. Therefore, the tax benefit
calculsted by applying the local tax rate to those bosses 25 de-
scribed above is reversed.

Previously unrecognized tax losses now utilized

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

3s

Mon-taxable and lower taxed income

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

Mon-deductible expenses and additional taxable income

This item mainly relates o income for the year, which is imputed
for tax purposes for an entity, but is not induded in its cperating
profit. In addition, it indudes expenses for the year, which are
permanently non-deductible.

Adjustments related to prior years — current tax

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

Adjustments related to prior years — deferred tax

This itemn relates to adjustments to deferred tax positions recog-
nized in prior years, for eample, 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 previcusly rec-
ogrized as deferred tax assets in the acoounts.

405/583
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MNote 8 Income taxes (continued)

Charge in deferred tax valuation allowanices

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

Adpustments to deferred tax balances arising from

changes in tax rates

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

Cther iterms

Other iterns include other differances bebween profit or losses at
the local tax rate and the actual local tax expense or benefit,
induding increzsss in provisions for uncertzin positions in relation
to the current year, interest accruals for such provisions in relation
to prior years and other tems.

EDINETOOOO
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Tax in equity

Certain tax expenses and benefits were recognized directly in
equity. These included an expense of CHF 196 million for cash flowr
hedges (2013: benefit of CHF 293 milkion), an expensa of CHF 52
milion for financial investments available-for-sale (2013: benefit of
CHF 71 million), an expense of CHF 7 million for foreign currency
translation gains and losses (2013: benefit of CHF 5 million) and a
benefit of CHF 248 million for defined benefit pension plans (2013:
expense of CHF 239 million) recognized in other comprehensive
income. In addition, they induded a benefit of CHF 3 million
recognized in share premium {2013: benefit of CHF 91 milion). In
addition, there were net foreign cumency translation movements
related to the effects of exchange rate changes on tax asseis and
Eabilities denominated in currencies other than Swiss francs.

Deferred tax assets and liabilities

UBS A5 has deferred tax assets related to tax loss carry-forwands
and other items 25 shown in the table below: Deferred tax assets
of CHF 1,378 million (CHF 4,484 million as of 31 December 2013)
are recognized by entities consolidated by UBS AG, which in-
curred losses in either the ourrent or preceding year.

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

CHF million EiRFA) 31213
Waluation ‘Valeation

Deferred tax adsats® Gross  allowance Recognized Grss dlowance  Rocoguimnd
Tan boss camy-forwards 9,17 (22.271) 7458 28 A {22534} 6167
Tempasany cifferences 4,869 (1,264) 3808 2850 27 2577

of which: misted fa compansation and banefis 1424 (LK ] Lior 1290 (LR a7y

of which: sladed Fo tding assets 1,458 (81) 1338 B3T [&dp 47

of wiich: atbar 1,986 (BEE) 1100 iL.7m [Epti 256
Total deferred tax assets 34,55 (23,53%) 11,080 32651 {23807} 8845
Deferned tax liabilities
Goodwill and intangible assets k] n
Fnasdal isvesimpnt 3 o
Imvestments in aocisbes and other Fil
Total deferred tax labilities 59
1 Less dieferred o Rabifthes 2 applicank:
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Financial information
Notes to the UBS AG consolidated financial statements

MNote 14 Derivative instruments and hedge accounting
Derivatives: overview

A derhvative i a finandal instrument, the value of which s derived
from the value of one or maore variables (underyings). Undertyings
miay be imdices, exchanges or interest rates, or the value of shares,
commodities, bonds or other financial instruments. A derivative
commonly requires [itle or no initial net investment by aither
counterparty to the trade.

The majority of derivative confracts are negotiated with re-
spect to notional amounts, tenor, price and settlement medna-
nisms, &s is customary with other financial instruments.

Over-the-counter (OTC) derivative cantracts are usually traded
under a standardized International Swaps and Derivatives Assod-
ation (I5DA) master agreement betwean UBS AG and its counter-
parties. Terms are negotiated directly with counterparties and the
contracts will have industry-standard settlerment mechanisms pre-
scribed by 1SDA. The industry continues to promote the wse of
central counterparties (CCF) to dear OTC trades. The trend to-
ward CCP dearing and settlement will generally facilitate the re-
duction of systernic redit exposures.

Cther derivative contracts are standardized in terms of their
amounts and settlement dates, and are bowght and sold on orga-
nized exchanges. These are commanly referred to a5 exchange-
traded derivatives (ETD) contracts. Exchanges offer the benefits of
pricing transparency, standardized daily setdlement of changes in
value, and consequently reduced oredit risk.

For presentation purposes, UBS AG is subject to the IFRS netting
provisions for derivative contracts. Derivative instruments are mea-
sured at fair value and generally classified a5 Positive replacement
values and Negative replacement values on the face of the balance
sheet. However, ETD derivatives which are economically setiled on
a daily basis and certain OTC darivatives which qualify for IFRS nat-
ting and are in substance net settled on a daily basis are classified
as Cash collateral receivables on derivative instruments or Cash col-
Iateral payables on denvative instruments. Changes in the replace-
ment values of derivatives are recorded in Net trading income. un-
less the derivatives are designated and effective as hedging
instruments in certain types of hedge accounting relationships.

=% Refer to Mote 1.4 ibem 15 for mone information

Valuation princples and technigues applied in the mezsure-
ment of derivative instruments are discussed in Mote 24, Positive
replacement values represent the estimated amount UBS AG
wiould receive if the derivative contract were sold on the balance
sheet date. Megative 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 =0 on
the balance sheet date.

Crerivatives embedded in other finandal instruments are not
induded in the table ~Derivative instruments” within this Mote.

EDINETOOOO
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Bifurcated embedded derivatives are presented on the same bal-
ance sheet line as the host contract In cases where UBS AG ap-
plies the fair value option to hybrid instruments, bifurcation of an
embedded derivative component is not required and as such, this
component is also not induded in the table “Derivative instru-
ments.”

= Refer to Motes 20 and 24 for mone information

Types of derivative instruments

UBS AG uses the following derivative finandal instruments for

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

wcts listed below, UBS AG is engaged in extensive high-volume
market-making and dient fadlitation frading referred to as the
floww business. Measurement techniques apglied to determine the

fair value of each produdt: type are described in Mote 24.

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
pericd. 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 fubures: Forwards and futures are contrachusl
aobligations to buy or sell financial instruments or commodities
on a future date at a spedfied price. Forward contracts are
tailor-made agreements that are transacted betwesn counter-
parties im the OTC market, whereas futures are standardized
contracts transacted on regulated exdhanges.

— Options and warrants: Options and warrants are contractusl
agreements under which, typically, the seller {writer) granis the
purchaser the right, but not the obligation, either to buy (call
aption), or to sall {put option) at, or before, 2 set date, a spec-
ified quantity of a financial instrument or commedity at a pre-
determined price. The purchaser pays a premium to the saller
for this right. Options imohing more complex payment struc-
tures are also transacted. Options may be traded in the OTC
miarket, or on a regulated exchange, and may be traded in the
form of a security (warrant).

The main products and underlyings used by UBS AG are:

— Interest rate confracts: Interest rate produds indude interest
rate swaps, forward rate agreements, swaptions and caps and
flocrs.

— Credit derivative contracts: Credit default swaps (CDS) are the
most common form of & cedit 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 occurmence
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MNote 14 Derivative instruments and hedge accounting (continued)

of a contractually defined credit event with respect 1o a speci-
fied third-party credit entity. Settlement following a credit event
may be a net cash amount, or cash in return for physical deliv-
ery of one or more obbgations of the credit entity, and = made
regardless of whethar the protection buyer has actually suf-
fered a loss. After a credit event and settlement, the contract is
generally terminated. More information on credit derivatives is
included in a separate section on the following pages. Total re-
turn swaps (TRS) are structured with one party making pay-
ments 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 confracts in-
clude spot, forward and oross-currency swaps and opfions and
warrants. Forward purchase and sale ourrency contracts are
typically executed to meet dient mesds and for trading and
hedging purposes.

— Equity/index contracts: LUBS AG uses equity derivatives linkad
to single names, indices and baskets of single names and indi-
cos. The indices used may be based on a standard market in-
dex, or may be defined by UBS AG. The product types fraded
inchude vanilla listed derivatives, both options and futures, total
return swaps, forwards and exctic OTC contracts.

- Commodities contracts: UBS AG has an established commedity
derivatives trading business, which includes the commadity in-
dex and structured commaodities business. The index and struc-
tured business are client facilitation businesses trading ex-
change-traded funds, OTC swaps and options on commedity
indices and individual underlying commodities. The underlying
indices cover third-party and UBS AG owned indices such as the
UBS Bloomberg Constant Maturity Commodity Index and the
Bloomberg Commodity Indices. All of the trading is cash-sat-
tled with no physical delivery of the underlying. UBS AG ako
has an established precious metals business in both flow and
rion-vamilla OTC products incorporating both physical and non-
physical trading. The flow business is investor led and products
include ETD, vanila OTC and certzin non-vanilla OTC. The va-
nilla OTC are in forwards, swaps and options.

Risks of derivative instruments

Derivative irstruments are transacted in many trading portfolios,
which generally include several types of instruments, not just de-
rivatives. The market risk of derivatives is predominantly managed
and controlled as an integral part of the market risk of these paort-
folics. UBS AG's approach to market risk is desoibed in the au-
dited portions of Market risk in the ~Risk management and con-
trol” secticn of this report.

Derivative instruments are transacted with mamy different
counterparties, most of whom are also counterparties for other
types of business. The credit risk of derivatives = managed and
controlled in the context of UBS A5G overall credit exposure to
each counterparty. 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, althocugh
the positive replacement values shown on the balance sheet can
be an important comporent of UBS AGS 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, for example, because on one
hand, replacement values can inorease over time (potertial future
exposure], while on the other hand, exposure may be mitigated
[y entering into rmaster netting agreements and bilateral collat-
eral arangements. Both the exposure measures used internally by
UBS AG to control oredit risk and the capital requirements im-
posed by regulators reflect these additional factors.

The replacement values presented on UBS AG's balance sheat
indude netting in accordance with IFRS reguirements (refer to
Mote 1a itern 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 cose-out netting arrange-
ments that are enforceable in case of insohency.

= Refer to Mote 26 for more information on the values of positive

and negative replscement values after consideration of netting
potential allowed under enforceable netting arrangements
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MNote 14 Derivative instruments and hedge accounting (continued)
Dherivative instruments’ (tontinued)

Table continued from previous page.

3.12.14 311213
Niotional Hational Motional Hotinsal
values values Other valies ko (nber
Todal  related Tofal related  nodicnal Total  related  Total  relsted  noSional
CHF bilfon PEVY to PRVSE! MRV o NEVS'  values®? PRV o P NEV jo MRVS'  waluest
............. s
LR LTS L L0 10 D s
Forward contracts. 0.3 4.8 03 44 o 0.8 45 0.4 15 an
Lmaps 0.9 138 os 18 o 05 149 o 1.2 [+11]
COptions 0.9 12.5 0.7 9.8 00 10 129 08 24 on
Exchange-taaded contracts
Fateres 73 1.1
Farwand conlracts 0.0 6.5 0.1 53 ol 00 oz 01 &2 [+ 1]
Options 0.0 0.2 0.1 37 a1 0.0 08 o1 23 02
Agency sansadion” 1.4 14 05 0
Total 318 g1 32 A 73 35 42.7 32 ME 113
Unsettled purchases of noa-derivative financial invesiments® 0.1 1.4 0.2 128 o o1 156 ol &g an
Unsettbed sales of nan-derivative financial investments® 0.2 5.1 o1 a1 0 o1 127 0.2 152 an
Total dertvative instruments, based an |FRS netting® 2570 SASTE 2840 56002 135079 M41 15188 MEi 1,619 165547

| Effarcaied embedded Servaiives an
T [rekied notional values of CHFES

ﬁndeumﬂnlﬂdMMthﬂmﬁnde 123 bilkonl. 7 PRV Fositive seplaement sale. 3 In cnes whene replacement

hmnﬂnﬂﬂnd--ﬂm

mummﬂuhﬂud‘ﬂ- “m lm ;

on e same balanoe sheet Ires a6 thelr o comssds and are eecuded from 5 table 8z of 31 Ceosmiber 3100 4, these dedsathees amoumied 5o a PRV of CHF 0.3 il
ardaa MRV ol CHF 0.3 killion | related notinal values 2f C5F 7.3 billionL 46 of 31 Deozmber 2013, These dedvaiess anoumied 2 PRV ol CHF 0.7 illion [rekated notional

ks e ol @ ref basks on the Eal
valew, = Ctter nodonal valaes mﬁlchnﬂ'li
wcrtvables on

mmlwplﬁm:nhd

m-dtﬂni u.r devisnsien [nsiTuments and wese ot materal for the pesiods p
et laan commbments (31 2013: CHF 0.0 bl ﬁmﬂm“h“
CHF4.5 billion as-of 31 December 30 84 (31 December M3 OHF 7.1 bllen). 7 Mogional vakes of

dae to ther sgnficney dferert
wen o Erke o Kote 36 for mose nfosation on neiting

The notional amount of a derivative is generally the guantity of
the underying instrument on which the derivative contract is
based and is the reference against whidh changes in the value of
the derivative are measured. Motional values, im themselhves, are
generally mot 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 25 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 2014, based on notional values, was: approximately
45% (31 December 2013: 38%) mature within one year, 34%
{31 December 2013: 38%) within one to five years and 22%
{31 December 2013: 24%) after five years. Motional values of in-
terest rate contracts cleared with a clearing house that qualify for
IFRS balance sheat netting are presented under other notional val-
ues and are categorized into maturity buckets on the basis of con-
tractual maturities of the cleared underlying derivative contracts.

Tk profle. 5 Changes In e tair value of purciased and sold non-desiesies
AT

 Hegathve g wahues. a5 0l 31 mum&mFumuﬁmﬁm
valaes ane inchded In e table. The Frdmum Ievocable amMou: rekred ic these CITITATENS was
ﬂmﬂmumﬂn_udm“uw
Imvesimens. betessen Tiade dofe and seiteTent daie e eogrbed & replacemert sl

Derivatives transacted for trading purposes

Most of the Group's derivative transactions relate to sales and
trading activities. Sales activities includs the struchuring and mar-
keting of derivative products to customers to enable them to take,
transfer, modify, or reduce curment or expected risks. Trading ac-
tivities include market-making to directly support the facilitation
and execution of dient activity. Market-making imoives quoting
bid and offer prices to other market participants with the inten-
tion of generating revenues based on spread and volume.

Credit derivatives

UBS AG is an active dealer in the fixed income market, including
0% and related products, with respect to a large number of issu-
ers’ seourities. The primary purpose of these activities is for the
bbenefit of UBS AG's dients through market-making activities and
for the ongoing hedging of trading book exposures.
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MNote 14 Derivative instruments and hedge accounting (continued)

Market-making activity, which is done within the Investment
Bank, consists of buying and selling single-name CDS, index CDS,
loan DS and related referencad cash instruments to facilitate cfi-
ent trading actiity. UBS AG also actively utilizes CDS to economi-
cally hedge specific counterparty credit risks in its accrual loan
portfolio and off-balance sheet lcan portfolio (induding loan
commitments) with the aim of reducing concentrations in indi-
vidual names, sectors or specific portfolics.

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

During 2012, UBS AG announced an Investment Bank strategy
change which resulted in a focus on certain types of dient facilita-
tion business and resulted in reduced market-making activity. Asa
result, C05 have increasingly been used for economic hedging
purposes. In 2013, large portfolios of credit derivatives including

Cradit derivatives by type of instrument

structured credit products were transferrad to and are now man-
aged and reported in Corporate Center — Non Caore. The majority
of these positions have now been umwound through trade nova-
tions to other counterparties.

The tables below provide further details on credit protection
lbowght and sold, induding replacement and notional value infar-
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 fotal outstanding credit risk, which relates to other
instruments im addition to COS, and in connection with collateral
arrangements in place. On a notional value basis, credit protec-
tion bought and sold as of 31 December 2014 matures in a range
of approximately 27% (31 December 2013: 22%) within one
year, approximately 54% (31 December 2013: 72%) within one
to five years and approdmately 8% (31 December 2013: 6%)
after five years.

Protection bought Protection sold
Fairwalue:  Falr value: Notional  Fairvalue:  Fair valee: Mational
CHF bilfon HRY walues PRY NEV valies
Single-name cedit default swaps 5.9 40 1723 20 5.6 1488
Multi-reame izdex linked qedit defau't swaps 04 (L] T 1.7 0.8 80.7
Multi-rame other oedt defaslt seeps. o1 'K ] 48 =11 ol 14
Total cate of retumn wwaps o1 [ k] 54 [ | 0.2 a8
Options and wamants 0.0 (L] 1] LX) o 1.6
Total 11 Decamber 2044 65 54 1628 50 &3 1380
off witich: ot derivatives relaied fo economic edpes x2 50 ME5 48 L 2205
off wiohr crede dervafives relaied fo marked-mating 2R (L] 172 05 e 174
Probection bought Frolnction sold
far alm: Farir vl Heotinral Fairwlue: Fair value: Hational
CMF bilion PRV L) walees PRV MRV walues
Single-name credit defanlt twaps L] 120 4879 04 46 4506
Miuhti-nizme index linked cedit default swaps 10 19 146.8 4.4 23 Mg
Multi-rame olber crodit defaslt swaps. 04 i G4 0.1 o2 53
Total cate of retum wwaps az L] 5.4 0.0 ol (13
Options and wamants an Li11] 16 0.0 1] ol
Total 31 December 2013 &1 143 8531 15.0 7.2 ama
off witiohr credit deriativer relaied o economic Sedpes T8 1 4l 1y ) 0 F
off which: credit deriatives related fo ardet-malting 0% (1] a7 (L] 1L} . ¥
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MNote 14 Derivative instruments and hedge accounting (continued)

Credit derivatives by counterparty

Protection bought Protection sold
Fairvalue:  Fair walue: Mothonal  Fadr valee  Fairvalue  Motional
CHF bilfon PRY NV values PRV L} values
Bacloer-dealers 14 oS ns 0.3 1.1 2315
Banks 410 249 1554 28 4.4 1443
Central deaving countenparties oz 1.1 53.2 1.3 0¥ 56.7
Other L] k] 4 o8 0.5 118
Total 31 December 2014 [ %] 54 DELE 5.0 6.3 138.0
Protection bought Frotection wold
Far valem:  Fairvalue: Motiomnal Fair walue: Fair value- Haotional
CMF bilian Y WERY walums PRV MRV walues
Ercierdealers 146 29 1469 10 1.5 1380
ks 47 a9 mo 90 46 mr
Central chearing countenparties 05 15 101.2 2 a7 1022
Other 14 Lk na 08 03 178
Total 31 December 2013 a1 142 53,1 15.0 7.2 [ 1

UBS AG's credit darivatives are usually tradad as OTC contracts.
Since 2009, in line with the broader derivatives indusiry, a number
of initiatives have bean launched in both the US and Europe to es-
tablish CCP solutions for OTC CDS contracts with the aim of reduc-
ing counterparty rsk. UBS AG, along with other dealer members,
has continued to participate in these initiatives during 2014.

UBS AG's DS trades are documented wsing industry standard
forms of documentation or equivalent terms documented in a
bespoke (ie.. tailored) agreement. The agreements that govern
D% generally do mot contain recourse provisions that would en-
able UBS AG to recover from third parties any amounts paid out
by UBS AG (i.e., this & the case where a credit event cccurs and
UBS AG is required to make payment under a COS).

The types of credit events that wouwld require UBS AG 1o per-
form under a CDS contract are subject to agreement between the
parties at the time of the fransaction. However, nearly all frarsac-
tions are traded using credit events that are applicable under cer-
tain market corventions based on the type of reference entity to
which the transaction relates. Applicable credit events by markst
comventicns include bankruptey, failure to pay, restructuring, obli-
gation acceleration and repudiation/ moratorium.

Contingent collateral features of dermvative 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. Basad
on UBS AG's cedit ratings as of 31 December 2014, additional
collateral or termination payments pursuant to bilateral agree-
ments with certzin counterparties of approximately CHF 1.0 bil-
licen, CHF 2.8 billion and CHF 2.9 billion would have been required
in the event of a one-notch, two-notch and three-notch reduc-

tion, respectively, in UBS AG's long-term credit ratings, and a cor-
responding reduction in short-term ratings. In evaluating UBS
AG's liguidity requirements, UBS AG considers additional collat-
eral or termination payments that would be required in the event
of a reduction in UBS AG's long-term credit ratings, and a come-
sponding reduction in short-term ratings.

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 ac-
cording to the nature of the instrument hedged and whether the
hedge qualifies as such far accounting purpasas.

Derivative trarsactions that qualify and are designated as
hedges for acoounting purposes are described under the comre-
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 acoounted
for as hedging instruments are explained in Mote 1a item 15, un-
der which terrms used in the following sections are explained.

UBS A has also entered info various hedging sirategies utiliz-
These indude interest rate swaps and other interest rate dermatives
le.g.. futures) for day-to-day economic interest rate risk manage-
ment purposes. In addition, UBS AG has used equity futures, op-
tions and, to a lesser extent, swaps for economic hedging in 2 va-
riety of equity trading strategies to offset underlying equity and
equity volatility exposure. UBS AG has also entered into COS that
provide economic hedges for cedit risk exposures (refer to the
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MNote 14 Derivative instruments and hedge accounting (continued)

credit derivatives section). Fair value changes of deratives that are
part of economic relationships, but do mot qualify for hedge ac-
counting treatment, are reportad in Net trading income. except for
the fonward points on certain short duration foreign exdhange con-
tracts which are reported in Met interest income.

Fair value hedges: interest rate risk related to debt issued
UBS AGS fair value hedges principally consist of interest rate

Fair value hedges of interest rate risk

swaps that are used o protect against changes in the fair value of
fixed-rate instruments {e.g., non-structured fixed-rate bonds, cov-
ered bonds and subordinated debt) due to movernents in market
interest rates. The fair values of outstanding interest rate deriva-
tives designated as fair value hedges were assets of CHF 2,236
milllicn and liakilities of CHF 37 million as of 31 December 2014
and assets of CHF 1,588 million and liabilities of CHF 140 milkon
as of 31 December 2013.

For the year ended
CHE milfon 31214 nin 1212
Gainsflozse=) on hedging nstuments 1,113 11,123 537
Gaina{kase=) on hedged ems attibetable 1o the hedged risk 1,111) 1,116 {581)
Het galns/(losses) representing ineffective partions of falr value hedges ] i/} ]

Fair value hedges: partfolio interest rate risk related #o loans

UBS AG also applies fair value hedge accounting fo morigage
loan portfolio interest rate rsk. The change in fair value of the
hedged items is recorded separately from the hedged item and is
induded within Other assets on the balance sheat. The fair values
of cutstanding interest rate derivatives designated for these

Fair value hedge of portfolio of interest rate risk

hedges a5 of 31 December 2014 were liabilities of CHF 256 mil-
lion (31 Decernber 2013: assets of CHF 176 million and liabilties
of CHF 716 million). The reduction in fair value of cutstanding
derivatives during 2014 was partly related to the hadge de-desig-
nation of certain interest rate derivatives.

For e yoar ended
CHE milfon 31214 ETRFRE] A2
Gainsiflozse=) on hedging instuments [E5) 636 118
Gains{kase=) on hedged ems attribretable 10 the hedged risk €76 525} (155)
et galns/(lpsses) representing ineffective partions of falr value hedges i 1 {an)

Cash flow hedges of forecasted trarsactions

UBS A is exposed to variability in future interest cash flows on
nor-trading finandal assets, and liabilities that bear interest at
variable rates or are expected to be refinanced or reinvested in the
futwre. The amouwnts and timing of future cash flows, representing
both principal and interest flows, are projected based on condrac-
tual terme and other relevant factors induding estimates of pre-
payments and defaults. The aggregate principal balances and
interest cash flows across all portfolios over time form the basis
for identifying the non-trading interest rate risk of UBS A5, whidh
is hedged with interest rate swaps, the maximum maturity of
which is 14 years. The table on the following page shows fore-
casted prindpal balances on which expected interest cash flows
arise a5 of 31 December 2014, Amounts shown represent, by
time bucket, average assets and liabilities subject to forecasted
cash flows designated a5 hedged items in cash flow hedge
accounting relationships.

408

Asof 31 December 2014, the fair values of outstanding deriva-
tives designated as cash flow hedges of forecasted transactions
were CHF 4,521 million assets and CHF 1,262 million liabilties
{31 Decermnber 2013: CHF 4, 770 million assets and CHF 2, 275 mil-
lion liabilities).

In 2014, a gain of CHF 87 million was recognized in Net trading
income due to hedge ineffectivenass, comparad with a loss of CHF
80 million in 2013 and a gain of CHF 158 million in 2012.

At the end of 2014 and 2013, a gain of CHF 265 million and 2
loss of CHF 18 million assodiated with terminated interest rate
swaps were deferred in OO, respectively. They will be removed
from Ol when the previously hedged forecasted cash flows af-
fect net profit or boss, or when the forecasted cash flows are no
longer expected to oocur. Amounts reclassified from OO o Aer
interest imcome relating to de-designated swaps were a net gain
CHF 51 million in 2014, a net gain of CHF 1 millian in 2013 and a
net gain of CHF 4 million in 2012.
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MNote 14 Derivative instruments and hedge accounting (continued)

Principal balamtes subject o cash flow forecasts

CHF bilion 1 year =3 years 3-5 peans 5~10 years oves 10 years
Azsets. 2] 12 a7 n i
Labiles ] L] 3 F o
Ret balance 57 ] 34 32 1

Hedges of net investments in foreign operations

UBS AG applies hedge accounting for certain net investments in
foreign operations. Asof 31 December 2014, the positive replace-
ment values and negative replacement values of FX dedvatives
{mainly FX swaps) designated as hedging instruments in net in-
vestment hedge accounting relationships were CHF 158 million
and CHF 305 million, respectively (31 December 2013: positive
replacement values of CHF 104 million and negative replacement
values of CHF 102 miillicn). As of 31 December 2014, the underly-
ing hedged structural exposures in saveral currencies amounted to
CHF 8.0 billion (31 December 2013: CHF 7.2 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 hadging deriva-
tives as of 31 December 2014 was CHF 14.7 bdlion in total (31 De-
cember 2013: CHF 13.8 billion) including CHF 7.8 billion notional
values related to US dollar versus Swiss franc swaps and CHF 6.9
billion notional values related to derivatives hedging foreign cur-
rencies (other than the US dollar) versus the US dollar. The effective
portion of gains and losses of these FX swaps is transferad directly
to OCI to offset foreign currency franslation (FCT) gains and losses
on the net investments in foreign branches and subsidiaries. As
such, these FX swaps hedge the structural FX exposure resulting in
the accumulation of FCT on the level of individual foreign branches
and subsidiaries and hence on the total FCT OCI of UBS AG.

LBS AG designates certaim non-derivative foreign currency fi-
nandal assets and liabilities of foreign branches or subsidiaries &
hedging instruments in net investment hedge accounting ar-
rangements. The FX franslation difference recorded in FCT OC1 of
the non-derivative hedging instrument of one foreign entity off-
sets the structural FX exposure of another foreign entity. There-
fore, the aggregated FCT OCI of UBS AG is unchanged from this
hedge designation. As of 31 December 2014, the nominal
amount of non-derivative finandial assets and lizbilities desig-
nated as hedging instruments in such net investment hedges was
CHF 142 billion and CHF 14.2 hillion, respectively (31 December
2013: CHF 155 hillion non-derivative financial assets and CHF
15.5 hillion non-derivative finandial liabilties).

Mo material ineffectiveness of hedges of net imestments in
foreign operations was recognized in the income statement in
2014, 2013 and 2012,

Undiscounted cash flowes

The table below provides undiscounted cash flows of all derivative
instruments designated in hedge acocounting relationships. Inter-
est rate swap cash flows indude cash inflows and cash outflows
of all interest rate swaps designated in hedge accounting relation-
ships, which are either assets or liabilities of LWBS AG as of 31 De-
cemiber 2014. The table indudes derivatives traded on an ex-
change or through a dearing house where the change in fair
value is settled each day, either in fact or in substance, through
cash payment of variation margin.

Drerivatives designated in hedge accounting relationships (undiscownted cash flows)

Due within Dun b D Dhue b Diem after

CHF bilion On demand 1 moth 1ard 3months 3 and 12 months 1 and 5 yeaus Syan Tota
Interest rate swaps!

Cash inflows o 1] 1 2 1 12
Cazh outfows i) 1] a 1 -] 1 7
FX swaps forsands

Cach inflows o T ] 1] L] ] 12
Cash outfows o T L] 1] '] 14
et cash flows 1 1] 1 1 3 ] ]
1 The fable Incles groes cash infiows. 302 s oo of all inseresy ps ceugrated in hedge g relasioms b, which ane ether amets o laikties of LIES as of 31 Decereber 2014,
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Mote 16 Property and equipment

At historical cost less steumulated depraciation

ITharéware  l=bemally Cther
Cowm-used Leaschokd and  genesated  Perchased machines and Frojects

CHF million popesties  improwesents mmenicaion  software’  wftware  equpment  impogess 31214 31243
Historkcal cost

Balance at the beginning of te year 150 2677 ] 125 453 769 798 15136 M4
Additions n Fi| i & 58 L3 1157 1,690 1244
Disposals { weite-ofis™ (115} o] (221 125 {18) 48] L] (518 )
Reclassication (e} =i 4 260 3 44 (ras} [B5a)T (o]
Foreign cemency ianslation B 173 e 2 EL 42 n 493 )
Balance at the end of the year 1756 3,060 317 1,525 536 247 134 17,442 6,136
Acoumwilated depreciation

Balance at the beginning of the year 4485 1,854 1,881 5 408 547 0 i6id0 WM
Diepreciation 186 179 218 130 30 58 [ 148 T34
Impaime=s" 2 & i 7 o i [ 18 &
Dispasals fite-offs” 14 1] 1i84) 125 (1E) 146 o [474) (756
Reclassication (hoay m 1] a 1 i} L] rikiy (L]
Foreign cemency ianslation 13 134 Lk " N ELS o Er [iF]
Balance at the end of e year 4365 1130 1,976 1,083 452 582 6 16583 140
et book value at the end of the year*® 3,391 940 402 435 & 255 1,341° g849 5,996

|I hll. hthl peeertaiion of this Moe e ““nﬂﬂlﬂnh_m‘ as laphc_m Hsnpnﬂlh'- ‘Wh 2 e hachess wrike-

1wdqnluﬁlhhlhﬂ o asmets for which e reoosetle CHF 58 millzn

E' lkiﬂmﬂtnﬁﬂmbmmhhh-ﬂd MHM‘; = Inchades

mtuui..uun.qdm iu—-lu-uu © Inchdes CHF 1,045 miflien rebabed b Iiessaly gereried software, CHF 172 million rebased b Owa-tsed prozesies and CHE 115
whlzr waies 2 Leaseha'd I vecknsficatizns to Properties heis-fersale [0RF 143 millkn on 3 ret Basis) reposied mithin Other ames.

Ivestment properties at fair value

CHF milfan AL FIRERE
Balance at the beginning of e yoar 10 o
Additions o 7
Ll o ]
FRevaluation 1 (18
Reclasshications (/] 1)
Fareign carency translation 1 o
Balance at the end of the yeat 1 10
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MNote 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 exst. UBS AG
considers the segments, as reported in Mote 2, as separate cash-
generating wnits {CGU). The impairment test is performed for
each segment to which goodwill i allocated by comparing the
recoverable amount, based on its value-in-use, to the camying
amount of the respective segment. An impairment charge is rec-
ogrized if the carmying amount excesds the recoverable amount.
As of 31 December 2014, total goodwill recognized on the bal-
ance sheet was CHF 6.4 billion, of which CHF 1.4 billion, CHF 3.5
billion and CHF 1.5 billion wes carried by Wealth Management,
Wealth Management Americas and Global Assst Management,
respectively. Based on the impairment testing methodology de-
scribed below, UBS AG conduded that the gocdwill balances as
of 31 December 2014 allocated to these segments remain recov-
erable and thus were mot impaired.

Methodology for goodwill impairmant testing

The recowerable amounts are determined using a discowrtad cash
flowr maodel, which has been adapted to use inputs that consider
features of the banking business and its regulatory emvironment.
The recoverable amount of a segment is the sum of the dis-
counted earnings attributable to sharehclders from the first five
forecasted years and the terminal vahue. The terminal value, which
covers all periods beyond the fifth year, is caloulated on the basis
of the forecast of fifth-year profit, the discount rate and the long-
term growth rate and is adjusted for the effect of the capital a=-
sumed to be needed to support the perpetual growih implied by
the long-term growth rate. The camying amount for each seg-
ment i determined by reference to the Group’s equity attribution
framework. Within this framework, whidh is desaibed in the
“Capital managemant™ saction of this report, the Board of Direc-
tors (BoD) attributes equity to the businesses after considering
their risk exposure, risk-weighted assets and leverage ratio de-
nominator usage, goodwill and intangible assets. The total
amount of equity atiributed to the business divisions can differ
from UBS AG's actual equity during a given period. The frame-
work is primarily used for purposes of measuring the performiance
of the businesses and includes certain management assumptions.
Adtributed equity equals the capital that a segment requires o
conduct its business and is considered an appropriate starting
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point fram which fo determine the carrying value of the seg-
ments. The atiributed equity methodology is aligned with the
lbusiness planning process, the inputs from which are used in cal-
culatirg the recoverable amounts of the respective CGLU.
= Refer to the "Capital management” seclion of this repart for
more information on the equity attribution framework

Assumptions

‘Vahsation parameters used within UBS AG's impairment test model
are linked to external market information, where applicable. The
maodel wsed to determine the recoverable amount is most sensi-
tive to changes in the forecast eamnings available to shareholders
in years one to five, to changes in the discount rates, and to
changes in the long-term growth rate. The applied long-term
growth rate is based on long-ferm economic growth rates for dif-
ferent regions waorldwide. Earnings available to shareholders are
estimated based on forecast results, whidh are part of the busi-
ness plan approved by the BoD.

Thie discount rates are determined by applying a capital-asset-
pridgng-model-based approach, as well as considering quaniita-
tive and qualitative inputs from both internal and external ana-
lysts and the view of management. Based on this approach, the
discouwnt rate for the Investment Bank was decrezsed by cne per-
centage point compared with last year. For the other CGU, the
respective discount rates were unchanged.

Key assumptions used to determine the recoverable amounts
of each segment are tested for sensitvity by applyirg a reasonably
jpossible change to those assumptions. Forecast eamings available
tor 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 paint. Under all scenarics, the
recoverable amounts for each segment excesded the respective
carmying amouwnt, such that the reasonably possible changes inkey
assumptions would not result in impairment.

I the estimated sarnings and other assumpticns in future peri-
ods deviate from the current cutlook, the value of gocdwill may
become impaired in the future, giving rise to losses in the income
statermant. Recognition of any impairment of goodwill would re-
duce IFRS equity attributable to UBS AG shareholders and net
profit. it weuld not impact cash flows and, as goodwill & required
to be deducted from capital under the Basel capital framewark,
no impact would be expected on UBS AG' total capital ratios.
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Balance sheet notes: liabilities

Mote 19 Due to banks and customers
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CHF mian .24 E{RFRE]
[Due o banks 10,492 12852
[Due 1o costomens: demand deposits 187516 178572
e 10 cestomens: ime deposits 51 169 A7 306
Due tn cestomens: fdusiary depasits 14,766 71480
[ 1o cestomens: setal savings depasits 156427 143,068
Tatal due fio 410,979 I50ES
Total due 5o banle and customerns 421,47 A3
Mote 20 Finandial liabilities designated at fair value
CHF milfan H.ili4 .23
Non-structumed fived-rate bosds 4480 BT
Structured debt isstrements issued:
Equity-finied w7 12815
Credit-fisked 4,848 8.1
Rates-inked! 19,380 4,488
[ T 238 208
Structured ower-the-counter debit instruments:
Equity inked 2,308 1418
Orbes 2154 4819
Reperchase agreements 1,167 1572
Loan commitments and quaraniess’ a3 45
Total 75307 9901
oif witioh a creclt on Anevoin Fabdities designaded at fai value 3o 577

1 bz inchedes nar sruchored rivs-fnked detx irsiramens bwed. 0 Loan commiETeTS egeied 2 *Fnanctsl abites desigrated ¢ far sahe” unel dswn and recogabes o inare. See Kot 12 fem € for

As of 31 December 2014, the contractual redemption amount at
maturity of Financial liabilities designated at fair value through
profit or loss was CHF 0.7 billion lower than the carrying value. As
of 31 December 2013, the contractuzl redempiion amount at
maturity of such liabilities was CHF 0.3 bilkon higher than the car-
ryimg value.

A5 of 31 December 2014 and 2013, UBS AG had CHF 75,297
miillicn amd CHF £2,901 million, respectively, of finandal liabikties
designated at fair value. comprised of both Swiss franc and non-
Swiss franc-denominated fixed-rate and floating-rate debt.

416

The table on the following page shows the contractual maturity
of the carrying value of financial liabdities designated at fair value,
spht between fixed-rate and floating-rate instruments based on
the contractual ferms and ignoring ary early redemption faatures.
Interest rate ranges for future interest payments related fo thess
financial lizbilities designated at fair valus have not been included
in the table below as a majority of these liabiities are structured
products, and therafore the future interest payments are highly
dependent wpon the embedded derivative and prevailing market
conditions at the time each interest payment is mada.

= Refer to Mote 27 for maturity information on an undiscounted

cash flows basis
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Mote 20 Finandial liabilities designated at fair value (continued)

Contractual maturity of carrying value

Total Total

CHF milfon, e where indioated 2015 2016 20117 2018 2019 2020-2024 Tremafier a4 1212
S AG
e T eee

Fooed-rate 2853 i 1,158 [ 528 1,868 basy X84 15441

Floating-maie 21,755 613 5,08 2,350 433 3340 LR | 58841 49, 760
Subdotal E40 Tomd AR 3,043 4,864 5,208 13565 71,538 85,151
Subsidiaries
S eee

Foned-rie 115 ki ] 127 26 234 B2 1,473 1468

Hoatng-rale 00 17 ] 183 215 448 nr 2.9 1M2
Subtotal 515 248 (2 3 241 642 1,050 362 4,710
Total 1,163 7.3 1841 3,352 5,105 5,050 14,654 7 G990
Mote 21 Debt issued held at amortized cost
CHF milfon LI RFREY EIRFERE]
‘Certificates of dopost 16,591 15811
Commertial paper 4841 2961
(Cehes short-term debt 5931 BEET
Short-term debt 2T 31 FipE]
Mon-structumed fived-rate bosds 24,582 17417
Coreered bomds 12814 4.1
Subardizated detn 16123 11,040

o wiich: Swiss SRB Besol 00 fowe-frigger los-abrorbing capital 10,464 4710

oefwitioh Suas SR Besn! IV phase-oot additionsd vier | capita’ 1,197 121

oifwiich: Sunss SRE Beso! IV phase-out fior 2 capital 4 482 s1or
Debst izsund through the central bond institutions. of The Swiss regional or cantosal baslkes B02Y B
Sedum-term ricbes 802 TS
Cohier long-tens debit 91 1m3
Long-term debt B3 B4 53953
Total debi Esued hebd at amortized cost! 91,3007 81,585

1 Mot of bifwscated embedred derivatives sith 2 ne regaties fal s of CEF 2% million 25.of 21 Deoember 7084 {31 December 2013: ret negative tair wbse of CHF 160 millon).

UBS AG uses interest rate and foreign exchange derivatives o
manzge the risks inherent in certain debt instruments held at am-
ortized cost. In certsin cases, UBS AG applies hedge accounting
for interest rate risk as discussed in Mote 1a item 15 and Mote 14,
Az a result of applying hedge accountimg, the camying value of
debt issued increased by CHF 1,703 millionm and by CHF 1,113
millicn as of 31 December 2014 and 2013, respectively, reflecting
changes in fair value due to interest rate movements.
Subordinated debt are unsecured obligations of UBS AG that
are subordinated in right of payment to all other present and future
indebtedness and also to certain other obligations of UBS AG. As

of 31 December 2014 and 2013, UBS AG had CHF 16,123 million
and CHF 11,040 million, respectively, of subordinated debt, which
included CHF 10,464 millizn and CHF 4,710 million of Swiss SRE
Basel Il lows-trigger loss-absorbing capital as of 31 December 2014
and 2013, respectively. AN of the subordinated debt outstanding as
of 31 December 2014 pay a fixed rate of interest.

As of 31 Decemnber 2014 and 2013, UBS AG had CHF 75,084
milllicrn and CHF 70,546 million, respectively, of non-subardinated
debt msued held at amortized cost, comprised of both Swiss franc
and non-Swiss franc-demominated fixed-rate and flosting-rate
debt

a7
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MNote 22 Provisions and contingent liabilities

a) Provisions
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requiatony itmens

Opesational asd smiar  Restruc- and Real  Employpee Tedal Total
CHF milfan ks!  matters’ wring  guaraniees =TT e 31294 MA2AZ
Balance at the beginning of e year 45 822 £ ] [} fs? 2 i 14M 150
Additions from acquised companies 1] 1] a 1] 1] [ [ ] B
Increase i provis gnized in the inco=e n 1841 mr i 3 4 43 3,308 1,54
Felease of provisions meoognized in e inoome statement (4 (£ 2] (500 (4] {24 mn (528} (38
Frovisiors used in conformity with designated purpose ({128 1302 (1 120 (5] v (Ess) 1855
Capitaliced reinstatesent costs o 1] i) 1] 2 [ [ L] 5
Fedamification o ¥l 1] 10 ] 1] [ E il
Fareign qumency Sanskation /umeind of discoust 2 172 &5 3 12 ] ] pil] (104}
Balance at the end of the year 50 3,053 [ FL] 153¢ 5° bl 4, 366 2471
1 Comprises Tor ke esating from secerky risks and trsadion procesing ki provsions for losses sesubing from legal, Babilky and compllance hils o Inchades Riaird

CHF 554 1 Inchudes refizizment oo for kasefold Impeowemenis of CHF 52 million as of 31

RHASING 1 Compies
provsions ol CHF 116 million s of 31 Deceber 2014 (31 Decemiber 20120 CHF 104 millon) and

fior o besse contracts of CHF 530 mllben 2 of 31 Decereber 2014 (30 Decerdber 2003
201431 Depember 2003 CHF 95 millon) ans pevsisions Tor anerous s contsacts of CHF 55 mil

llom s o 31 Decemben 201413 December 003 CHF 62 miliong, = inchudes provisions fon sabaticl and anniversany swands 2 sl as proves ions dor sewerance which are not part of resiructening paowisans.

Restructuring provisions primarily relate to onerous lease con-
tracts and severance amounts. The utiization of onerous l=ase
prowisions is driven by the maturities of the underying lease con-
tracts, which cover a period of up to 12 years. Severance-relatad
prowisions are utilized within a short time period, usually within six
months, but potential changes in amount may be tiggerad when

b Litigation, regulatory and similar mathers

UBS operates in a legal and regulatory environment that exposes
it fo 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 imvolved in various disputes and legal
proceedings, induding ltigation, arbitration, and regulatory and
criminal imvestigations.

Such matiers 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 2
settlement agreement. This may oocur in order to avoid the ex-
pense, management distraction or reputational implications of
continuing o conbest Kability, 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 s mare likely than not
that UBS has a present legal or constructive cbligation as a result
of past events, it is probable that an outflow of resources will be
required, and the amount can be reliably estmated. K any of
those conditions is not met, such matiers result in contingent lia-
bilities. If the amount of an obligation cannot be relisbly esti-

natural staff attrition reduces the number of people affected by 2
restruchuring and therefore the estimated costs.

Infarmation on provisions and contingent lishbilities in respect
of litigation, regulatory and similar matters, as a dass, is induded
in Mote 22b. There are no material contingent liabilities assodated
with the other classes of provisions.

miated, a liakility exists that is not recognized even if an outflow
of resources is probable. Accordingly. mo provision is established
even if the potential cutflow of resounces with respect to select
miatters could be significant.

Spedfic litigation, regulatory and other matters are described
below, including all such matters that management considers to be
miaterial and others that management believes o be of significamce
due to potential finandal, reputational and other effecs. The
amount of damages daimed, the size of a transaction or other in-
formation is provided where available and appropriate in order o
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
disdosure of the amount of a provision to prejudice sericusly our
jposition with other parties in the matter, because it would revesl
what UBS believes to be the probable and relisbly estimable out-
flowy, 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 {3} we have not estab-
lished a provision, in which czse 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
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MNote 22 Provisions and contingent liabilities (continued)

prejudice sericusly our position with other parties in the matter
because it would reveal the fact that UBS believes an outflow of
rescurces to be probable and relizbly estimable.

With respect to certain itigation, regulstory and similar matters
for which we have estzblished provisions, we are able o estimate
the expected timing of outflows. However, the aggregate amiount
of the expected cutflows for those matters for which we are able
to estimate expected timing is immaterial relative to our cument
and expected levels of quidity over the relevant time periods.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disdosed in Mote 222 sbowe It is
not practicable to provide an aggregate estimate of liability for
our litigation, regulatory and similar matters as a dass of contin-
gent lizbilities. Doing s0 would require us to provide speculative
legal assessments as to caims and proceedings that inmvclve
unique fact patterns or nowvel legal theories, which have not yet
been initiated or are at early stages of adjudication, or as to whidh
alleged damages have mot been quantified by the daimants. Al-
though we therefore cannot provide a numerical estimate of the
future losses that could arise from the dass of litigation, reguls-
tory and similar matters, we believe that the aggregate amount of
possible future losses from this dass that are more than remote
substantially exceeds the level of cument provisions. Litigation,
regulatory and similar matters may also result in non-monetary

penalties and consequences. Amomg other things, the non-pross-

Provisions for litigation, regulatory and similar matters by segment”
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cution agreement (NPA) described in paragraph 7 of this note,
which we entered into with the US Department of Justice, Crimi-
nal Division, Fraud Section (DOJ) in connection with cur submis-
sions of benchmark interest rates, including among others the
British Bankers” Associgtion London Interbank Offersd Rate
{LIBOR), may be terminated by the DG if we commit any US aime
or othenwisa fail to comply with the NP2, and the DO may obiain
a aiminal conviction of UBS in relation to the matters covered by
the NPA. See paragraph 7 of this note for 2 desoription of the
NPA. A guilty plea to, or comviction of, a crime {induding as a re-
sult of termination of the NPA) could have material consequences
for LIB5. Resolution of regulatory proceedings may require us to
aobtain 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 our par-
ticipation in swch ufilities. Failure to obtain such waivers, or any
limitation, suspension or termination of licenses, authorizations or
partidpations, could have material conssquences for LBS.

The risk of loss assodated with litigation, regulatory and similar
miatters is a component of operational risk for purposes of deter-
mining our capital requirements. Information concerning our
capital reguirements and the calculation of operational risk for
this purpose is included in the “Capital management” section of
this report.

Corpaonate

‘iralth Corposste Conber —

‘iealth  Mamage- GHotal Center—  Mom-cone
héenage- ment el & Swat Man-  lsvestment Come and Legagy Todal Totad
CHF milfon ment  Amercas  Cmpomie  agemend Bamk Fundions Potfolio 311214 311293
Balance at the beginning of e year 165 L] a2 3 22 483 L 1622 1,432
Aditions from acquired companies 1] 1] 1] 1] (1] 0 0 ] B
Increase i provis gnized in the incose 405 196 L] 55 1,861 i7 44 2549 1,788
Eglease of provisioss iecognized in She income statement: (15) on 1] 1} {5 [201) [147) (a5) 53
Frovisinns used in confoprmity with designated purposs () (36 2] (4] L] L] [ry  fizes) (1417
Eedamificadions 1] 1] 1} 1] L] 2 2) 1]
Fomsign cumency tanskation /umsind of discount 3 pirl [1] 1 EL ] 1T 172 [BGh
Balance at the end of the year 188 05 a 53 1,258 ELH 54 3083 1622

1 Provtsions, H any for the matters descrized In (2 fen 4 of this Nobe 775 me mosed in'Weaks Management, (b iem 6 of this Kobe 720 ae receed In Wit

Mzie 27b e revosded In T investment Bank, 2 Hems 3 and 9 of fak Mote 725 ane recoeded In

Aamericas, (o) Bame 10 and 11 of this

Maragemert
Caier = Core Fundiens and jef ems 2 and 5 of this Ko 375 ane sscorded b Corporabe Cener = Ron-on:

Crpane
ane Lesgacy Portfolin, Proviskons, F ang, for the mamers descibed in Bers | and 8 of this Hote 23t ane allocsd bebween Weaith Maragemert 292 Refall & Corposate and prowskans for 2 matier descibed in Ben T

o this Hofe: 22h are allecated betessen th lrssiment Bank and Copane Cerier - Cone Funion.
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MNote 22 Provisions and contingent liabilities (continued)

1. Inquirias regarding cross-border wealth management businesses
Tax and regulatory authorities in 2 number of countries have
made inquiries, served requests for information or examined em-
ployess located in their respective jurisdictions relating o 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 finandal services could give rise to
further inguiries in the future.

A5 a result of investigations in France, in May and June 2013,
respectively, UBS {Francel 5.4 and UBS AG were put under formal
examination {“mise en examen”) for complicity in having illicithy
legal assistance {* tEmoin assisté ") regarding the laundering of pro-
ceads of tax fraud and of banking and financial solidtation by un-
authorized persons. In Juby 2014, UBS AG was placed under formal
examination with respect to the potential charges of laundering of
proceeds of tax fraud, for which it had been previously declared
witmess with legal assistance, and the investigating judges ordered
UBS to provide bail (“caution™) of EUR 1.1 bilion. UBS appealed
the determination of the bail amount, but both the appeal court
{" Cour d"Appel™) and the French Supreme Court { " Cour de Casss-
tior ™) upheld the bail amount and rejected the appeal in full in lzte
2014, UBS intends to challenge the judicial process in the Euro-
pean Court of Human Rights. UBS (France) 5.4, and UBS AG are
summaned to appear in March 2015, In addition, the investigating
judges have issued arrest warranis against three Swiss-based for-
mer employees of UBS who did not appear when summoned by
the investigating judge. Separately, in kune 2013, the French bank-
ing supendscry authority’s disciplinary commission reprimanded
UBS (France) 5.A. for having had insuffidences in its control and
compliance framework around its coss-border activities and
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“lknoww your customer™ obligations. It imposed a penalty of EUR 10
milicn, which was paid.

In January 2015, we received inguiries 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 Fscal
Responsibility Act of 1982 (TEFRA) and the regisiration require-
ments of the US securities laws. We are cooperating with the
authorities in these investigations.

Our balance sheet at 31 December 2014 reflacted 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 es-
tablished provisions, the future outflow of rescurces in respect of
such matters canmot be determined with certainty based on our-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

2. Claims related to sales of residentizl morigage-backed
sacurities and maortgages

From 2002 throwgh 2007, prior to the oisis in the US residential
loan market, BS was a substantial issuer and underariter of US
residential mortgage-backed securities (RMIBS) and was a pur-
chaser and saller of US residential mortgages. A subsidiary of UBS,
UBS Real Estate Securities Inc. {UBS RESI), acquired paols of resi-
dential mortgage loans from originators and (through an affiliate)
deposited them into securitization trusts. In this manner, from
2004 through 2007, UBS RES| sponsored approximately USD 80
killion in RRABS, based on the original principal balances of the
sacurities issued.

Loan repurchase demands by year received - original principal balance of leans'

201 5, through

LED milion 006-2008 K05 Fajli] 2011 12 o1 304 8 March Tatal
Resolved demands
Actual or agreed loan repuschases./make whale payments by LB i2 i i3
Damands res<nded by ooenbeparty 10 104 19 303 27 m
Demands reschved in [¥igation 1 Fi H
Demands expected to be resolved by third parties
Demands resolved or expecied 8o be resclved thmugh enforcement
of isdemsificatios rights agairs? Sird-party orsgisatnes n 2 A5 w7 54 ] &
Dermands in dispute
Damands is [iigation A T 211
Dermands i review by UBS 2 3
Demands rebutted by UBS bet not pet rescndad by cousterpary 1 F 1 ] 519 60 -]
Total 122 vl A 1084 404 0] pir] 0 4133
1 Loans subminied by maiizie coumiesarties ane coaTied arky aroe
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Notes to the UBS AG consolidated financial statements

MNote 22 Provisions and contingent liabilities (continued)

UBS RESI also sold pools of loars acquired from originators to
third-party purchasers. These whole boan sales during the period
2004 through 2007 totaled approsmately USD 19 billion in origi-
nal principal balance.

We were not a significant originator of US residential loans.
A subsidiary of UBS ariginated approimately 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.

RMEBS-related lawsuits conceming dischosures: UBS is named as
a defendant relating to its role as undenariter and issuer of RMES
in & large number of lawsuits related to approdimately LSD 10 bil-
lice in original face amount of RMES undenwritten or ssued by
UBS. Of the USD 10 billion in criginal face amownt of RMBS that
remains at issue in these cases, approdmately USD 3 bilkon was
isswed in offerings in which a UBS subsidiary transferred underhy-
ing loans (the majority of which were purchasad from third-party
ofiginators) into a securitization trust and made representaticns
and warranties about thaoss lcans (UBS-sponsared RMES). The re-
maining LSD 7 billion of RMEBS to which these cases relate was
isswed by third parties in securitizations i which UBS acted as
undenariter (third-party RIMBS).

In connection with certain of these lawsuits, LBS has indemni-
fication rights against surviving third-party issuers or originators
for losses or liabdities incurred by UBS, but UBS cannot predict the
extent to whidh it will succeed in enforcing those rights. A dass
action in which UBS was named as a defendant was settled by a
third-party sswer and received final approval by the district court
in 2013. The settlement reduced the criginal face amount of
third-party RMBS at issue in the cases pending against UBS by ap-
procimately USD 24 billion. The third-party issuer will fund the
settlement at no cost to UBS. In January 2014, certain objectors to
the settlement filed a notice of appeal from the district court’s
approval of the settlement.

UBS is also named as a defendant in several cases asserting
fraud and other daims brought by entities that purchased collat-
eralized debt obligations that had RMBS exposure and that were
arranged or sold by UBS.

UBS is a defendant in two lawsuits brought by the National
Credit Union Administration (MCUA)L a5 consenvator for certain
failed credit unions, asserting misstaternents and omissions in the
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offering documents for RMES purchased by the credit unions.
Both lawsuits were filed in US District Courts, one in the District of
Karsas and the other in the Southern District of Mew York (South-
ern District of Mew Yark). The Kansas court partially granted UBSS
mcticn o dismiss in 2013 and held that the MOUAs daims for ten
of the 22 RMBS certificates on which it had sued were time-
barred. As a result, the original princpal balance at ssue in that
case was reduced from USD 1.15 bilbon to approximately USD
413 million. The original principal balance at issue in the Southern
District of Mew York case is approamately USD 402 million. In
March 2015, the US Court of Appesls for the Tenth Circuit issued
a ruling in a similar case filed by the NCUA against Barclays Capi-
tal, Inc. and others that substantially endorsed the Kansas Court's
reasoring in dismissing certain of the NCUAS daims as time-
barred. However, the Tenth Circuit nevertheless held that the
NCUAS claims against Bardays could proceed becawse Barclays
had contrachuslly agreed ot to assert certain statute of limita-
tiors deferses against the NOUA. UBS is evaluating the Terth
Cirouits nuling and assessing the potential impact of the decision
on the NCUA's dismizsed claims against UBS.

Loan repurchase demands related o sales of mortgages and
RABS: When UBS acted as an RMBS sponsor or mortgage seller,
wie generally made certain representations relatirg to the charac-
teristics of the underlying loans. In the event of a material breach
of these representations, we were in certain dircumstances con-
trachually cbligated to repurchase the loans to which they related
or to indemnify certain parties against losses. UBS has received
demands fo repurchase US residential mortgage loans as to which
UBS made certain representations at the time the loans wers
transferred to the securitization trust. We have been notified by
certain institutional purchasers of mortgage loans and RMES of
their contention that possible breaches of representations may
entifle the purchasars to require that UBS repurchase the loars or
to other relief. The table “Loan repurchase demands by year re-
ceived — original prindpal balance of loans™ summarizes repur-
chase demands received by UBS and UESSs repurchase activity
from 2006 through 5 March 2015, In the table, repurchase de-
miands characterized as Demands resolved in Itigation and De-
miamds rescinded by counterparty are considered to be finally re-
sohved. Repurchase demands in all other categaries are not finally
resolved.

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

LED andlfion H.ik14 3.12.13
Balance at the beginning of e year a7 (]
Increase in provision recognized in the income statemant 139 1,355
Releza of provision recognized in the income stabement (120 {1y
Provisen esed is condonsity with disigeated perpose (87} 1,08
Balance at the end of the year 40 -1k
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MNote 22 Provisions and contingent liabilities (continued)

Payments that LBS has made to date to resohve repurchase
demands equate to approximately 62% of the origingl prindpal
balance of the related loans. Maost of the payments that UBS has
made to date have related to so-called “Option ARM™ loans; s=-
verity rates may vary for other types of loans with different char-
acteristics. Losses upon repurchase would typically reflect the es-
timated value of the loans in question at the time of repurdhase,
as well s, in some cases, partial repayment by the bormowers or
advances by senvicers prior to repurchase.

In most instances in which we would be required to repur-
chase lcans due to misrepresentations, we would be able to -
sert demands against third-party loan originators who provided
representations when selling the related loans to UBS. However,
mary of these third parties are insclvent or no longer exist. We
estimate that, of the total original prindpal balance of loans sold
or securitized by UBS from 2004 through 2007, less tham 50%
was purchased from surviving third-party originators. In connec-
tion with approxdmately 680% of the loans {by original primcipal
balance} for which UBS has mads payment or agreed to make
payment in response to demands received in 2010, UBS has a-
serted imdemnity or repurchase demands against originators.
Since 2011, IUBS has advised certain suniving originators of re-
purchase demands made against UBS for which UBS would be
entitied to indemnity, and has assartad that such demands should
be rescived directly by the originator and the party making the
demand.

We cannot reliably estimate the level of future repurchase de-
miands, and do not know whether our rebutials of such demands
will be a good predictor of future rates of rebuttal. We also can-
nct reliably estimate the timing of any such demands.

Lawsuits relsted to contractual representations and warmanties
concaming martgages and AMES: In 2012, certain RMES trusts
filed an action {Trustes Suit} in the Southern District of Mew York
seeking to enforce UBS RESIs obligation to repurchase loans in
the collateral pools for three RMES securitizations (Transactions)
with an criginal principal balance of approvimately LSD 2 billion
for which Assured Guaranty Municipal Corp. {Assured Guarantyl,
a finandial guaranty irsurance company, had previously de-
mianded repurchase. In January 2015, the court rejected plaintifs”
efforts to seek damages for all loans purportedly in breach of rep-
rezentations and warranties in any of the three Transactions and
limited plaintiffs to pursuing daims based solely on alleged
breaches of loans identified in the complzint or other breaches
that plaintiffs can establish were independently discovered by
UBS. On 25 February 2015, the court denied plaintiffs” motion
seeking reconsideration of its ruling. With respect to the loans
subject to the Trustee Suit that were criginated by insttutions sl
in existerice, UBS intends to enforce its indemnity rights against
those institutions. Related litigation brought by Assured Guaranty
wias resolved in 2013,
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In 2012, the Federal Housing Finance Agency, on behalf of
Freddie Mac, filed a notice and summans in New York Suprems
Court initizting suit against UBS RESI for breach of contract and
dedaratory relief arising from zlleged breaches of representations
and warranties in connection with certain mortgage loans and
UBS. RESIs alleged failure to repurchase such mortgage loans. The
lawsuit seeks, among other relief, specific performance of UBS
RESI's alleged loan repurchase obligations for at least USD 94 mil-
lion in original prindpal balance of loans for which Freddie Mac
had previoushy demanded repurchase; no damages are spedified.
In 2013, the Court dismissad the complaint for ladk of standing,
on the basis that only the RMES frustes could assert the daimes in
the complaint, and the complaint was undear as to whether the
trustee was the plaintiff and had proper authority to bring suit.
The trustee subsaguently filed an amended complaint, which UBS.
mioved to dismiss. The motion remains pending.

In 2013, Residential Funding Company LLC {RFC) filed a com-
plaint in New York Supreme Couwrt against UBS RES| asserting
claims for breach of contract and indemnification in connection
with loans purchased from UBS RESI with an original prindpal bal-
ance of at least USD 480 millicn that were securitized by an RFC
affilizte. This is the first case filed against UBS seeking damages
allegedly arising from the securitization of whole loans purchased
from UBS. Damages are unspecitied.

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 thind-party RWVIBS.

As reflected in the table “Provision for claims related to sales of
residential mortgage-backed securities and mortgages, ” our bal-
ance sheet at 31 December 2014 reflected a provision of USD 84%
milllicn with respect to matters desaibed in this item 2. As in the
came of other matters for which we have established provisions,
the future cutflow of resources in respect of this matter canmot be
determined with certzinty based on currently availzble informa-
tion, and accordingly may ultimately prove to be substantially
greater {or may be less) than the provision that we have recog-
nized.

Mortgage-refated regulstary marters: In August 2014, UBS re-
ceived a subpoena from the US Attormey’s Office for the Eastern
District of New ork issued pursuant to the Finandial Institutions
Reform, Recovery and Erforcement Act of 1983 (AIRREA), which
seeks documents and information related to LBS's RMBS business
from 2005 through 2007. UBS has also been responding to a
subpoena from the Mew York State Attorney General (NYRGH
relating to its RMBS busness. In addition, UBS has alo been
responding to inguiries from both the Spedal Inspector General
for the Troubled Asset Relief Program (SIGTARP) fwho is working
in conjunction with the LS Attorney’s Office for Connecticut and
the DM} and the SEC relating to trading practices in connection
with purchases and sales of mortgage-backed securities in the
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MNote 22 Provisions and contingent liabilities (continued)

secondary market from 2009 through the present. We are coop-
erating with the authorities in these matters. Numerous other
banks reportedly are responding to similar inguiries from these
autharities.

3. Claims related to UBS disdasure

In 2012, a consclidated complaint was filed in a putative securi-
ties fraud class action pending in federal court in Manhattan
against UBS AG and certain of its current and former officers re-
lating to the unauthorzed trading incident that ocowmred in the
Imvestment Bank and was annourced in September 2011, The
lawsuit was filed on behalf of parties who purchased publidy
traded UBS securities on any US exchange, or where title passed
within the U5, during the period 17 Mowember 2009 through
15 September 2011. In 2013, the district court granted UBS's mo-
tion to dismiss the complaint in its entirety, from which plaintifs
filed an appeal. In 2015, the appellate court affirmed the district
court’s dismissal of the action.

4. Madott

In relation to the Bermard L Badoff Investment Securities LLC
{BMIS) imvestment fraud, LIBS AG, UBS (Luxembourg) 54 and cer-
tain other UBS subsidiaries have been subject to inquiries by a
niurmber of regulatars, incuding the Swiss Financial Market Super-
visory Awthority (FINKA) and the Luxemibourg Commission de
Surveillance du Secteur Financier (CSSF). Those inguaries con-
cemed two third-party funds established under Luxembourg law:,
substantially all assets of which were with BMIS, as well s cartain
funds established in offshore jurisdictions with either direct or in-
direct exposure o BAMIS. Thess funds now face severe losses, and
the Luxembourg funds are in bguidation. The last reported met
asset value of the two Luxemnbourg funds before revelation of the
hadoff scheme was approximately USD 1.7 billion in the aggre-
gate, although that figure likely indudes fictitious profit reported
by EMIS. The documentation establishing both funds identifies
UBS entities in various roles induding custodian, administrator,
manager, distributor and promoter, and indicates that UBS em-
ployees serve as board members. UBS {Luxembourg) 54 and cer-
tain other LBS subsidiaries are responding to inguiries by Lusem-
bourg investigating authorities, without however being named as
parties in those imvestigations. In 2009 and 2010, the liquidators
of the two Luxembourg funds filed daims on behalf of the funds
agairst UBS entities, non-UBS entities and certain individuals in-
dluding current and former LBS employess. The amounts daimed
are apprommately ELUR 890 million and EUR 205 million, respec-
tively. The liquidators have filed supplementary daims for amounts
that the furds may possibly be held liable to pay the BMIS Tustes.
These amounis daimed by the liguidator are approximately EUR
564 million and EUR 370 million, respectively. In addition, a large
numizer of alleged benefidaries have filed daims against UBS enti-
ties {and non-UBS entities) for purported losses relating to the
hadoff scheme. The majority of these cases are pending in Lu-
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embourg, where appeals were filed by the claimants against the
2010 dedisions of the court in which the daims in a number of test
cazmes were held to be inadmissible. In the US, the BMIS. Trustes
filed dlairms 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 2l defendants in these actions was
not less than USD 2 billion. Following a motion by UBS, in 2011,
the US District Couwrt for the Southern District of MNew York dis-
missed all of the BMIS Trustee's claims other than daims for recos-
ery of fraudulent corveyances and preference payments that were
allegedly transferred to UBS an the ground that the BMIS Trustes
lacks standing to bring such daims. In 2013, the Second Circuit
affirmed the District Court’s dedsion and, in June 2014, the US
Supreme Court denied the BMIS Trustee's petition sseking review
of the Second Circuit ruling. In December 2014, ssveral daims,
induding a purported dass action, were filed in the US by BMIS
customers against UES entities, assarting claims similar to the ones
made by the BMIS Trustes, sesking unspecified damages. In Ger-
many, certain dients of UBS are exposed to Madaoff-managed po-
sitions through third-party funds and funds administersd by UBS
entities in Germany. A small number of claims have been filed with
respect to such furds. In January 2015, a court of appeal reversad
a loweer court decision in favor of UBS in one such case and or-
dered UBS to pay EUR 49 million, plus interest. UBS has filed an
application for leave to appeal the decision.

5. Kommunale Wasserwerke Leipzig GmibH (KWL

In 2006, EMWL entered into a single-trandhe collateralized debt
obligationdoredit default swap (STCDOSCDS) transaction with
LUBS, with latter legs being intermediated in 2006 and 2007 by
Landesbank Baden-Wiirttemberg (LBEW) and Depfa Bank plc
{Depfal. KML retained UBS Global Asset to act as
portfolio manager under the STCDOSCDS. UBS and the interme-
diating banks terminated the STCDO/CDS following nen-payment
by KWL under the STCDOs. UBS daimed payment of approxi-
mately USD 3198 million, plus interest, from KWL, Depfa and
LBBW.

In 2010, UBS (UBS AG, UBS Limited and UBS Global AM) issued
proceedings in the English High Court agaimst KWL, Depfa and
LEEW seeking declarations and/for to enforce the terms of the
STCDOSCDS contracts, and each of KWL, Depfa and LBEW filed
counterclaims. Judgment was given in November 2014, following
a three-month trial. The Court ruled that UBS cannot enforce the
STCDOCDS entered into with KWL, LBBW or Depfa, which have
been rescanded, granted the fraudulent misrepresentation claims
of LEBWY and Depfa against UBS, and ruled that UBS Global Asset
Manzgement breached its duty in the management of the under-
lying porifolios. The Court dismissed K¥WL's monetary counterdlaim
against UBS. The majority of the premiums paid fo KWL and the
feas paid to LBEW and Depfa under the transactions have been
returned to UBS and UBS has returned monies received under the
transaction from Degpfa. UBS has been ordered to pay part of the
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MNote 22 Provisions and contingent liabilities (continued)

other parties” costs in the proceedings. The Court of Appeal has
denied UBS’s application for permission to appeal the judgment on
written submission. UBS has requested an oral hearing to recon-
sider the refusal of its application.

In separate proceedings browght by KWL against LEBW in
Leipzig, Germany, the court ruled in LEBW's fawor in June 2013
and upheld the validity of the STCDO as between LEBW and
KWL KWL has appealed against that ruling and, in December
2014, the app=al court stayed the appeal procesdings following
the judgment and UES's request for permission to appeal in the
proceedings in England. EWL and LEBW have been given per-
mission by the Emglish trial judge to make applications to re-
cover their costs in the German proceedings as damages from
UES in the English proceedings after the German proceedings
condude.

In 2011 and 20132, the former managirg director of KWL and
two finandal advisers were corvicted in Germany on criminal
charges related to certain KWL transactions, induding swap trans-
actions with UBS. All three have lodged appeals.

Since 2011, the SEC has been conducting an investigation fo-
cused on, among other things, the suitability of the KWL fransac-
tion, and infarmation provided by UBS to KWL, UBS has provided
documents and testimony to the SEC and is continuing to cooper-
ate with the SEC.

Our balance sheet at 31 December 2014 reflected provisions
with respect to matters described in this item 5 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 es-
tablished provisions, the futwre cutflow of resocurces inrespect of
such matters cannot be determined with certainty based on cur
rertly available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

B. Puerto Rico

Dedines since August 2013 in the market prices of Puerto Rico
municipal bonds and of dosed-end funds (the funds) that are
sole-managed and co-managed by UBS Trust Co. of Puerto Rico
and distributed by UBS Financial Services Inc. of Pusrto Rico (LBS
PR} have led to multiple regulatory inguiries, as well as customer
complaints and arbitrations with aggregate claimed damages ex-
ceeding USD 1.1 billion. The claims are filed by clients in Puerto
Rico wino cwn the funds or Puerto Rico mumicipal bonds andior
whao used their UBS account assets as collateral for UBS non-pur-
pose loans; customer complaint and arbitration allegations in-
clude frawd, mizrepresentation and unsuitability of the funds and
of the loans. A shareholder derivative action also was filed in Feb-
ruary 2014 against various UBS entities and current and certain
former directors of the funds, alleging hundreds of millions in
losses in the funds. In Bay 2014, a federal class action complaint
was filed against varicus UBS entities, certain members of UBS FR
senior management, and the co-manager of certain of the funds
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zasking damages for investor |osses in the funds during the pe-
rind from May 2008 through May 2014,

An internal review also disclosed that certain dients, many of
whom acted at the recommendation of one finandal advisor, in-
vested proceeds of non-purpose loars in deosed-end fund securi-
ties in contravention of their loan agreements.

In October 2014 UBS reached a settlement with the Cffice of
the Commissioner of Finandal Institutions for the Commomeealth
of Puerto Rico {OCF) in connection with OCAs examination of
UBS= operations from January 2006 through September 2013
Pursuant to the setlernent, UBS contributed USD 3.5 million to an
investor education fund, offered LSD 1.68 million in restitution to
certain investors and, amaong other things, committed o under-
take an additional review of certain dlient accounts to determine
if additional restitution would be appropriate.

In 2011, a purported derivative action was filed on behalf of
the Employee Retirement System of the Commonweslth of Puerto
Rico {Systemn) against over A0 defendants, induding UBS PR and
other consultants and undenwriters, trustees of the Systern, and
the President and Board of the Government Development Bank of
Puerto Rico. The plaintifs alleged that defendants viclated their
purported fidudary duties and contractual obligations in connec-
tion with the issuance and undenwriting of approdmately USD 3
billion of bonds by the System in 2008 and sought damages of
ower LSO 800 million. WBS is named in connection with its under-
writing amd consulting services. In 2013, the case was dismissad
loy the Puerto Rico Court of Frst Instance on the grownds that
plaintiffs did not have standing to bring the daim. That dismissal
was subsequently overturmed by the Puerto Rico Court of Ap-
peaks. UBSS petitions for appeal and reconsideration have been
denied by the Supreme Court of Puerto Rico.

Also, in 2013, an SEC Administrative Law Judge dismissad 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 dosed-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
warious UBS entities, certain of the funds, and certain members of
UBS PR senior management, seeking damages for imvestor losses in
the funds during the period from January 2008 through May 2012
based on allegations simiar to those in the SEC action. Paintiffs in
that action and the federal dlass action filed in May 2014 describad
abowe are now sesking fo have those two actions consolidated.

Cur balance sheet at 31 December 2014 reflected provisions
with respect to matters described in this item & 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 ulimately
prove to be substantizlty greater (or may be less) than the provi-
sions that we have recognized.
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7. Foreign exchange, WBOR, and benchmark rates

Foreign exchange-refated regulatory matters: Following an initial
media report in 2012 of widespread irregularities in the foreign
exchange markets, UBS immediately commenced an internal re-
view of its foreign exchange business, which indudes our precicus
metals and related structured producs businesses. Since then,
various authorities have commenced investigations concerning
possible manipulation of foreign exchange markets, incuding
FIMMA, the Swiss Competition Commission (WEKC), the DO, the
US Commodity Futures Trading Commission (CFTC), the Federal
Reserve Board, the UK Finandal Conduct Authority (FCA) (o
which certain responsibilities of the UK Financial Services Author-
ity (F5&) have passad), the UK Sericus Fraud Office (SFO), the Aus-
tralian Securities and Imestments Commission (ASIC) and the
Hong Kong Monetary Authority (HERA). WEKD stated in hardh
2014 that it had reason to believe that certain banks may have
colluded to manipulate forsign exchange rates. A number of au-
tharities also reportedly are investigating potential manipulation
of predous metals prices. UBS and other finandal institutions
have received requests from various authorities relating to their
foreign exchange businesses, and UBS is cooperating with the au-
thoritios. LBS hzs taken and will take appropriate action with re-
spect to certain personnel as a result of its ongaoing review:

In Movernber 2014, UBS reached settlemants with the FCA and
the CFTC in connection with their foreign exchange investigations,
and ANMA ssued an order conchuding its formal proceedings with
respect to UBS relating fo its foreign exchange and precious metals
businesses. UBS has paid a total of approxmately CHF 774 million
to these authorities, incuding GEP 234 million in fines to the FCA,
USD 280 million in fines to the CFTC, and CHF 134 million to
FINBAA reprasenting corfiscation of costs awoided and profits. The
conduct described in the settlements and the FINMA order in-
cludes certain UBS personnel: engaging in efforts, alone or in co-
operationfcollusion with fraders at other banks, o manipulate FX
benchmark rates mvolving multiple currencies, attemnpts to trigger
client stop-loss orders for the benefit of the bank, and inappropri-
ate sharing of confidential dient information. We hawe ongoing
obligations to cooperate with these authorities and o underizke
certain remadiation, including actions to improve processes and
controls and reguirements imposed by FINMA to apply compensa-
tion restrictions for certain employess and fo automata at least
95% of our global foreign exchange and precious metals trading
by 31 December 2016. Investigations by numercus authorities, in-
cluding the DOJ, the Federal Reserve Board and the CFTC, remain
ongoing notwithstanding these resclutions.

In December 2014, the HEMA announced the condusion of its
investigation into foreign exchange trading operations of banks in
Homg Kong. The HKMA found no evidence of collusion among
the banks or of manipulation of foreign exchange benchmark
rates in Hong Kong. The HKMA also found that banks had inter-
nal contral deficiendes with respect to their foreign exchange
trading operatians.
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Some other investigating authorities have initizted discus-
sions of possible terms of a resclution of their investigations.
Resolutions may incude findings that UBS engaged in at-
tempted or actual misconduct and failed to have controls in
relztion to its forsign exchange business that were adeguate to
prevent misconduct. Autharities may impase material monetary
penalties, require remedial action plans or impose other non-
monetary penalties. In connection with discussions of a possible
resolution of investigations relating to cur foreign exchange
business with the Antitrust and Criminal Divisions of the DOJ,
UBS and the D0 have extended the term of the MPA by one
wear to 18 December 2015. Mo agreement has been reached an
the farm of a resolution with the Antitrust cr Criminal Divisions
of the DOY. It is possible that other investigating autharities may
seek to commence discussions of potential resolutions in the
near future. We are not able to predict whether any such dis-
cussion will result in a resolution of these matters, whether any
resolution will be on terms similar to those desoribed above, or
the mometary, remedial and other terms on which any such
resalution may be achieved.

Foreign exchange-refated civil [itigation: Putative class actions
have been filed since Movember 2013 in US faderal courts against
UBS and cther banks. These actions are on behalf of putative
clames of persons who engaged in foreign currency transactions
with ary of the defendant banks. They allege collusion by the
defendants and assert claims under the antitrust laws and for un-
just emrichment. Im March 2015, UBS entered into a setflement
agreement to resche those actions. The setlement, which s sub-
ject to court approval, requires amang other things that UBS pay
USD 135 million and provide cooperation to the setlement dass.
In January 2015, LUBS was added o an ongoing putative dass ac-
tion against other banks in federal court in Mew York on behalf of
a putative dass of persons that transacted in physical sitver or a
silver finandal instrument priced, benchmarked, andior settled to
the London silver fix at any time from Januwary 1, 1999 to an un-
specified date. The complaint asserts daims under the antitrust
laws and the Commodity Exchange Act and for unjust enrich-
ment. In February 2015, a putative class action was filed in federal
court in Mew York agairst UBS and other banks on behalf of a
putative dass of persons who entered into any standardized FX
futures contracts and options on FX futures contracts on an ex-
change since January 1, 2008. The complaint asseris daims under
the Commedity Exchange Act and the antitrust laws.

LIBOR and other benchmark-related reguistory matters: hu-
mercus government agencies, including the SEC, the CFTC, the
DU, the FCA, the SFO, the Monetary Authority of Singapore
{MAS), the HEMA, AMMA, the varicws state attomeys general in
the U5, and competition authorities in various jurisdictions have
conducted or are continuing to conduct investigations regarding
submissions with respect to LIBOR and other benchmark rates,
induding HIBOR (Hang Kong Interbank Offered Rate) and ISDAF,
a benchmark rate used for various interest rate derivatives and
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other finandal instruments. These investigations focus on whetier
there were improper attemipts by LBS {among others), either act-
ing on owr own or together with others, to manipulste LIBOR and
otfer benchmark rates at certain times.

In 2012, UBS reached setdements with the F5a, the CFTC
and the Criminal Division of the DOJ in conmection with their
investigations of benchmark interest rates. At the same time
FAMMA issued an order conduding 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 dis-
gorgement — including GBP 160 million in fines to the FSA, USD
700 million im fines to the CFTC, USD 500 million im fines to the
02, and CHF 59 million in disgorgement to FAINKMA. UBS Securi-
ties Japan Co. Lid. (UBSS)) entered into a plea agreement with
the DO under which it entered a plea to one count of wire
fraud relating to the manipulation of certain benchmark interest
rates, including Yen LIBOR. UBS entered into an MPA with the
D3, which {alomg with the plea agreement) covered conduct
beyond the scope of the conditional leniencyfimmunity grants
described below. required UBS #o pay the USD 500 million fine
to DO after the sentencing of UBSS), and provided that any
criminal penalties imposed on UBSS) at sentencing be deducted
from the USD 500 million fine. The conduct described in the
various settlements and the FINMA order indudes certain UES
personnel: engaging in efforts to manipulate submissions for
certain benchmark rates to benefit trading positions; colluding
with employess at other banks and cash brokers to influence
certain benchmark rates to benefit their trading positions; and
giving inappropriate directions to UBS submitters that were in
part motivated by a desire to avoid wunfair and negative market
and media perceptions during the finandal orizis. The bench-
mirk interest rates encompassed by one or more of these reso-
lutions include Yen LIBOR, GBP LEBOR, CHF LEOR, Euro LIBOR,
UsSD LIBOR, EURIBOR (Euro Interbank Offered Rate) and Euroyen
TIBOR (Tokyo Interbank Offered Rate). We have ongoing obliga-
tions to cooperate with authorities with which we have reached
resolutions and to undertake certain remediation with respect
to benchmark interest rate submissions. In addition, wnder the
MPa, we have agreed, among other things, that for two years
from 18 December 2012 UBS would mot commit any US aime,
and we would advise DOJ of any potentially criminal conduct by
UBS or any of its employees relating to viclations of US laws
concerning fraud or sscurities and commodities markets. As
noted abowve, the term of the NPA has been extended by one
year to 18 December 2015. Any failure to comply with these
obligations could result in termination of the MPA and potential
criminal prosecution in relation to the matters covered by the
NFA. The MAS, HKMA, ASIC and the Japan Financial Services
Agency have all resclved investigations of UBS (and in some
cases other banks). The orders or undertakings in connection
with these investigations generally require UBS to take remedial
actions to improve its processes and controls, impose monetary
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penalties or other measures. Investigations by the CFTC, ASIC
and other governmental authorities remain ongoing notwith-
standing these resclutions. In October 2014, UBS reached a
sattlernent with the European Commission (EC) regarding its
investigation of bid-ask spreads in connection with Swiss franc
interest rate derivatives and has paid a EUR 127 million fine,
which was reduced to this level based in part on UBS's coope-
ration with the EC.

LBS has been granted conditional leniency or conditional im-
munity from autharities in certain jursdictions, incduding the Anti-
trust Division of the DOJ, WEKD and the EC, in connection with
potential antitrust or competition law violations related to submis-
siors for Yen UBOR and Euroyen TIBOR. WEKD has also granted
UBS conditional immunity in connection with potential competition
lawv violations related to submissions for Swiss franc LIBOR and car-
tain transactions related to Swiss franc LIBOR. The Canadian Com-
petition Burezu {Bureau) had grantad UBS conditional immunity in
connection with potential competition law viclatiors related to
submissions for Yen LIBOR, but in lanuary 2014, the Bureauw discon-
tinued its imsestigation into Yen LIBOR for ladk of sufficient evidence
to justify prosecution under applicable laws. As a result of thess
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 oovered by the conditional grants,
subject to our continuing cooperation. However, the conditional
lemiency and conditional immunity granis we have received do not
lbar government agencies from asserting other daims and imposing
sanctions against us, as evidenced by the settlements and ongoing
investigations referred o zbove. In addition, as a result of the con-
ditional leniency agreement with the DO, we are eligible for a limit
on liability to actual rather than treble damages were damages o
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 Eability in connection with sudh civil antitnst ac-
tion, subject to our satisfying the DOJ and the court presiding over
the il litigation of our cooperation. The conditional leniency and
conditional immunity grants do not othenwise affect the ability of
private parties to assert cvil daims against us.

LIBOR and other benchmark-related civil litigation: A rumber
of putative dass actions and other actions are pending in, or ex-
pected to be transferred to, the federal courts in Mew York against
UBS and numerous other banks on behalf of parties who trans-
acted in certain imterest rate benchmark-based dervatives linked
directly or indirectly to US dollar LIBOR, Yen LIBOR, Euroyen
TIEOR, EURIBOR and WS Dollar ISDAFE. Also pending are actions
asserting losses related to variows produds whose interest rate
was linked to US dollar UBOR, including adjustable rate maort-
gages, preferred and debt securities, bonds pledged as collateral,
loans, depository accounts, investments and other interest-bear-
ing instruments. All of the complaints allege manipulation,
through various means, of various benchmark interest rates, in-
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MNote 22 Provisions and contingent liabilities (continued)

duding UBOR, Euroyen TIEOR, EURIBOR ar US Dollar ISDAFE
rates and seek unspecified compensatory and other damages,
induding trable and punitive damages, under varying legal theo-
ries that indude violations of the CEA, the federal racketeering
statute, federal and state antitrust and securities laws and other
state laws. In February 2015, a putative dass action was filed in
federal court in New York against UBS and other financial instiu-
ticrs on behalf of parties who enfered into interest rate deriva-
tives linked to Swiss franc (CHF) LIBOR. Plaintiffs allege that de-
fendants conspired to manipulate CHF UBOR and the prices of
CHF LBOR-based derivatives from 1 lanuary 2005 through
31 December 2003 in violation of US antitrust laws and the CEA,
amang other theories, and seek unspedfied compensatory dam-
ages, induding treble damages. In 2013, a federal cowrt in Mew
York dismissed the federal antitrust and racketeering claims of
certain US dollar UEOR plaintiffs and a portion of their daims
brought under the CEA and state common law. The court has
granted certain plaintiffs permission to assert claims for unjust
enrichment and breach of contract against LES and other defen-
dants, and limited the CEA claims to confracts purchased be-
tween 15 April 2009 and May 20710, Certain plaintiffs have also
appealed the dismissal of their antitrust daims. UBS and other
defendants in other [awsuits induding the one related to Euroyen
TIEOR have filed motions to dismiss. In March 2014, the court in
the Euroyen TIBOR lawsuit dismissed the plaintiffs federal anti-
trust and state unfair enrichment daims, and dismissed a portion
of the plaintiff’s CEA daims. Discovery is currently stayed.

Since Septernber 2014, putative dass actions have been filed in
federal court in Mew York and New Jersey against UBS and other
finandial institutions, among others, an behalf of parties who en-
tered into interest rate dervative transactions linked to ISDAFLX.
amended complaint, allege that the defendants conspired to ma-
nipulate ISDAFLY rates from 1 January 2008 through January
2014, imviolation of LS antitrust laws and the CEA, among otier
thecries, and seeks urspecified compensatory damages, indud-
ing treble damages.

With respect to additional matters and jurisdictions mot en-
compassed by the settlements and order referred to above, our
balance shest at 31 December 2014 reflected a provision in an
amaount that UBS believes to be appropriate under the applicable
accounting standand. As in the case of other matters for which we
have established provisions, the future outflow of resources in re-
spect of such matters cannct be determined with certainty based
on currently available information, and accordingly may ulimately
prowe to be substantially greater {or may be less) than the provi-

8. Swiss retrocessions
The Swiss Supreme Court ruled in 2012, in a test case against
BS, that distribution fees paid to a bank for distributing third
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party and intra-group investment funds and structured products
must be disdosed and surmendered to dients who hawve entered
into a discretionary mandate agreement with the bank, absent a
wallid waiver.

FINMA has ssued a supervisory note to 2l Swiss banks in re-
spaonse to the Supreme Court decsion. The note sets forth the mea-
sures Swiss banks are to adopt, which include informing all affectad
clients about the Supreme Court decision and directing them to an
internal bank contact for further details. LIBS has met the AMMA
requirements and has notified all potentially affected dients.

The Supreme Court decision has resulted, and may continue to
result, in a rumber of dient requests for UBS to dischose and po-
tentially surrender retrocessions. Chent requests are assessed on a
case-by-case basis. Considerations taken into account when as-
sessing these cases include, among others, the existence of a dis-
cretionary mandate and whether or not the dient documentation
contained a valid waiver with respect to distribution fees.

Our balance sheet at 31 December 2014 reflected a provision
with respect to matters described in this itern & in an amount that
UBS believes to be appropriste under the applicable accounting
stamdard. The witimate exposure will depend on dient requests
and thie resclution 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 ulimately
prove to be substantizlly greater (or may be less) than the provi-
sion that we have recognized.

3. Banco UBS Pactual tax indemnity

Pursuant to the 2009 sale of Banco UBS Pactual 5.A. (Pactual) by
UES to BTG Investments, LP (BTG). BTG has submitted contractual
ndemnification claims that UBS estimates amount o approxi-
mately BRL 2.3 billion, induding interest and penalties, which is nat
of lizbilities retzined by ETG. The claims pertain principally to sev-
eral tax assessments ssued by the Brazlian tax authorities against
Pactual relating to the period from December 2006 through March
2009, when UEBS owned Pactual. The majosity of these assessments
ralate to the deductibiity of goodwil amortization in connection
with UBS's 2006 acguisition of Pactual and payments made to Pac-
tual employess through various profit sharing plans. These asess-
menis are being challenged in administrative proceedings. In May
2014, UBS was notified that the administrative court had rendenad
a decision i favor of the taxpayer, Pactual, in connection with a
profit-sharing plan assessment ralating to an affiliste company.
That decision became final in Cctober 2014, In August 2014, UBS
was notified that the administrative court had rendered a decision
that was largely in favor of the tax authority with respect to the
goodwill amortization assessment. We are awaiting a written deci-
sion from the administrative court for this matter, at which time an
appeal will be taken. In 2013 and 2014, approximately BRL 163
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MNote 22 Provisions and contingent liabilities (continued)

million in tax claims relating to the period for which UBS has indem-
nification obligations were submitted for seilement through
amnasty programs announced by the Brazilian government.

10. Matters relating to the CDS market

In 2013, the EC issued a Statement of Objections against thir-
teen cedit default swap (CDS5) dealers including UBS, as well as
data senvice prowvider Markit and the International Swaps and
Drerivatives Assocciation (ISDA). The Statement of Objections
broadly alleges that the dealers infringed European Union arti-
trust nides by colluding to prevent exchanges from entering the
credit derivatives market between 2008 and 2009 We submit-
ted our response to the Statement of Objections in January 2014
and presented our position in an oral hearing in May 2014
Since mid-2003, the Antitrust Division of the DO has also been
investigating whether multiple dealers, induding UBS, conspired
with each other and with Markit to restrain competition in the
markets for CDS trading, dearing and other services. In Jamuary
and Agril 2014, putative class action plaintiffs filed consclidated
amended complaints in the Southern District of New York
against twehve dealers, induding UBS, as well as Markit and
IS0, alleging viclations of the US Sherman Antitrust Act and
common law. Plaintiffs allege that the defendants unlawfully
conspired to restrain competition in andfor monopolize the
market for CDS trading in the US in order to protect the dealers”
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profits from trading CD5S in the ower-the-counter market. Plain-
tiffs assert claims on behalf of all purchasers and sellers of COS
that transacted directly with any of the dealer defendants since
1 Jarwary 2008, and seek unspecified trebled compensatory
damzgas and other relief. In September 2014, the court granted
in part and denied in part defendants’ motions to dismiss the
comglaint.

11. Equities trading systerns and practices

UBS is responding to inguiries concerning the operation of UBSS
alternative trading system (ATS) {also referred to as a dark pool)
and its securities order routing and execution practices from vari-
ous autharities, including the SEC, the NYAG and the Finandal
Industry Regulatory Authority, who reportedly are pursuing similar
investigations industry-wide. In Jarwary 2015, the SEC announced
the resolution of its imvestigation concerning the cperation of
LBSs ATS between 2008 and 2012, which focused on certain
order types and disdosure practices that were discontinued two
years ago. Under the SEC settlement order, which charges UBS
with, among other things, viclations of Section 17(a}2) of the
Securities Act of 19332 and Rule 612 of Regulation NS (known
as the sub-penny rule), UBS has paid a total of USD 14.5 million,
which indudes a fine of USD 12 million and disgorgement of USD
2.4 million. UBS is cooperating in the ongoing regulatory matters,
induding by the 5£C.
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Additional information

Mote 24 Fair value measurement

This note provides fair value measurement information for both fi-
nancial and non-financdal mstruments and s structured as follows:
&) Valuation principles
b) Valuation governance
<) Valuation techniques
d) valuation adjustments
e} Fair value measurements and classification within the
fair value hierarchy

a) Valuation prindples

Fair value is defined as the price that would be received for the
sale of an asset or paid to transfer 2 liabiity in an orderly trarsac-
tion between market participants in the principal market {or most
atantagecus market, in the absence of a principal market) == of
the measurement date. In measuring fair value, UBS AG utilizes
variows valuation approaches and applies a hierarchy for prices
and inputs that maximizes the use of observable market data, if
availzhle.

Al financial and non-financdial assets and kisbilities 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 differant levels of the fair value hierardhy: For
disclosure purposes, the level in the hisrarchy 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 zssets and Eabilities;

— Level 2 —valuation techniques for which all significant inputs
are, or are based on, observable market data or

— Level 3 —waluation techniques for which significant inputs are
not based on cbservable market data.

I available, fair values are determined using quoted prices in
active markets for identical assets or liabiities. An active market is
one in which transactions for the assat or liability take place with
suffident frequency and volume to provide pricing dzta on an
ongoing basis. Assets and liabalities that are quoted and traded in
an active market are valued at the currently guoted price multi-
plied by the number of units of the instrumeant held.

Where the market for a finandal instrument or non-financial
asset or lizhility is not active, fair value is established wsing a valu-
ation tedhnigue, induding pricing models. Waluation technigues
imwohve the use of estimates, the extent of which depends on the
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) Transfers betwesn Level 1 and Level 2 in the fair value
hierarchy

gl Movements of Level 3 instruments

h} aluation of assets and lisbilities classified as Level 3

il Sensitivity of fair value measurements fo dhanges in
unobsarvable input assumptions

1 Finandal instruments not measured at fair valus

complexity of the instrument and the availability of market-based
data. Valuation adjustments may be made to allow for additional
factors induding model, liguidity and credit risks, which are not
explictly captured within the valustion techmique, but which
wiould nevertheless be considered by market partidpants when
forming a price. The limitations inherent in a particular valuation
technique are considered in the determination of an asset or lis-
bility's classification within the fair value hierardhy

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 i willing to accept for an asset. In general, long positions
are measurad 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 acoount for a finandal instrument is the
individual instrument, and UBS AG applies valuation adjustments
at an indwidual instrument level, consistent with that unit of ac-
count. However, it certaim conditions are met, UBS AG may esti-
miate the fair value of a portfolio of finandial assets and liabilities
with substantially similar and offsetting risk exposures on the ba-
sis of the net open risks.

For transactions where the valuation techrique wsed to mea-
sure fair value requires significant inputs that are not based on
obsenable market data, the finandal instrument is initially recog-
nized at the transaction price. This initial recognition amownt may
differ from the fair value cbtzined using the valuation technigue.
Any such difference is deferred and not recognized inthe income
staterment and referred to as deferred day-1 profit or los.

= Refer to Mote 24d for morne information
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Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)
b ‘sl uation governanoe

UBS AG's fair value measurement and maodel governance frame-
work incdludes mumerous controls and other procedural safe-
guards that are intended o maximize the quality of fair value
measurements reported in the financial statements. New prod-
ucts and valuation tedhnigues must be reviewed and approved by
key stakeholders from risk and finance control fundtions. Respon-
sibility for the ongoing measurement of financial and non-finan-
dial instruments at fair value resides with the business divisions,
but is walidated by risk and finance control functions, whidh are
independent of the business divisions. In carrying out their valua-
tion respansibilities, the businessss are required to consider the
availability and quality of external market data and to provide jus-
tification and rationale for their fair value estimates.

Independent price verification is performed by the finance
furwction to evaluzte the business divisions” pricing input assump-

o) Valuation technigues

Valuation techniques are used to value positions for which a mar-
ket price is not available from market sources. This includes certain
less Bguid debt and equity instruments, certain exchange-fraded
derivatives and all derivatives transacted in the OTC market UES
AG uses widely recognized waluation techniques for determining
the fair value of financial and non-financial mstruments 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 pricding methodologies.

Discounted value of expected cash flows is a valuation tech-
nigue that measures fair value wsing estimated expected future
cash flows from assets or liabilities and then discounts these cash
flowss using a discount rate ar discount margin that reflects the
credit andfor funding spreads required by the market for instru-
ments with similar risk and liquidity profiles to produce 2 present
value. When using such valuation techniques, expected future
cash flows are estimated using an observed or implisd markst
price for the future cash flows or by using industny standard cash
flowr projection models. The discount factors within the calouls-
tion are generated using industry standard yield curve modeling
techniques amd madels.

Relative value models messure fair value based on the market
prices of equivalent or comparable assets or liabilities, making ad-
justments for differences between the characteristics of the ob-
served instrument and the instrument being valued.

Option pricing maodels incorporate assumptions regarding the
behavior of future price moverments of an underlying referenced
asset or assets to generate a probability-weighted future expected
payoff for the option. The resulting probability-weighted expected
payoff is then discounted wsing discount factors generated from
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tiors and modeling approaches. By benchmarking the business
divisions’ fair value estimates with observable market prices and
other independent sources, the degree of waluation uncartainty
embedded in these measurements is assessed and managed a5
required in the governance framework. Fair value nt
models are assessed for their ability to value specfic produds in
the principal market of the product itself, as well as the principal
miarket for the main valuation input parameters to the model.

An independent model review group evaluates UBS AG's valua-
tion models on a regular basis, or when established triggers ocour,
and approves them for valuation of spedfic products. As a result of
the valuation controls employed, valuation adpustments may be
made to the business divisions” estimates of fair value o abign with
mdependent market data and the relevant accounting standard.

= Refer to Mote 24d for morne information

industry standard yield curve modeling technigues and models.
The option pricing modsl may be implemented using a closed-
form analytical formula or other mathematical technigues (eg.,
binomial tree or Monte Carlo simulation).

Where available, valuation technigues use market-observable
assurnptions and inputs. H such data is not available, inputs may
lbe derived by reference to similar assets in active markets, from
recant prices for comparable transactions or from other obsarv-
able market data. When measuring fair value, UBS AG selects the
non-market-ohsenable inputs to be used in its valuation tech-
nigues, based on a combination of historical experience, deriva-
tion of input levels based on similar products with obsenable
price levels and knowledge of current market conditions and valu-
ation approaches.

For more complex instruments and instruments not traded in
an active market, fair values may be estimated using a combina-
tion of observed transaction prices, consensus pricing services and
relevant quotes. Consideration is given to the nature of the quaotes
{e.g., indicative ar firm) and the relationship of recently evidencad
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 technigues recognized
as standard within the industry:

Assumptions and inputs used in valuation technigues includs
bendhmark imterest rate curves, credit and funding spreads wsed
in estimating discount rates, bond and equity prices, equity index
prices, foreign exchange rates, levels of market volatility and cor-
relation. Refer to Notes 24e and 24h for mare information. The
discount cunses wsed by UBS AG incorporate the funding and
credit characteristics of the instruments to which they are applisd.
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Mote 24 Fair value measurement (continued)
) sl uation adjustments

The output of a valustion technique is always an estimate or ap-
prosimation of a fair value that cannot be measured with com-
plete certainty. As a result, vahuations are adjusted, where appro-
prigte, o reflect close-out costs, credit exposure, model-driven
valuation uncertzinty, funding costs and benefits. trading restric-
tions and other factors, when such factors would be considered
by market particpants in estimating fair value. Valuation adjust-
ments are an important component of fair value for assets and
liabilities that are measured wsing valuation technigues. Such ad-
justments are applied to reflect uncertainties within the fair value
measurement process, to adjust for an identified model simgplifica-
tion or to ncorporate an aspect of fair value that requires an over-
all portfolio assessment rather than an evaluation based on an
indwvidual instrument level characteristic.

The major dlasses of valuation adjustments are discussed in fur-
ther detail below:

Deferred day-1 profit or beas

CHF millian

Balance at the beginning of the year
Profiti(loss) defered on new tansacions
{Profit)i los recogrized in She income
Ferzign cerrency transiation

Balance at the end of the year
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Day-1 ressrves

[For new transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
obsenable market data, the finandal instrument is initially recog-
nized at the transaction price. The fransaction price may differ
from the fair value obtained using a valuation technique, and any
such difference is deferred and not recogrized in the income
staterment. These day-1 profit or loss reserves are reflected, whers
appropriate, as valuation adjustments.

The table below provides 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
trading income when pricing of equivalent products or the
underlying parameters become cbservable or when the trans-
action is dosed cut.

For Ehe year ended
311214 EYRFRE] 1242
486 4 433
1T a4 £4
e (653} (=0

5 254 (18

480 495 74

Credit valuation adjustments

In order to measure the fair value of OTC derivative instruments,
induding fundaed derivative instruments which are classified as
Financal assets designated at fair value, credit valuation adjust-
mients {CWA) are necessary to reflect the credit risk of the coun-
terparty inherent in thess instruments. This amount represents
the estimated fair value of protection required to hedge the
counterparty credit risk of such instruments. The 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
collztersl or netting arrangements, break clauses and other con-
tractual factors.

Fumding waluation adjustments

Furding valuation adjustments (FVA) reflect the costs and benefits
of funding associated with wnoollateralized and partially collater-
ahized 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 a funds transfer
price (FTF) curve using the existing CVA infrastructure and frame-
work. PVA are also applied to collateralized derivative assets in
caszes where the collateral cannot be sold or repledged.

FWA were incorparated into the LIBS AG'S fair value measure-
ments in 2014, resulting in a met loss of CHF 267 million when the
change was adopted on 30 September 2014, of which CHF 124
millicn resulted from the life-to-date Py loss attributable to both
derivative assets and lizbilities with the remainder primarily re-
lated to the partial reversal of life-to-date debit valuation adjust-
ment (DA} gains on derivative liabilities to remove the overlap
existing between FYA and DVA (DVA previously incorporated the
full UBS A5 credit spread induding a funding component which
is now captured in PUA).

Implementation of Py had no impact on the fair value hierar-
chy classification of the assodated derivatives given the Pua did
not have a significant effect on valuations.

= Refer to Mote 1b for more information

Debit valuation adjustments

DA are estimated to incorporate own credit i the valuation of de-
rivatives, effectively consistent with the CWA infrastruchme and
framewvork. DVA i determined for each counterparty, considering all
axposures with that counterparty and aking into account collateral
netting agreements, expected future mark-to-market movements
and UBS AG's credit default spreads. Upon the implementation of
A, DVA were reversed to the extent DVE& owerlapped with FYA
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Mote 24 Fair value measurement (continued)

Cther valuation adjustmentis

Instruments that are measured as part of a portfolic of combined
lorg and short positions are valued at mid-market levels to ensure
consistent valuation of the lang and short compaonent risks. A bid-
offer valuation adjustment iz then made to the overall net lbong or
short exposure to move the fair value to bid or offer & appropri-
ate, reflecting cwrrent levels of market liguidity. The bid-offer
spreads used in the caloulation of this valuation adjustment are
obtained from market transactions and cther relevant sources
and are updated pericdically.

Uncertainties associated with the use of model-based valua-
ticns are incorporated into the measurement of fair value through
the use of modsl reserves. These reserves reflect the amounts
that UBS AG estimates should be deducted from valuations pro-

Waluation adjustments on financial instruments
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duced directly by models o incorporate uncertainties in the rel-
evant modeling assumptions, in the model and market inputs
used, or in the calibration of the model output to adjust for
knowen model defidencies. In arriving at these estimates, UBS AG
corsiders 2 range of market practices, induding how it believes
miarket participants would assess these uncertainties. Model re-
sarves are reassessed periodically in light of data from market
transactions, corsersus pricng services amd other relevant
sources.

In 2014, UBS AG enhanced its quantitative valuation adjust-
ments disdosures. In the table below, Other valuation adjusz-
ments were added fo align with market practices and increass
transparency.

Az of
Lifie-to-iarte: gain/ioss], CHF Bilion H.AL4 EiRFAE]
Credit valuation adjustments’ (0.5} (L]
Funding waluation adjustments (LR}
Debit valuation adjustments 00 L]
Other walustion adjustments L} (1.1)
o which: hid-affer (L] .
oif witich: moded snoerisindy oy 0.5

1 Amounis da mot  noiuss reserves agalag eetanked couniemantios.

Cwin credit adjustments on financial liabilities designated

at fair value

In addition to considering the valuation of the derivative risk com-
porent, the valuation of fair value option lisbilities also requires
consideration of the funded component and specifically the own
credit compeonent of fair value. Crwn credit risk is reflected if this
component would be considered for valuation purposes by mar-
ket participants. Consequently, own credit risk is not reflected for
those contracts that are fully collateralized and for other contracts
for which it is established market practice not to indude an own
credit component. The own credit component is estimated using
a funds transfer price (FTP) curve to derive a single, markst-basaed
level of discounting for uncollsterslized funded instrumers.
UBS AG senior debt curve spreads are discounted in order to ar-
rive at the FTP curve, with the discount primarily reflecting the
differences between the spreads in the semior unsecured debt

Onwn credit adjuestrments on finandal labilities designated at Fair value

miarket for UBS AG debt and the levels at which UBS AG medium-
term notes are currently issued. The FTP curve is generally a Level 2
poridng input. However, certain long-dated exposures that are be-
yond the tenars that are actively traded are classified as Level 3.

The effects of own credit adjustments related to finandal lizbil-
ities designated at fair value {predominantly issued struchured
products) as of 31 December 2014 and 20132, respectively, are
summrized in the table below:

Year-to-date amounts represent the change during the year,
and life-to-date amounts reflect the cumulative change since ini-
tial recognition. The change in own credit for the period consists
of changes in fair value that are attributable o the dhange in
UBS AG% credit spreads as well a5 the effect of changes in fair
values atiributable o factors other than credit spreads, such &=
redemptions, effects from time decay and changes in interest and
other market rates.

s of or for the year ended
CHF milfon 31.12.14 311213 212
Gain { hoes) for the year ended i 283y (2,202
Lifi-bo-+darte: gain/ losz) (302} (577} 1292)
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Mote 24 Fair value measurement {continued)

) Fair value measurements and classification within the fair value hisranchy

The dassification in the fair value hierardhy of the UBS AGs finan-  class of assets and Eabilities measured at fair value, the valuation
cial and mon-financial assets and liabilities measured at fair wvalue  techniques, where applicable, used in messuring their fair value,
is surmmarized in the table below: The narrative that follows de-  and the factors determining their classification within the fair
scribes the significant valuation inputs and assumplions for each  value hierarchy.

Determination of fair values from quoted market prices or valuation techniques’

EIRFRTY ETRFAEY
CHIF bil¥ion Lewel 1 Lewvel 2 Lewel 3 Total Lrwed 1 Lewed 2 Leved 3 Total
Assets measured at fair value on a recurting basis
Financial zsets held for trading” 101.7 7.2 15 13124 7949 30.1 43 1142
off which
Gavernment bl ‘bands oy 47 o 158 79 i o 121
bonds Ersued by fnencial insfilutions og 1.e 1.4 129 .7 132 L7 160
Loans oa 22 11 12 g 20 Lo o
Ivestment fund units a7 64 0y 154 48 ) oy .1
Assat-backed recuvier oa 15 & 21 g 23 Lo L1
Eguity instruments [F ] o& o7 628 507 1.0 [k 5ig
Finavcin srsedrs for unif-fnked nvesiment condecs 168 g o1 174 154 4 o 158
Ponitive: replacement walees 1.0 1518 a4 2570 (%) M5 55 2541
of which:
Inforest mde costracts e 1214 (¥ 1257 g 1504 k] 1207
Credit decfative contacts (1] &8 1.7 1.5 ad e LT 21
Fomign echange confracs a7 o ] a4 (] M8 g EA]
Bty Mindleor confracts g vy e %5 o [LEY 12 M8
Commodiy confracs oo 18 o 18 0 x5 (1] 35
Finandal ansets desigeated at fair value 0.1 0.9 35 i% 0.1 14 44 T4
of wiich: ;
Loans fincliding strectumed lnans) (1] o8 Lo i.7 o id i1 25
Stnyctured reverse repurchase and seowdes
bomowing agreements (] ] 24 15 ] LT X 42
by [3] ne o7 oy or 05 (i or
Fnascial nvest=pet available-for-sale n7 1.9 0.8 572 367 150 o1 ] L]
o whichs
Gowernmant bl ‘bonds oy 28 e LY 3E0 1.2 o L F)
bwnds irsued by financial ingtisions 22 TEe o 159 1.8 118 @ 153
Imvestment fund waifs oa ot 0.2 oy 0d o o oy
Asset-tacked secunities g a0 e 4.0 [ 40 ) 40
Fqulty Mesfromants o2 [3] 4 nr ol nr 4 [
Mor-financial amets
Pracious metals and ather physical commedities L% 0.0 0.0 58 .11 ] 0 .1
Agtets measwred at fair value on & non-recunring bask
Other assets” 0.0 0.1 0z [ 0.0 0.1 ol /R | 5
Total assets measured at Fair vaboe 1414 301.5 12.2 4571 129.1 959 150 A40 E
435 4
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)

Determination of fair values from guoted market prices or valuation techniques! continued)

EIRFATY EIRFREY
CHF bilion Lewel 1 Lewel 2 Leswel 2 Tatal Lerwed 1 Liewed 2 Lewed 3 Tatal
Liabdlities measired at fair value on a recurring basis
Trading partiolio labilge 134 18 o FLT] s 14 [ ¥ 1
of which;
Gowerament bills/bands e 1.2 (1] &2 £4 (L] 11} pA
Conpomie bonds and mumicipa! bonds, including
by irsued by fnancial inctilutons o 24 o 28 ne ¥ [ F3 6
invesiment fusd units 1.7 o o 1.2 4 or (eI 1] o5
Arsat-backed recwier [0 oo ] e g i) [ 11} o
Egity instraments 187 o o 159 (T o2 (eI 1] 157
Megatie relaoemest valoes 1.1 M1 .0 254.1 i)} M219 44 kA
o whichs
Infevest rade contracts oy 11y & 1179 ad e o4 g4
Cradit desfative contacis [ oo 1.7 Tnr (1] 185 ) 2LE
Farafgn evchange confracts or QEE oy arE 08 L] Ly "0y
Bty findlex confracts oo 209 24 FiE a9 Ly Ly 244
Commodty confracts oy x2 (1] 12 i) ¥ [ 11} ¥
Fnasdal fabifSes designated a fair walue 0.0 634 1.9 53 0.0 578 131 g
offwiich:
MNas-stuctused fed-rafe bonds oy FA 22 45 oo 24 .2 17
Strctured debf instroments fved oy LA Ly £re g LT ] e Hy
Structused over-the-counfer debe strumants e 41 1.5 57 oo £5 1.8 By
St ured repurchese ageements oy oy e 1.2 g i F ] L2 1.6
Loas commitments and guamiess oy o1 e ol 0d g 1 e
Other liabilities — amounts due under usit-linked
imeestment contracts. 0.0 17.8 0.0 178 L] 16.2 1] 16.2
Total llabiliies measured af fair value 5.0 1IN0 17.0 1750 13 3.7 168 3607
1 Effwwced embesded Serwatives ae presenied on The sarme balanoe sheet lines 2 Sheir hog: coriads and ane esdudes from This tobie As of 31 bwor 20114, reet: il twwdied deswaise Dabities beid a
Hrﬁguﬂ'muHmuf-&uru:h'h_-unm:ﬂuruumr:udz hhumqﬂuhlﬁnummuu-ikd:lmmlm
emteried Serhvative HabiTies held at fair e, iotadieg CF 02 bilion ol w3k CHF 02 bllon were e Level 2 ames and CHF 08 billon nes Lewsl 2 abiithes) wese reoog et witin
ndnmd. = Finarcial assets beld for tiading da nat ndede predoes metals and commaskies. 1 OTher s ool of awses ek for sk, shich e meanued o the s of TaEK Ret TR aMOENE
ar fale vahoe boss oosts tosell, I 209, USSA/G has reclass Fied Dsned exquily opion cohiacs, with all nos I Leved 2. Thae
ity Indew coniracts In both PRV and NSV by appeadmanely 0 2 mmwﬁnghudz =1 3014, certaln
o S 32 um:ﬂmhuﬂzmmm deisriee corirads and Equky weers increasd by apg 4y CEF 1 llilon, C54F 5 billon and CHE 3 respectiusy. Refer
o Mot "1 o imaee bk piian of the oA 32
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Mote 24 Fair value measurement (continued)

Financial assets and liabilities held for trading, finandial
assets designated at fair value and financial investments
availzhle-for-sale

Government bills and bonds

Government bills and bonds indude fixed-rate, floating-rate and
inflation-linked bills and bonds isswed by soversign governments,
a5 well as interest and principal strips based on these bonds. Sudh
instruments are generally tradad in active markets and prices can
be abtained directly from these markets, resulting in dassification
as Level 1, while the majarity of the remaining positions are clas-
sified &5 Level 2. Instruments that canmot be priced directly using
active market data are valued using discounted cash flow valua-
tion techniques that incorparate market data for similar govern-
mient instruments comverted into yield curves. These yisld curves
are used to project future index levels, and to discount expected
future cash flows. The main inputs to valuation techniques for
these instruments are bond prices and inputs to estimate the fu-
ture index levels for floating or inflation index-linkad instruments.
Instruments classified as Level 3 are limited and are generally clas-
sified as such due to the requirement to extrapolate yield curve
inputs outside the range of active market trading.

Corporate and municipsl bonds
Corporate bonds incdude senics, junior and subordinated debt -
sued by corporate entiies. 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 munidpal
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 sscurities,
adjusted for seniority, maturity and hiquidity. Instruments that can-
not be priced directly using active market data are valued using
discounted cash flow waluation techniques incorporating the
credit spread of the issuer. which may be derived from other Esu-
ances or CO5 data for the issuer, estimated with reference to
other equivalent issuer price chservations or from credit modeling
techniques. Corporate bonds are typically classified as Level 2 be-
cause, sfthough market data is readily available, there is often in-
sufficient third-party trading transaction data to justify an active
market and corresponding Level 1 dassification. Municipal bords
are generally dassified as Level 1 or Level 2 depending on the
depth of trading activity behind price sources. Level 3 instruments
have no suitable price available for the security held or by refer-
ence to other securities issued by the same issuer. Therefore, these
instruments are measured based on price levels for similar issuers
adjusted for relative tencr and issuer quality.

Comvertible bonds are generally valued using prices obtained
directly from market sources. In cases where no directly compa-
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rable price is availsble, issusnces miay be priced using a convert-
ible bond model, which values the embedded eguity option and
debt components and discounts these amouwrts using a curve that
incorporates the credit spread of the issuer. Althowgh market data
is readily availsble, cormvertible bonds are typically dlassified ==
Level 2 because there is insufficient third-party trading transaction
data to justify a Level 1 dassification.

Traded loans and kbans designated at fair value

Traded loans and loans designated at fair value are valued di-
rectly using market prices that reflect recent transactions or
quoted dealer prices where available. For illiquid loans where no
market price data is available, alternative valuation technigues
are used, which include relative value benchmarking using pric-
ing derived from debt instruments in comparable entities or dif-
ferent products in the same entity. The corporate lending part-
folio is valued using either directly chserved market prices
typically from consensus providers or by using a credit default
swap valuation technigue, which requires inputs for credit
spreads, credit recovery rates and interest rates. The market for
these instruments is not actively traded and even though price
data s available it may not be directly cbserable, and therefors
corporate loans typically do not meet Level 1 dassification. In-
struments with suitably deep and bguid price data available will
bbe dassified as Level 2, while any positions requiring the use of
valuation technigues or for which the price sources have insuf-
ficient trading depth are classified as Level 3. Recently criginated
commercial real estate loans which are classified as Level 3 are
measured wsing 2 securitization approach based onm rating
agency guidelines. Future profit and loss from the securitization
is not recognized, but overall spread moves are capiured in the
loan valuation.

Induded within loars are various contingent lending trans-
actions for which valuations are dependent on achuarial mortality
levels and actuarial life insurance policy lapse rates. Mortality and
lapse rate assumgptions are based on external actuarial estima-
tiors for large homogeneous pools, and contingencies are de-
rived from a range relative to the actuarially expected amount. In
addition, the pridng technigue uses volatility of martality as an
input.

Investmeant fund units

Investment fund wnits are predominantly exchange-traded, with
readily available quoted prices in liquid markets. Where market
prices are not available, fair value may be measured using net as-
set values (NAW), taking imio account any restrictions imposed
upaon redemption. Listed units are dassified as Level 1, provided
there is sufficient trading to justify active market dassification,
whilz other positions are dassified as Level 2. Positions where
W&V is mot available or which are not redeemiable at the measure-
ment date or in the near future are dassified as Level 3.
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)
Asset-backed securities

Residential mortgage-backed securities (RBS), commercizl
mortgage-backed secunities (CVBS), other asset-backed
securities (ARS) and collxteralized debt obligations (CDO)

RMBS, CMBS, ABS and CDO are instruments generally issued
through the process of secuntization of underying interest-bear-
ing assets. The underlying collateral for RMBS is residential mort-
gages, for CMBS, commerdal mortgages, for ABS, other assets
such as credit card, car or student loans and leases and for CDO,
other securitized positions of RMEBS, CMBS or ABS. The market
for these securities is not active, and therefore a variety of valua-
tion techniques are wsed to measure fair value. For mare 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 movemnents in market levels
between the time of trading and the time of valuation. Less liquid
instruments are measured using discounted expected cash flows
incorparating price data for instruments or indices with similar
risk profiles. Expected cash flow estimation involves the modeling
of the expected collateral cash flows using input assumptions de-
rived from proprietary models, fundamental analysis and/or mar-
ket research based on management’s quantitative and qualitative
asessment of current and future sconmomic conditions. The ex-
pected collateral cash flows estimated are then converted into the
sacurities’ projected performance under such conditions based on
the aredit enhancament and subordination terms of the secouriti-
zation. Expected cash flow schedules are discounted wsing a rate
or discount margin that reflects the discount levels required by the
miarket for instruments with similar risk and bguidity profiles. In-
puts to discounted expected cash flow technigues indude assst
prepayment rates, discount margin or discount yields, assst de-
fault rates and asset loss on default severity, which miay in turn be
estimated using more fundamental loan and economic drivers
such as, but not limited to, loantowalue data, house price ap-
preciation, foredasure oosts, rental income levels, void periods
and employment rates. RWVBS, CMBS and ABS are generally clas-
sified as Level 2. However, if significant inputs are unobservable,
or if market or fundamental data & not available for instruments
or collateral with a suffidently similar risk profile to the positions
held, they are dassified 2 Leval 3.

Equity instrumends

The majarity of equity securities are actively traded on public stock
exchanges where quoted prices are readily and regulady available,
resulting in their dassification as Level 1. Units held in hedge
furds are also dassified as equity instruments. Fair valwe for these
units is measured based on their published NAY. taking into ac-
count any restrictions imposed upon the redemption. These units
are classified as Level 2, except for positions where published MAY
is mot available or which are not redeemahble at the measurement
date ar in the near future, which are classified as Level 3.
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Unlisted equity holdings, induding private equity positions, are
initially marked at their transaction price and are periodically re-
valued to the extert reliable evidenca of price movernents be-
comes available or the position is deemed to be impaired.

Finamdial assets underying unit-linked imvestments

Unit-linked investment contracts allow investors to invest in a
poal of assets through issued invesiment units. The wnit holders
are exposed to all risks and rewards assodiated with the reference
asset pool. Assets held under unit-inked investment contracts are
presented as Trading portfolio assets. The majority of assets are
listed an exchanges and are dassified as Level 1 if actively tradad,
or Level 2 if trading is not active. However, instruments for which
porices are not readily available are dassified as Level 3.

Structured repurchase agreements and structured reverse
repurchase agresments

Structured repurchase agreements and structured reverse repur-
chase agreements designated at fair value are measured using
discounted expactad cash flow tedhnigues. The discount rate ap-
plied is based on funding curves that are specific to the collateral
eligibility terms for the confract in question. Collateral terms for
these positions are not standard and therefore funding spread
levels used for valuation purposes cannot be observed in the mar-
ket As a result, these positions are mostly dassified as Level 3.

Replacement values

Collateralized and wncollateralized instruments
The curves used for discounting expected cash flows in the valua-
tion of collateralized derivatives reflect the funding terms assodi-
ated with the relevant collateral arrangement for the instrument
bbeing valued. These collateral arrangements differ across counter-
parties with respect to the eligible currency and interest terms of
the collateral. The majority of collateralized derivatives are mea-
sured using a discount curve that is based on funding rates de-
rived from cvernight interest in the cheapest eligible cumency for
the respective counterparty collteral agreement.
Unecollateralized and partially collsterslized derivatives are dis-
counted using the LIBOR {or equivalent} curve for the currency of
the instrument. As described in Miote 244, the fair value of uncol-
lateralized and partially collateralized derivatives is then adjusted
by CVA. DVA and FUA as applicable, to reflect an estimation of
the impact of counterparty credit risk, UES AG's own credit risk
and funding costs and benefits.

Interest rate contracts

Interest rate swap contracts include interest rate swaps, bass
sWwaps, cross-currency swaps, inflation swaps and interest rate for-
wards, often referred 1o as forward-rate agreements (FRA). Thess
products are valued by estimating future interest cash flows and
discountimg those cash flows using a rate that reflects the appro-
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Mote 24 Fair value measurement (continued)

priate funding rate for the position being measured. The yield
curves used to estimate future index levels and discount rates are
generated using market stanidard yield curve medels wsing inter-
est rates associated with current market activity. The key inputs to
the models are interest rate swap rates, FRA rates, short-term in-
terest rate futures prices, basis swap spreads and inflation swap
rates. In most cases, the standard market contracts that form the
inputs for yield curve models are traded in active and chservable
markets, resulting in the majority of these financial instruments
being dlassified as Level 2.

Interest rate opfion contracts indude 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 indude interest
rate yisld curves, inflation curves, volatilities and correlations. The
volatility and comelation inputs within the models are implied
from market data basad on market cbserved prices for standard
option instruments trading within the market. Option models
used to value more exctic products have a number of model pa-
rameter inpufs that require calibration to enable the exofic model
to price standard option instruments to the price levels cbserved
in the market. Althowgh thess inputs cannot be directly cbserved,
they are generzlly treated as Level 2, as the alibration process
enzbles the model output to be validated to active market [evels.
iodels calibrated in this way are then used to revalue the portfo-
lic of both standard options as well a5 more exctic produdts. In
miost cases, there are active and obsenable markets for the stan-
dard market instruments that form the inputs for yield curve mod-
els as well as the finandial instruments from which volatility and
cormrelation inputs are derived, resulting in the majority of these
products being classified as Level 2. Within interest rate option
contracts, exctic options for which appropriate volatility or corre-
lation input levels cannot be implied from observable market data
are dassified as Level 3. These options are valued wsing volatility
and correlation levels derived from non-market sources.

Interest rate swap and option contracts are dassified as Level 3
when the maturity of the confract exceeds the term for whidh
standard market quotes are cbservable for a significant input pa-
rameter. Such pesitions are valued by extrapclation from the last
observable point using standard assumptions or by reference to
another observable comparable input parameter to represent 2
suitable prowy 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
vehide, requiring the valuation to incorporate an adjustment for
the unknown future variability of the notional schedule. Inputs to
value BGS are those used to walue the standard market risk on the
swap and those used to estimate the notional schedule of the
underhying securitization pool (i.e., prepayment, default and inter-
est rates). BGS are dassified as Level 3, as the cormelation between
unscheduled noticnal changes and the underlying market risk of
the BG5S does not have an active market and cannot be observed.
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Credit denvative contracts

Credit derivative contracts based on a single credit name includs
credit default swaps (CDS) based on corporate and sovereign
single names, CO% on loans and certain total return swaps (TRS).
These contracts are valued by estimating future default probabili-
ties usimg industry standard models based on market credit
spreads, upfront pridng points and implied recovery rates. These
default and recovery assumptions are used to generate future ex-
pected cash flows that are then discounted using market standard
discounted cash flow modsls and a discount rate that reflects the
appropriate funding rate for that portion of the partfolio. TRS and
certain single-name CDS contracts for which a derivative-based
credit spread is not directly available are valued wsing a credit
spread derived from the price of the cash bond that is referenced
in the credit derivative, adjusted for any funding differences be-
tween the cash and synthetic product. Loan CDS for which a
credit spread cannot be observed directly may be valued, where
possible, using the orporate debt curve for the entity, adjusted
for differences between loan and debt default definitions and re-
covery rate assumptions. Inputs to the valuation models used to
value single-name and loan CDS include single-name credit
spreads and upfront pridng points, recovery rates and funding
curves. In addition, conporate bond prices are used as inputs to
the valuation model for TRS and certain single-name or loan C0G
as described. Many single-name credit default swaps are dassified
as Level 2 because the credit spreads and recovery rates used to
value these contracts are actively traded and observable market
data is available. Where the underlying reference name is not ac-
tively traded, these confracts are classified as Level 3.

Credit derivative contracts based on a portfolio of redit names
indude credit default swaps on a credit index, credit default swaps
basad 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
probabiliies using industry standard models based on market
credit spreads, upfront pricing paints and implied recovery rates.
These default and recovery assumptions are used to generate fu-
ture expected cash flows that are then discounted using market
standard discounted cash flow models basad on an estimiation of
the funding rate for that porfion of the portfolio. Tranche prod-
ucts and FTD are valued wsing industry standard models that, in
addition to default and recovery assumptions as above, incorpo-
rate implied comrelations to be applied to the credits within the
portfolio in order to apportion the expected credit loss at a port-
folio level across the different tranches or names within the over-
all structure. These correlation assumgtions are derived from
prices of actively traded index tranches or other FTD baskets. In-
puts to the valuation models used for all portfolic credit default
swaps incude single-name or index credit spreads and upfront
pridng points, recovery rates and funding curves. In addition,
models used for trandhe and FTD products have implied credit
correlations as inputs. Credit derivative contracts based on a port-
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Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)

folic of credit mames are dasified as Level 2 when credit spreads
and recovery rates are determined from actively traded chservable
miarket dzta, and when the correlation data used to value be-
spoke and index tranches is based on actively traded index tranche
instruments. This correlation data undergoses a mapping process
that takes into account both the relative tranche attachments de-
tachment points in the overall capital struchure of the portfolio
and portfolio compaosition. Where the mapping process requires
extrapolation beyond the range of availsble and active market
data, the position is dassified as Level 3. This relates to a small
number of index and all bespoke tranche contracts. FTD are clas-
sified as Level 3, as the corelations between specific names in the
FID portfolio are not actively traded. Also dassified as Level 3 are
several older credit index positions, referred to as off-the-run indi-
ces, due to the lack of any active market for the indax credit
spread.

Credit derivative contracts on securitized products have an un-
derlying reference asset that is a securitized product (RMBS,
CMES, ABS or CDO) and incdude credit default swaps and certain
TRE. These credit default swaps [typically referred to s pay-as-
you-go (PAYE) COSY and TRS are valued using a similar valuation
technique to the underying security (by referenice to equivalent
securities trading in the market, or throwgh cash flow estimation
and discourted cash flow techniques as described in the Assat-
backed securities section above), with an adjustment made to re-
flect the funding differences bebween cash and synthetic form.
Inputs to the PAYG CDS and TRS are those wsed to value the un-
derlying 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 farm.
The classification of PAYG C05 and these TRS follow the charac-
teristics of the underlying security and are therefore distributed
across Level 2 and Level 3.

Foreign exchamge (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 sounces. As the markets for both X spot and FX
forward pricing paints are both actively traded and cbservable, FX
contracts are generally dassified 2= Level 2.

OTC FX option contracts indude standard call and put options,
optons with multiple exerdse dates, path-dependent options, op-
tions with averaging features, options with discontinuous pay-off
characteristics and options on a number of underlying FX rates.
OTC FX option contracts are valued using market standard cption
valuation models. The models used for shorter-dated options (1.2,
maturities of five years or less) tend to be different than those
used for longerdated options because the models needed for
longer-dated OTC FX contracts require additional consideration of
interest rate and FX rate interdependency. Inputs to the option

440

EDINETOOOO

00000000000 0O(E05852)

valuation models indude spot FX rates, FX foraard paints, FX
volatilities, interest rate yield curves, interest rate volatilities and
correlations. The inputs for wolatility and comelation are implied
throwgh the calibration of observed prices for standard option
contracts trading within the market.

A5 inputs are derived mostly from standard market confracts
traded in active and observable markets, a significant proporbion
of OTC FX opfion contracts are dassified as Level 2. OTC FX op-
tion contracts dassified as Level 3 include long-dated FX exotic
option contracts for which there is no active market from which
tor derive wolatility or comelation inpufs. The inputs usad to value
these OTC FX option contracts are caloulated using consensus
ppriding services without an underlying principal market, historical
asset prices or by extrapalation.

Cross-currancy balance guaranteed swaps are dassified as for-
eign exchange contracts. Details of the fair value dassification can
bbe found under the interest rate confracts section above.

Equityfinoex contracts

Equity/index contracts indude equity forward contracts and eg-
wity option contracts. Equity forward contracts have a single stock
or imdex underlying and are valued wsing market standard models.
The key inputs to the models are stock prices, estimated dividend
rates and equity funding rates (which are implied from prices of
forward contracts observed in the market). Estimated cash flows
are then discounted using market standard discounted cash flow
models using a rate that reflects the appropriate funding rate for
that portion of the portfolio. As inputs are derived mosthy from
standard markset contracts traded in active and cbservable mar-
kets, a significant proportion of equity forward contracts are das-
sified &s Level 2. Positions classified as Level 3 have no market
data available for the instrument maturity and are valued by some
form of extrapclation of available data, use of historical dividend
data, or use of data for a related equity:

Equity option contracts include market standard single or
basket stock or index call and put options as well as equity op-
tion contracts with more complex features induding option con-
tracts with multiple or continuous exercise dates, option con-
tracts for which the payoff is based on the relative or average
performance of components of a basket, option contracts with
discontinuous payoff profiles, path-dependant cptions and op-
tion contracts with a payoff calculated directly upon equity fea-
tures other than price {i.e., dividend rates, volatility or correla-
tion). Equity option contracts are valued using market standard
models that estimate the equity forward lewel as described above
for equity forward contracts and incorporate inputs for stock
volatility and for comelation between stocks within a basket. The
probability-weighted expected option payoff generated is then
discounted using market standard discounted cash flow modeks
using a rate that reflects the appropriate funding rate for that
portion of the portfalio. Positions for which inputs are derived
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Mote 24 Fair value measurement (continued)

from standard miarket contracts traded in active and chservable
markets are classified a5 Level 2. Level 3 positions are those for
which valatility, forward or correlation inputs are not chservable
and are therefore valued wsing extrapolation of available data,
histarical dividend, correlation or volatility data or the equivalent
data for a related equity.

Commodity denvative contracts

Commodity dervative contracts indude forward, swap and op-
tion contracts on individual commedities and on commodity indi-
ces. Commodity forward and swap confracts are measured using
miarket standard modsls that use market forward levels on stan-
dard instruments. Commodity option contracts are measured ws-
ing market standard option models that estimate the commiodity
forward level as described above for commodity forward and
swap contracts, incorporating inputs for the volatility of the un-
derlying index or commedity. The option model produces a prob-
ability-weighted expected option payoff that is then discounted
using market standard discounted cash flow modsels using a rate
that reflects the appropriate funding rate for that portion of the
portfolio. For commaodity options an baskets of commodities or
bespoke commodity indices, the valuation technigue also incor-
porates inputs for the comelation between different commodities
or commiodity indices. Individual commaodity contracts are typi-
cally clasified as Level 2 because active forward and wolatility
market data is availabla.

) Transfers betwesn Level 1 and Level 2 in the fair value hierarchy

The amounts disclosed reflect transfers between Level 1 and
Level 2 for instruments which were held for the entire reporting
pericd.

Assets tofaling approximately CHF 0.6 billion, which were
mizinly comprised of financial investments available-for-sals, were
transferred from Level 2 fo Level 1 during 2014, generally due to
increasad levels of trading activity observed within the market.
Trarsters of finandal liabilities from Level 2 to Lewel 1 during 2014
were not significant.
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Financial liabilities designated at fair valus

Structured and OTC debt instruments issued

Structured debt nstruments issued are comprized of medium-
termn niotes (MR, which are held at fair value under the fair value
option. These MTN are tailored speciically to the holder's risk or
investment appetite with structured coupons or payoffs. The risk
management and the valuation approaches for these MTH are
closely aligred to the equivalent derivatives business and the un-
dertying rizk, and the valuation techriques used for this compo-
nent are the same as the relevant valuation techniques described
above. For example, equity-inked notes should be referenced to
equity/index contracts in the replacement value section and
creditinked notes should be referanced to aedit derivative con-
tacts.

Other lizhilities —amounts due under unit-linked contracts
Unit-inked investment contracts allow imvestors to invest in a pool
of assets through issued imvestment units. The unit holders receive
all rewards and bear all risks associated with the referance asset
pocd. The finandal Eshility represents the amounts due to wnit
holders and & equal to the fair value of the reference zsset poal.
The fair values of imestment contract liabilities are determined by
reference to the fair value of the coresponding assets. The liabili-
ties themsehves are not actively traded, but are mainky referenced
to instruments that are and are therefore dassified as Level 2.

Assals totaling approximately CHF 0.4 billion, which wers
mginly comprised of finandial imvestments available-for-sale and
financial assets held for trading, and Eahilities totaling approzi-
miately CHF 0.2 billion were transferred from Level 1 fo Lewel 2
during 2014, generally due to diminished levels of trading activity
obsened within the market.
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Mote 24 Fair value measurement {continued)
) Movements of Level 3 instruments

Significant changes in Level 3 instruments

The table on the following peges presents additional information
about Lewsl 3 assets and lisbiities measured at fair value on a re-
curring basis. Level 3 assets and lighilities may be hedged with
instruments dassified a= Level 1 or Level 2 in the fair value hierar-
chy and, as a result, realized and unrealized gains and losses in-
duded in the table may not include the effect of related hedging
activity. Further, the realized and unrealized gains and losses pre-
sented within the table are not limited solely to those arising from
Level 3 inputs, as valuations are generally derived from both ob-
servable and unchservable parameters.

Assets and kabilities transferred into or out of Level 3 are pre-
sented as if those assets or lizhilities had been transferred at the
beginning of the year.

As of 31 December 2014, finandal instruments measured with
valuation techniques using significant non-market-observable in-
puts {Level 3} were mainly comprised of:

- red reverse repurchase and securities borrowing agres-
merts;

— eredit derivative contracts:

equity/index contracts;

— non-structured fived-rate bonds and

— structured debt instruments issued {equity- and credit-linksd).

Significant movements in Level 3 instruments during the year
ended 31 December 2014 were as described below.
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Financial assets held for trading

Financial assets held for trading decreased to CHF 3.5 billion from
CHF 4.3 killion during the year. Issuances of CHF 5.2 killion and
purchases of CHF 1.4 billion, mainky comprised of loans and cor-
porate bonds, were more than offset by sales of CHF 6.5 billion,
primarily comprised of lcans and corporate bonds, and net losses
induded in comprehensive income totaling CHF 1.6 billion. Trans-
fers into Level 3 during the year amounted to CHF 1.0 bilkon and
were mainly comprised of mortgage-backed securities and cor-
porate bonds due to decreased observability of the respective
credit spread inputs. Transfers cut of Level 3 amounted to CHFOLS
hillion and were primarily comprised of asset-backed securities
and corporate bonds, reflacting increased obsenability of the
respective credit spread inputs.

Financial assets designated at fair value

Financial assets designated at fair value decreased to CHF 3.5 bil-
lion from CHF 4.4 bilkon during the year, mainly reflecting net
losses of CHF 0.8 billion included in comprehensive income and
transfers out of Level 3 tofaling CHF 0.3 billicn. lssuances amount-
ing to CHF 1.2 billion were mostly offset by settlements totaling
CHF 1.2 billion.

Financial imestments available-for-sale
Financial imvestments available-for-sale decreased to CHF 0.6 bil-
lion from CHF 0.8 billion during the year, mainly reflecting sales of
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Mote 24 Fair value measurement (continued)

CHF 0.2 ballion, which were mostly offset by purchases totaling
CHIF 0.1 Eillion.

Paositive replacement values

Paositive replacement values decrezsed to CHF 4.4 billion from
CHF 5.5 billiom during the year. Setdements of CHF 5.1 billion
were partly offset by issuances totaling CHF 2.& billion and met
gains inchuded in comprehensive income totaling CHF 1.1 billion,
all of which were primarily related to credit derivative contracts
and equity/index contracts. Transfers into Level 3 amounted to
CHF 1.1 billion and were mainly comprised of oredit derivative
contracts and interest rate contracts, primarily resulting from
changes in the correlation betwesn the portfolios held and the
representative market portfolio used o independently verify mar-
ket data. Transfers out of Level 3 amounted to CHF 0.5 billion and
were mainly comprised of oedit derivative contradts and eg-
uity/index contracts, primarily resulting from both changes in the
availzhility of the respective cbservable inputs for credit spreads,
as well as changes in the comelation between the portfolios held
and the representative market porifolio used to independerily
verify market data.

Megative replacement values

Megative replacement values increased to CHF 5.0 billion from
CHF 4.4 billion durimg the year Settements and msuances
amourted to CHF 3.7 billion and CHF 2.5 billion, respactively;
and were primarily comprised of credit derivative confracts and
equity/index contracts. Transfers into and ocut of Lewvel 3
amounted to CHF 1.4 billion and CHF 0.5 billion, respectively,

and were also mainky comprised of credit derivative confracts and
equity/index contracts, resulting from bath changes in the avail-
ahility of the respective chservable inputs for credit spreads, a=
well as changes in the correlation between the portfolios held
and the representative market portfolio wsed to independenthy
verify market data.

Financial liakilities designated at fair valus

Financial iakidities designated at fair value decreased #o CHF 11.9
billion from CHF 121 billion during the year. Issuances of CHF 7.4
billion, primarily comprised of equity-linked structured dabt in-
struments isswed, non-structured fixed-rate bonds and structured
over-the-counter debt instruments, as well as net losses of CHF
10.5 billion included in comprehensive income, were mostly offsst
by setlements of CHF 7.4 hillion, mainly comprised of equity-
linked structured debt instruments issued, structured over-the-
counter debt instruments and non-struchured fixedrate bonds.
Trarsters into and out of Level 3 amounted o CHF 2.0 billion and
CHF 2.2 billion, respectively. Transfers into Level 3 were primarily
comprised of equity and credit-nked structured debt instruments
issued and non-structured fixed-rate bonds and mainly resulted
from a reduction in chservable equity volatility inputs and respec-
tive credit spreads which affected the embedded options in thess
structures. Transfers out of Level 3 were mainly comprised of eg-
wity- and rates-linked structured debt instruments issued and non-
structured fized-rate bonds and mainly resulted from changes in
the availability of cbservable credit spread and equity wolatility
inputs and changes in rates correlation used to determine the fair
value of the embedded options in these structures.
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Mote 24 Fair value measurement (continued)

Movements of Level 3 instruments
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Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)
h) aluation of assets and liabilities classified as Level 3

The table on the following pages presents UBS AG's assets and
liabilities recogrized at fair value and dassified as Level 3, to-
gether with the valuation techniques used to measure fair value,
the significant inpuis wsed in the valuation technique that are
considered unobservable and a range of values for those unob-
servable 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
pericd and parameter to parameter based on characteristics of
the instruments held at =ach balance sheet date. Further the
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ranges of unobserable inputs may differ across other finandal
institutions due to the diversity of the produds in each firm's in-
wertony.

Significart unchservable inputs in Level 3 positions

This section discusses the significant uncbservable inputs iderti-
fied in the table om the following pages and assesses the potential
effect that a change in each uncbservable input in isolation may
have on a fair value measurement, induding information to facili-
tate an understanding of factors that give rise o the input ranges
shown. Relationships bebaween observable and unobsenable in-
puts have not been induded in the summary below:

aluation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities

Fair value Range of inputs
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Waluation techiniques and inputs wsed in the fair value measurement of Level 3 sssets and liabilites (continued)

Fair value Range of inputs
Assets Liabdlitie significant Mar4 311213
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assots held o sale

Bond price eguivalent Where market prices are not available for
a bond, fair value is messured by comparison with cbservable
pricing data from similar instruments. Factors considered when
selecting comparable instruments incdude credit quality, maturity
and industry of the Esuer. 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).

Bord prices are expressed as points of the mominal, where 100
represents a fair value equal to the nominal value {Le., parl.

For corporate and municipal bonds, the range of 8-144 repre-
sents the range of pricas from reference issuances used in deter-
mining fairvalue. Bonds priced at 0 are distressed to the point that
no recovery is expected, while prices significantly in excass of 100
or par relate to inflation-linked or structured issuances that pay a

447

458/583

Fnancial information

oOoOooodd



Financial information
Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)

coupon in excess of the market benchmark as of the measure-
ment date. The weighted average price is approximately 100
points, with a majority of positions concentrated around this price.
For asset-backed securities, the bond price range of 0-102
poirts represents the range of prices for reference sacurities usad
in determining fair value. An instrument priced at 0 & not ex-
pected to pay any principal or interest, whils an instrument priced
close to 100 points is expected to be repaid in full a5 well as pay a
yield doze to the market vield. More than 94% of the portfolic is
priced at 80 points or higher, and the weighted average price for
Level 3 asssts within this portion of the Level 3 portfolic is 89
paints.
For credit derivatives, the bond price range of 12-100 points
disclosed represents the range of prices used for reference instru-
ments 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 eguivalent: Where market prices are not available for 2
traded boan, fair value is measured by comparison with cbservable
pricing data for similar instruments. Factors considered when ss-
lecting comparable instruments include industry segment, collat-
eral guality, maturity and issuer-specfic covenants. Fair value may
be measured either by 2 direct price comparison or by conmversion
of an irstrument price into a yield. The range of 80-101 points
represents the ramge of prices derived from reference issuances of
a similar credit quality used in measuring fair value for loans das-
sified as Level 3. Loars priced at 0 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, and also pays a yield
marginally higher than market yield. The weighted average is ap-
prosimately 95 points.

Tredit spread: Valuation modseks for many credit derivatives re-
quire an input for the oredit 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 sither US Trea-
sury or LIBOR, and is generally expressad in terms of basis points.
An increase/ {decrease) in credit spread will increase/(decrease)
the value of credit protection offered by CDS and other credit
derivative products. The impact on the results of UBS AG of such
changes depends on the nature and direction of the positions
held. Credit spreads may be negative where the asset is mare
creditworthy than the benchmark against which the spread is
calculated. A wider credit spread represents decreasing credit-
worthiness. The ranges of 37-138 basis points in loans and
(-563 basis points in cedit derivatives represents a diverse ==t
of underlyings, with the lower end of the range representing
credits of the highest guality (e.g., approimating the risk of
LIBOR) and the upper end of the range representing greater
levels of credit risk.
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Constant prepayment rate: A prepayment rate represents the
amount of unscheduled principal repayment for a pool of loans. The
prepayment estimate & basad on a number of factors, such as his-
torical prepayment rates for previous loars that are similar pool loans
and the future sconomic outlook, considering factors indhuding, but
not limited to, future interest rates. In general, a significant increase/
{decreasa) in this unobservable mput i isolation woadd result in a
significantly higher /lower) fair vakue for bonds trading at a discount.
For bonds trading at a premium the reverse would apply, with a
decrease in fair vahee when the constant prepayment rate increases.
Howewer, in certain cases the effect of a change in prepayment
speed upaon insirument price is more complicated and i dependent
wpon both the precise terms of the sacuritization and the position of
the instrument within the securitization capital structure.

For asset-backed securities, the range of 0—18% represents in-
puts across variows dasses of asset-backed securities. Securities
with an imput of 0% typically reflect no current prepayment be-
fhavior within their underlying collateral with no expectation of
this changing in the immediate future, while the high range of
18% relates to securities that are curmently experiendng high pre-
paymenis. Different dasses of asset-backed securities typically
show different ranges of prepayment characteristics depending
on a combination of factors, including the borrowers” ability to
refinance, prevailing refinanding rates, and the quality ar charac-
teristics of the underlying loan collateral pools. The weighted av-
erage constant prepayment rate for the portfolio is 9%.

For credit derivatives, the range of 1-16% represents the in-
put assumption for credit derivatives on asset-backed securities.
The range i driven in a similar manmer to that for asset-backed
sacurities.

For FX contracts and interest rate contracts, the ranges of
0-13% and 0-3%, respectively. represent the prepayment as-
sumiptions on securitizations underlying the BGS portfolio. This
portfolio is less diverse than other asset-backed securities portfo-
lios amd the range of prepayment speed is therefore narmower.

Constant default rate (CDR): The CDR represents the percentage
of outstanding principal balances in the pocl that are projected to
default and bquidate and is the annualized rate of default for a
group of mortgages or loans. The CDR estimate is based on a
rumber of factors, such as collzteral delinquency rates in the pool
and the future ecanomic outlook. In general, a signifiant increase/
{decrease) in this unobservable input in isclation would result in
significartly lower/ (higher) cash flows for the deal {and thus
loweer /thigher) valuations). However, different instruments within
the capital structure cam react differently to changes in the CDR
rate. Generally, subordinated bonds will decrease in value as CDR
increases, but for well protected senicr bonds an increase in COR
may cause an increase in price. In addition, the presence of a
guarantor wrap on the collateral pool of a seourity may result in
notes at the junior end of the capital structure experiencing a
porice increase with an increase in the default rate.
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Mote 24 Fair value measurement (continued)

The range of 0-9% for credit derivatives represents the ex-
pected default percentage across the individual instruments” un-
derlying collateral pools.

Loss severityrecovery rate: The projected loss severity/ recovery
rate reflects the estimated boss that will be realized given expected
defaults. Loss severity is generally applied to collateral within as-
set-backed securities while the recovery rate is the analogous pric-
ing imput for corporate or soversign credits. Recovery is the re-
verse of loss severity, soa 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 isclation 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 pasition will depend wpon whether credit
protection has been bowght or sold.

Loss severity is ultimately driven by the value recoverable from
collateral held after foreclosure occurs relative to the koan pring-
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
0-05% represents 3 wide range of expected recovery levels on
credit derivative contracts within the Level 3 portfolio.

Discourtt margin (D) spread” The DM spread represents the dis-
cournt rates used to present value cash flows of an asset to reflect
the market return required for uncertainty in the estimated cash
flowws. Db spreads are a rate or rates applied on top of 2 floating
index {g.g., LIBOR) to discount expected cash flows. Generally, a
decrease/{increase) in the unobservable input in isolation would
result in a significanty higher/ {lower) fair walues.

The different ranges represent the different discount rates
across loans (0-139%), asset-backed securities (0-22%) and cradit
derivatives (-32%). The high end of the range relates to securi-
ties that are priced wvery low within the market relative to the
expected cash flow schedule and there is significant discounting
relztive to the expected cash flow schedulz. This indicates that
the market is pricireg an increased risk of cedit loss into the secu-
rity 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 5%. For loans, the
average effective DM is 1.71% compared with the disdosed
range of 0-13%.

Equity dividend ields: The derivation of a forward price for an
individual stock or index s important both for measuring fair
value for forward or swap contracts and for measuring fair value
using option pricng models. The relationship between the cument
stock price and the forward price is based on a combination of
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expected future dividend levels and payment timings, and, to 2
lesser extent, the relevant funding rates applicable to the stock in
question. Dividend yields are generally expressed as an annualized
percentage of share price with the lowest Bmit of 0% represent-
ing a stock that is not expected to pay any dividend. The dividend
yield and timing represents the most significant parameter in de-
terminimg fair value for instruments that are sensitive to an equity
forward price. The range of 0—15% reflects the expected range of
dividend rates for the portfolic.

Vidatiline: 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 wolatile instrument for
which future price movements are mare lkely to ocour. The mini-
mmum level of volstility s 0% and there is no theoretical madmum.
‘iolatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the un-
derhying instrument. The effect of volatility on individual positions
within the portfolic is driven primarily by whether the option con-
tract is a long or short position. In miost cazes, the fair value of an
option increases as a result of an increase in volatility and is re-
duced by a decrease in volatility Generally, wolatility 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 wolatdity “smile” or ~skew, ™ whidh represents the
effect of pridng options of different option strikes at different
implied volatility levels.

— iolatifty of interest rates — the range of 13-94% reflects the
range of uncbeervable volatilities acoss different cumencies
and related underlying interest rate levels. Violatilities of bow
interest rates tend to be much higher than volatilities of high
interest rates. In addition, different currencies may hawe sig-
nificantly different implied volatilities.

— olatility of equity stocks, equity and cther indices — the range
of 1-120% i reflective of the range of underlying stodk wola-
tilities.

— ‘iplatiity of mortality — the ramge of 270-280% represents
martality wolatility assumptions for different components of
the mortality contingent loan portfolio. The range in volatility
inputs is driven by different characteristics of contracts within
the portfolio. An increase in wolatility will cause an increass in
loan value as the notional drawn will tend to increase.

Comelation: Comelation measures the inter-relationship between
the movements of two variables. |t is expressed as a percentage
between {1000% and +100%, where +100% are perfectly come-
lated variables imeaning a movernent of one variable is assodated
with a mowement of the ather variable in the same direction), and
{10013 are inversely cormelated varisbles {meaning a2 movement
of one variable is associated with a movement of the other vari-
able in the oppaosite direction). The effect of comelation on the
measurement of fair value is dependent on the specific terms of
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Notes to the UBS AG consolidated financial statements

Mote 24 Fair value measurement (continued)

the instruments being walued, due to the range of different payoff

features within such instruments.

— Rate-torate correlation — the correlation between interest
rates of two separate currendies. The range of 84-54% results
from the different pairs of currency invohsed.

— Intra-curve correlation — the comelation between different
tencr points of the same yield curve. Comelations are typically
fairly high, as reflected by the range of 50-34%.

— Credit index correlation of 10-85% reflects the implied corre-
laticn derived from different indices across different parts of
the benchmark index capital structure. The input is particulary
important for bespoke and Level 3 index franches.

- Credit pair correlation is particularly important for first to default
credit structures. The range of 57-94% reflecis the difference
between credits with low correlation and similar highly corre-
latad credits.

— Rate-to-FX cormelation — captures the correlation between in-
terest rates and FX rates. The ramge for the portfolio & (57
6%, which represents the relationship betwesn intersst rates
and foreign exchange levels. The signage on such correlations
is dependent on the guotation basis of the underlying FX rate
{e_g., EUR/USD and USD/EUR correlztions to the same interest
rate will have opposite signs).

— Px-to-FX correlation is particularly important for complex op-
ticns that incorporate different FX rates in the projected pay-
off. The range of (700-80% reflects the underlying characters-
tics across the main FX pairs to which UBS AG has expasures.

— Equity-to-equity correlation is partiodarly important for com-
plex options that incorporate, in some manner, different equi-
ties in the projected payoff. The daser the correlation is to
100%, the more related one equity is to another. For example,
equities with a very high comelation could be from different
parts of the same corporate structure. The range of 18-99% is
reflective of this.

- Equity-to-FX correlation is important for equity options based on
a currency differant than the currency of the underlying stock.
The range of (55)-84% reprasents the range of the relationship
between underying stock and foreign exchange volatilities.

Funding spread: Structured financing transactions are valued wus-
ing synthetic funding curves that best represent the assets that

EDINETOOOO
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are pledged as collateral to the transactions. They are not repre-
sentative of where UBS AG can fund itself on an unsecured basis,
bbut provide an estimate of whers UBS AG can source and deploy
sacured funding with counterparties for a given type of collateral.
The funding spreads are exprassad in terms of basis points over or
under LIBOR and if funding spreads widen this increases the im-
pact of discounting. The range of 10-162 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 underhy-
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 = longer in
duration than the actively traded market. Such positions are
within the range of 10-163 basis points reported above.

Upfront price points: A component in the price quotation of credit
derivative contracts, whereby the overall fair value price level =
=split: between the credit spread (basis points running over the lifz
of the contract as described abovel and 2 compoment that =
quoted and setifed upfront on transacting a new contract. This
latter component is referred to as upfront price points and repre-
sants the differance between the credit spread paid as protection
[premium on & current contract versus a small numiber of standard
contracts defined by the market Distressed credit names fre-
quently trade and guote CDS protection only in upfront points
rather tham as a running credit spread. An increasa/ (decrease) in
upfront points will increzses/(decrezse) the value of medit protec-
tion offered by CDS and other credit derivative products. The
effect on the results of UBS AG of increases or deoeases in
upfront price points depends on the nature and direction of the
positions held. Upfront pricng points may be negative where a
contract is quoting for a narmower premium than the market stan-
dard, but are generally positive, reflecting an increase in credit
jpremium required by the market as creditworthiness deteriorates.
The range of 15-83% within the table above represents the vari-
ety of current market credit soread levels relative to the bench-
miarks used a5 a quotation basis. Upfront points of 83% represent
a distressed credit.
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i} Sensitivity of fair value measurements to changes in unobserdable input assumptions

The table below summarizes those finandizl assets and liabibties
classified as Level 3 for which a change in one or more of the
unchservable inputs o reflect reasonably possible altermative 2-
sumpiions would change fair value significantly, and the esti-
mated effect thereof. As of 31 December 2014, the total favor
able and unfavorable effects of changing ome or more of the
unchservable inputs o reflect reasonably possible altermative as-
sumpiions for finandal instruments dassified as Level 3 were CHF
1.0 billion and CHF 0.8 billion, respectively (31 December 2013:
CHF 1.4 billicn and CHE 1.1 billion, respactivehy).

The table shown presents the favorable and unfavorable of-
fects for each dass of finandial assets and liabilities for which the
potential change in fair value is considered significant. The sersi-
tivity data presented represents an estimation of valuation uncer-
tainty based on reasonably possible alternative values for Level 3
inputs at the balance sheet date and does not represent the esti-
miated effect of stress scenarics. Typically, these financial assets
and liabilities are sensitive to a combination of inputs from Levels
1-3. Althocugh well defined interdependendes may exist bebwesn
Levels 1-2 and Level 3 parameters {e.g., betwesn interest rates,
which are generzlly Level 1 or Level 2, and prepayments, which
are generally Level 3, these have not besn incorporated in the
table. Further, direct inter-relaticnships between the Level 3 pa-
rameters discussed below are not a significant element of the
valuation uncertainty.

Sansitivity data i estimated wsing a number of techniques in-
cluding the estimation of price dispersion among different market
partidpants, variation in modeling approaches and reasonably
possiole changes to assumptions used within the fair value mea-
surement process. The sensitivity ranges are not abaways symmetri-
cal arcund the fair values as the inputs used in valuations are not
always pregsely in the middle of the favorable and unfavorable
range.

Sensitivity data is determined at a product or parameter lavel
and then aggregated assuming no diversification benefit. The cal-
culated sensitivity is applied to both the cutright position and any
related Level 3 hedges. The main interdependendes across differ-
ent Level 3 producis fo & single unchservable input parameter
have been induded in the basis of metting exposures within the
calculation. Aggregation without allowing for diversification in-
vaohes the simple summation of individual results with the total
sensitivity, therefore representing the impact of all uncbsenable
inputs which, if moved to a reasonably possible favorable or unfa-
worable level at the same time, would result in a significant change
in the valustion. Diversification would incorporate estimated cor-
relations across different sensitivity resulis and, as such, would re-
sult in an overall sensitivity that would be less than the sum of the
individual compaonent sensitivities. The Group believes that, while
there are diversification benefits within the portfobios representing
these sensitivity numbers, they are not significant to this analysis.

Sensitivity of fair value measurements to changes in unobservable input assumptions

CMF mmilios

Goeemment Bills) bonds

Corposate bonds and menicipal bonds, incleding bonds isseed by fnasdal isstitutions:
Traded loans, loass designated at S value and loan commitments
Aset-hacked secerities

Equityinstrurmers

Irienest sate derisafive conltracts, net

Credit desvative contcacts, net

Fomign exchange derfa ve mnlmcts, met

Equity/index dervatier contracts, net

Steuctured deb? instrumests issued asd non-strectured fwed-ate bonds
Other

Total

Bi.ikid4 IR FAE]
Farvorable Unfavorable Favmable
chamnges! changes' changes* changes!
T (1) 17 )
1 41) 35 (M6
103 6% 48 (M
16 {12) 54 (40}
108 ) 17 121
106 {58) 17 L1}
240 (27 503 [Erald
35 {32) 57 (56}
B2 {85 4 (43
202 (199) 184 (151}
21 {in L] (54}
465 (824) 1,368 1,146

1 {F the total tawosabde change; CHF 116 milbon as of 31 Decersber 3014 (31 Deoember 2043 CHF 154 millkn) relatad to finandal e arvallable-for-saie O the 1ozl u-bu:iidmp. CHF 56 million as of

31 Cepembwr 301431 Decemter M3 CHF 158 million) sefaied o finandal rwestmens

hd r - 3
recisd As 3 result, frworabie and wrlassabk dhanges reated to el desieries contracts 35 of 31 Deoember 2013 wese Inqeased by OF 137 millon ard OF 52 millon, mspactively.

ber 2013 relanesd o ekt
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Mote 24 Fair value measurement (continued)

The fair values included in the table on the previcus page were
calculated for disdosure purposes only. The fair value valustion
techniques and assumptions described below relzte anly 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 swch fair value
disclosures cannot necessarly be compared from one finandal
institution to another. UBS AG applies significart judgments and
assurmptions to armive at these fair values, which are more holistic
and less sophisticated than UBS AG's established fair value and
model governance palicies and processes applied to financial in-
struments accounted for at fair value whose fair values impact

UBS AG% balance shest and net profit. The following principles

were applied when determining fair value estimates for finandal

instruments not measured at fair value:

— For finandial instruments with remaining maturities greater
than three months, the fair value was determined from quoted
market prices, if available.

— Where guoted market prices were not available, the fair values
were estimated by discounting contractual cash flows using
current market interest rates or appropriate yield curves for in-
struments with similar credit risk and maturity. These estimates
generally ndude adjustments for counterparty credit or
UBS AGs own credit.
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— For short-term finandial instruments with remaining maturities
of three months or less, the carmying amount, which is net of
credit loss sllowances, i= generally considered & reasonable es-
timate of fair value. The following finandal instruments not
mieasured at fair value have remaining maturities of thres
manths or less as of 31 December 2014: 100% of cash and
balances with central banks, 94% of amounts due from banks,
100% of cash collateral on securities barrowed, 38% of re-
verse repurchase agreements, 100% of m@sh collateral receiv-
ables on derivatives, 53% of boans, 31% of amounts due to
banks, 87% of cash collateral on seourities lent, 909 of repur-
chase agreements, 100% of cash collateral payable on deriva-
tives, 99% of amount due to customers and 24% of debt is-
sued.

— The fair valus estimates for repurchase and reverse repurchase
agresments with variable and fixed interest rates, for all ma-
turities, includz the valuation of the interest rate component of
thess instruments. Credit and debit valuation adjustments
have not been induded in the valuation due to the short-term
nigture of thase instruments.

— The estimated fair values of off-balance sheet finandal instru-
mients are based on market prices for similar faclities and guar-
antees. Where this information is not available, fair value is
estimated using discourted cash flow analysis.
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MNote 25 Restricted and transferred financdial assets
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This hote provides information on restricted financial assets (Mote 25a), transfers of finandal assets (Mote 25b and 25c) and finandal
assets which are received as collateral with the right to resell or repledge these assets {Note 254d).

a) Restricted finandial assets

Resiricted financial asmets consist of assets pledged as collateral
against an existing Eability or contingent liability and other asets
which are otherwise explicitly restricted such that they cannot be
used to secure funding. In addition, UBS AG mcluding its branches
and its subsidiaries are generally not subject to significant restric-
tions that would prevent the transfer of dividends and capital within
the Group, other than UBS AG's regulated subsidiaries which are
required to maintain capital to comply with local regulations, with a
certain level of capital being not available for distribartion or transfer.
Mon-regulzted subsidiaries are generally not subject to dividend or
capital transfer restrictions. However, exceptions may axist when re-
sirictions are imposed as a result of a contractual-, entity- or coun-
try-specific arrangement or requirement.

Financizl assets are mainly pledged as collateral in securities
lending transactions, in repurchase transactions, agairst loans
from Swiss mortgage institutions and in connection with the Esu-
ance of covered bonds. UBS AG generally enters into repurchase
and securities lending amangements under standard market

Restricted financial assets

agreements, with a market-based haircut applied to the collateral,
which results in the assooiated lisbilities having a carrying value
below the carrying value of the assets. Pledged mortgage |loans
sarve as collateral for existing liabilities 2gainst Swiss central
mortgage institutions and for existing covered bond issuances of
CHF 21,644 milkion as of 31 December 2014 (31 December 2013:
CHF 22,634 million).

Other restricted financial assets indude 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
in certain jurisdictions to comiply with explicit minimum local assst
maintenance requirements and assets held in consolidated bank-
ruptcy remote entities such as certain imvestment funds and other
structured entities. The camying value of the liabilities assodated
with thase other restricted financial assets is generally squal to the
carryirg value of the assets, with the exception of assets held to
comply with local asset maintenance requirements for which the
assodated liabilities are greater.

oOoOooodd

Camyping amount

CHF milfan MAL14 EIRFRE]
Hnanclal assets pledged as collateral
Trading partioho asets 61,204 48,568

offwihichy smsets pledied as collateval which may be sold or rapledied by cousterqpanties 58018 42449
Lears 27973 33,632

o wihich: morgage loss! 217 13882
Finascial isvestmests aeailable-for-sale 18 o
" ik st ldoad s ol i oy bl e By ol T i “
Total financial axsets pledged as collateral? 92,144 B2000
Orther resiricted finandal assets
e from basks 3511 .74
Rerverse repuschase agreements 1,848 1,585
Trading partiolio asets 25,567 4,152
Cazh collateral receivables on & 6138 6,216
Financial asets desigeated at fair value 458 =1
Fnazdal imvestmests aeilable-for-sde 1,308 44
Oeher m 168
Total other restricted finandial assets pLL 36,525
Total financial assets pledged and other restricted finandal assets 131,142 118,525
O 45 v x5 Dcerin 000 ot o1 by OB ' Ve ot o by e b e e oo o s o e o bl
2Mmrﬂtﬂ:pﬂuﬁmﬂuﬁﬂdm-ﬂnnﬂhﬂhmhquﬂiﬁﬁwmD-'hmuulm.lh‘h'l.l'l 20 CF 4.3 blllon).
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MNote 25 Restricted and transferred financdial assets (continued)

b} Transferred financisl asets that are not derecognized in thair entirety

The table below presents information for finandal assets, whicdh have been transferred but are subject to continued recognition in full,
a5 well as recognized lisbilities assocated with those transferred assets.

Trarsferted finandal assets subject to continued recognition in full

CHF milfon ¥z 218213
Carrying value of Camying valus of
Canrying walue assodlated labillithes m‘h?lgli:if-:
of transferred recognized  Caurying value of g
assets oi-balance sheet barefered assets  on-balasce sheat
Trading partfolo asets sansfemed which may be sold or repledged by cousterparties
relsting to secumities landing and repwrchisse ageeamonts (o pachange o cash received 19 368 18, 147 16,296 15,00
relating to securities laoding agresments it socheage for seconiiss rceied 35 557 [ 25549 @
Wl ookt bmsbonrbec et DU UOOP PP, i o PORY. . “
Financial isvestmenss asailable-for-sale tansfemed which may be sold ar
repledged by countenparties i, 862 2,584 o 0
Total financisl ssets transfened 58,880 20,573 A2 449 15468

Trarsactions whereby financial assets are transferred, but con-
tinuwe to be recognized in their entirety on UBS AG's balance shest
indude securities landing and repurchase agreements as well as
other financial asset transfers. Repurchase agreements and securi-
ties lending agreements are discussed in Mote 12 items 13 and 14.
Repurchase and securities lending arrangements are, for the most
part, conducted under standard market agreements, and are un-
dertaken with counterparties subject to UBS AGs normal credit
risk control processes. Other financial asset transfers indude secu-
rities transferred to collateralize derivative transadtions.

&5 of 31 December 2014, approximately one-third of the
transferred finandial asseis were frading portfolio assets trans-
ferred in exchange for cash, in which case the assodated recog-
nized liability represents the amount to be repaid to counterpar-
ties. For securities lending and repurchase agreements, a haircut
between 0% and 15% is generally applied to the collateral, whidh
results in associated lisbilities having a carrying value below the
carrying value of the transferred assets. The counterparties to the

assocdated liabilties presented n the table above have full re-
course to UBS AG.

In securities lending arrangements entered into in exchange
for the receipt of other securities as collateral, neither the securi-
ties received nor the obligation to return them are recognized on
UBS AG's balance sheet as the risks and rewards of ownership are
not transferred to UBS AG. In cases where such finandal assets
received are subsequently sold or repledged in another transaction,
this i= not considered 4o be a transfer of financial assets.

Transterred assets other than trading portfolio assets and fi-
nandal imvestments available-for-sale which may be sold or re-
pledged by counterparties were not material in 2014, Transferred
assets other than trading portfolic assets which may be sold or
repledged by counterparties were not material in 2013,

Transterred financial assets that are not subject to derecogni-
tion in full, but which remain on the balance shest o the extent
of LBS AG's continuing imvolvement, were not material in 2014
and 2013.

455

466/583

Fnancial information

oOoOooodd



Financial information
Notes to the UBS AG consolidated financial statements

EDINETOOOO

00000000000 0O(E05852)

MNote 25 Restricted and transferred financdial assets (continued)

Transferred finandal assets that are derecognized in their entirety with continuing involvement

Continuing involvement in a transferred and fully derecognized
finandial asset may result from contractual provisions in the
transfer agreement or in a separate agreement with the courter-
party or a third party entered into in connection with the transfer.
The table below provides information on UBS AG's continuing

imvohvernent in transferred and fully derecognized finandial assets.
There are a limited number of specific transactions for which UBS
AG has continuing invohement in derecognized finandial assets,
a5 detailed below.

Transferred finandal assets that are derecognized in their entirety with continuing involvement

CHF milfan 310214
Gains (loss) from continuing
Carrying r‘;;ti[::‘:.]t invalvement in transferred and
amowntof  Fairvalueof  thedateof  derecogaized financial sssets
Balamce sheet mrrtlrrulng r.\nanuIrq transfer of the Purihe;ﬂr Life-t-diate
line Mem L | financial aszete?  ended 311214 EilFRTE
Type of continuing bwahement
Purchasesd a=d retained intorest Teading partiolic amats)
n secusifization shuduses Replacement values! (22} 23 E] 13 {1,587)
Total (22} 22 X2 13 {1,582)
£HF milfan iR ERE]
Gain ois) Gain f{less) from continuing
Camying r-:n;-h't imsolvesest in transfersed and
amount of Faitvalus of the date of deceengrized fnasdal e
Balance sheet conbineing confinuing transfer of e For the: Life-to-cate
line ite= il ol fisandal azsets  ended 31.1.213 1212
Type of continuing walvement
Lending armasgqements Loans 2,408 13 L] 4 L=
Purchasesd a=d retained intorest Teading partiolic amats)
in secwsimation struciures. Replace=ent values! [ETS] {34 1 B {1, 55
eher 6
Tatal 2,974 L] 8 45 [ ek

Iﬁid 31 Decemizer 3014, vl purchased 402 re@ined Imerest In seoatimdon Sucees cnssed o

meplaemenwives ol C5F 51 mibo. Aol 31 Decemibe 3013,

wltmdﬂlrﬂﬂn-dlﬁl
and retaine Interest 11 seouTimtion strchuses consksted of rading portiolio awets of CHF 3 millan and regattee replacement values: of CEF 58 milkan. Repoeserts gains ({losses) reosgetzed on the

udmﬁm&-mm;—u

Purchased and retained interests in securitization vehicles

In cases where UBS AG has transferred assets into securitization
vehides and refained or purchased interests therein, UES AG has
a continuing imvahement in those transferred assets. The majority
of the retasined continuing imolverment securitization positicns
held in the trading portfolio are collzteralized debt cbligations, US
commercal mortgage-backed securities and residential maort-
gage-backed securities. As a result of losses incurred in previous
years, the majority of these confimuing involemnent positicns
have a camrying amount of zero as of 31 December 2014. As of
31 Decemnber 2014, the maximum exposure to loss related to pur-
chased and retained interests in securitization structures was CHF
48 million, compared with CHF 49 million as of 31 December
2013, both mainly related to frading portfolic assets. Unds-
counted cash outflows of CHF 71 million may be payable to the
transferes in future periods as a consequence of holding the pur-

chased and retaimed interesis. The earliest period in which pay-
ment may be required is less than 1 manth. Life-to-date losses
presented in the table above anly relate to retained interests held
as of 31 December 2014.

Lending arrangements: loam to BlackRodk fund

In 2008, LBS AG sold a portfolio of US RMBSs for procesds of
UsD 15 billion to the RMES Opportunities Master Fund, LP {the
RMES fund), an entity managed by BlackRock, Inc. The RMES
fund was capitalized with approximately LSD 2.75 billion in eg-
ity ramed by BlackRodk from third-party investors and an eight-
year amortizing LISD 1125 billion senior secured loan provided by
UBS A, which represented a continuing imvohvement in the as-
sets transferred to the fund. In 2014, the remaining amount of
the boan was fully repaid. Thus, as of 31 December 2014 UBS AG
no lomger had a continuing invohvement.
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MNote 25 Restricted and transferred financdial assets (continued)

d) Off-balance-sheat sssatls 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, inchuding amounts that have been sold or repledged.

Off-balance-sheet assets received
CHF milfian
Fair walue of assets received which can be sold or repledged

reoeived ar colfafoval snder reverse repuechase, seconitier bovowing and fmding amangesends, devteaiveer fansachions and otber fasmadions’

reoeved in unseowed bomowings
herenf sold or repledged’

i connectio witl Sraeaing actisties

o sabiny commimeats under shart sale danssciines

in connectiow with dadwaiie and cther transacioes’

EIRFRE 3.12.13

i L 3,2
385,554 348 205
5502 3507
271,583 17
227515 193,873
27958 26809
14,487 5688

1 Inclugies securbies recehwsd a5 b idal mangin {iem By dients that LS 24 ks saquired do semit b CORy, brokers and tmnis 1
ﬂrﬂﬁmmmulmmtmsqhm December 2013: CHF 3804 bllkan)

o whlch faee ane oo laodihes ar

Mote 26 Offsetting financial assets and financdial liabilities

UBS AG enters into netting agreements with counterparties to
manzge the credit risks associzted primarily with repurchase and
reverse repurchase transactions, securities bomowing and lending
and owverthe-counter and exchange-traded derivatives. These
netting agreements and similar arangements generally enable
the counterparties to set-off lizbilibes against available assets re-
ceived in the ordinary course of business and/or in the event that
the counferparty to the transaction is unable to fulfill its confrac-
tual obligations. The right of s=t-0ff is a legal right to seitle or
otherwise eliminate all or a portion of an amount due by applying
an amournt receivable from the same counterparty against it, thus
reducing credit exposure.

On 1 January 2014, UBS AG adopted Offsetting Financial As-
st and Fnandial Liabifties (Amendments to 1AS 32, Fnancial
Instruments: Presentztion). Under the revised rules, UBS AG is no
longer able to offsst certain derivative arrangements. Refer to
Mote 1b for more information. The prior period offsetting disclo-
sure as of 31 December 2013 presented on the following pages
was restated to reflect the effects of adopting these amend-
ments.

enrarge raded derivative JET00 deaiing and eveorion servces. 5 Does
Wi tenies. refafes) 1o reawn cred: lines a2 dar payment, deariyg ans setthment

The table on the following page provides a summary of finan-
cial assets subject to offsetting, enforceabls master metting ar-
rangements and similar agreements, as well as financial collateral
received to mitigate oedit exposures for these financial assets.
The gross financial assets of BS AG that are subject to offsetting,
enforceable metting amangements and similar agreements are
reconcied to the net amounts presented within the assodated
balance sheet line, after giving effect to finandal liabiities with
the same counterparties that have been offset on the balance
shieat and other finandal assets not subject to an enforceable net-
ting arrangement or similar agreement. Further, related amounts
for finandial liabilities and collateral received that are mot offset on
the balance sheet are shown to arrive at finandial ssets after con-
sideration of netting potential.

LUBS AG engages in a variety of courterparty credit mitigation
strategies in addition to netting and collateral arangements.
Therefore, the net amouwnts presented in the tables on the nest
pages do not purport to represent the UBS AGS actual credit
ExXposuUne.
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Mote 26 Offsetting financial assets and finandial liabilities (continued)

Finaneial assets subject 1o offsetting, enforceable master hetting arrangements and similar sgreements

1.1214

Mezpts uﬂu‘!h.nﬂﬁng arrangements
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Asgeds not
subject 1o
Netting potential =ot imed on netting ar
Mesing recogeized on the balasce sheet the balanme rangements! Total ssets
Het assels Asgets after Azsets  Total assets  Total assels
recognized consld-  recognized after consid-  recogaized
o the eration of an the eration of on the
Grog amets  Metting with balance Fimancial Coliateral netting balamce netting balance
CHF bilion befare nestiag gross abifties” sheet Fabilites seceived patential sheet potential sheeet
Cah oollateral o securities.
Bamowed 7 [+ ] 227 115 [20.5) -1 14 14 1
Rerverse repuschase agreements. w2 (LR 56.4 34 [E25) ai 121 112 LT
Fonitive neplacement walues M85 (£ )] 2468 (aem 1305 173 {8 274 2510
Cash collsteral receivables on
dpaiative insrements! 287 1218.4) 174 {145 118 10 38 108 no
Finandal ssets desigeated at
fair walue 31 [+1i] 11 00 (EL] ai 1.4 15 4.5
Total assets B20.5 [2E4.2) 356.3 (222.9) (1048.9) 245 e 331 49
31213
Aszets sibject to netting arrangements
Assels not
U ]
Metlisg potential nol recognized an ar
Metsing recognized on the balasce sheet the balarce shpet? rangementsd Total ssets
Het xasets Assets after Asgets  Total atsebs  Total assels
recognized consid-  recognized after consid-  recogaitzed
o the eration of onthe  eration of on the
Gross assels  Metting with balance Fimancial Coliateral netting balance netting balance
CHF bilion befare nesting  gross labiktes? sheet Fabilites seceived patential sheet potential sheeet
Cah oollateral om securities.
Bamowed 25 [+ ] 26.% [ ] [25.2 [-F] 1.0 12 7.8
Rereerse repuschase agreements. 115 (54 861 (54) 307 -1 55 L L] 918
Ponitive neplacement walues 45 (#d.1] 1.8 [18a5) {335 133 123 258 FL N
Caeh collstecal recebables on
desivative irsrements’ 2182 {196.1) 131 1144 1.1 75 35 118 ]
Finandial ssets desigraied at
fain walue 19 o1} 39 00 1345 ol 34 L] T4
Total assets HH (4.3 1.2 (215.9) (144.5) 218 pat ] L] 4071
|'I‘h|¢.|.ut:f[.|d1nhnl bk hh“rﬂ-mmmm:-nm--ﬁulh bk mnder LA 32 and ETD
mﬂﬂ:ﬂulﬁlﬂhhﬂﬂhh‘h‘nlﬂ.ﬂnmﬂmm 1 ity ool aberal reflecied on the Megatie:
qh-'ll'l_hhﬂl- tiﬂm 2 Tae logic of the table sl In amoents. I the “lﬁqmwm
P't-iilt"l-g'-hpmsﬂ:"mh-hﬂl table preseaied on the dolosing page: 3 For the perpose of Sals dischosure, the amouns of firanchl insssments and csh ot st off
frandal azets presemed on e b sheet, Le., over-ool bberalizasion, whene £ esiss, & not reflectes

hﬂlhhndulh.hqut"rﬁnirﬂilgq-ﬂm:mtmnndh_mn:f
eriomatie peting ard oiter

Inthetable. s Indudes s it sebpect 1o
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Mote 26 Offsetting financial assets and finandial liabilities (continued)

The table below provides a summary of finandial liabilities subject
to offsetting, enforceable master netting arrangements and simi-
lar agreements, 2= well as financial collateral pledged to mitigate
credit exposures for these financizl liabdities. The gross finandal
liabilities of UBS AG that are subject to offsstting, enforcesble
netting arrangements and similar agreements are reconciled to
the net amounts presented within the associated balance shest

line, after giving effect to financial assets with the same counter-
jparties that have been offset on the balance sheet and other fi-
nandal liabilities not subject o an enforceable netting arrange-
ment or similar agreement. Further, related amounts for finandal
assets and collatersl pledged that are not offset on the balance
shieet ane shown to amrive at finandal liabdities after consideration
of netting potential.

Finaneial liabilities subject to offsetting, enforceable master hetting arrangements and similar sgreements

311214
Liabilities subject to netting arrangements
Liabiligles
mot subject
to medling
efling potental not nized arrange-
Netting recognized on the tabinoe sheet -c-ﬂ'llbh:l rﬁ rr:ﬁ:' Total llabilities
Total
Het Liabilities liabilities Total
liabilities after llabl'l.ls after  Mabllitles
Grogs mecognized comsider- rec consider- recogaized
[abilses on the atbon of on the ation of on the
befom  Metting with balance  Fmancial Colaiesal  netting balance melling  balance
CHF lilion netting  geos amsets” sheet awets  pledged  potential sheet  potential sheeet
Cah oollateral om securities lent a4 L] LT ] (1.4 [8.5) ad [ ) L 82
Reperchase ageements 515 425 87 (3.4 5.2 o 32 32 1.8
Kegatier replacement valoes 2433 2.1 2403 (1%a.7 (. 18.7 135 LLE FLL R
Cash oollateral payables on derivative nstruments’ 256.1 [xi8.4) wr [25.1] 2.3 1.3 45 14.9 414
Fina=cial Fabilities designanted at fair walue EL ] L] 13 0.0 (1.4 14 HS 739 753
Total labities 5631 (264.3) 2508 |229.3) (37.3) 4 939 126.3 b
3213
Liabilities subject to netting arrangements
Liabilities
mot Syl
Yo retling
Mesting potential not reoogrized arrange-
Metting recognized on the babinoe sheet om the balanoe sh ety Total llabilities
Total
Het Total
labilities after  Llabilities after  Mabllitles
Gross recognized comsider recognized  consider- recognized
Fabilises on the athon of cnthe  atlonof on the
before  Metting with balance  FAnencial  Coliatesal  netting balance nefling  balance
CHF bilion netting  gaoss amses” sheet amels  pledged  potential sheet  potential sheeet
Cah oollateral om securities lent as L] L] (1.2 7.3 -1 10 1.0 LR ]
Reperchase ageements EL N [25.4) LE ] [5.4) 3.4 1] 50 5.0 138
Kegatier replacement valoes 2355 25 237 (154.9) (1849 RLE ] 154 3.2 24819
Cash collateral payables on derivative instruments’ 2339 [156.1) s [22.3) [3.4) 54 3] 118 445
Fina=cial Fabilities designanted at fair walue 85 L] BE 0.0 2.1 45 B33 &1.8 (L]
Total labities 5187 (224.5) 2543 (229.5) 3.3) %3 s 120.7 3558
1 The: et amoat of Cash coliateral payables on on T balanoe sheet induses cerain OTC deriatiess wakh are in substance ret settied on 3 daly bxk erder G 32 aad ETD
hﬂuiﬂnoﬂuﬂﬂjﬂﬂduliﬂlnmﬂﬂummﬂmdnﬂﬂmiﬂmﬂdﬂhnﬁpﬂudwﬂdﬂuhm
neplareTiaT: vakses e I She b TSI pag :Tl'lhgl::l'ﬂ'lﬂilr-hi-'uﬁpundhﬁl m‘mmmﬂ-mm
I T et with gross «oluren I S assets fable preseried on the 1F e rpn:flkl‘ldnllﬁm.lh o ch colkateral rs et oH on t
sheet have been b elesani Eetting n?ﬂuxnﬂ:h-—i et amotrt I'.-J Nazdities presemed In the tatanoe sheet, Le, over-colkmeralteation, here It esis b non seflechend In the
mbke J ndedes R Sutject 1 evh TG ATANG
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Mote 27 Finandal assets and liabilities — additional information

a) Measurement categories of finandal assets and liabilities

The table below provides information about the carrying amounts
of individual dasses of finandial instruments within the measure-
ment categories of financial asssts and liabilities 2= defined in 145
39 FAnancal Instruments: and Messurement. Only
those assets and liabilites which are finandal instruments as de-

Measurement categories of finandal assets and finandal labilities

fined in A5 32 Financial instrumeants: Presertation are includad in
the table below, which causes certain balances to differ from

those presented on the balance sheat

= Refer to Mote 24 for more information on how the fair value of

finandal instruments i determined

CHF millan naza A2
Financial assets!
Heeld for trading
Trading partfiolo st 132392 114,249
o which: srevee pleciged as collatoral which may ba roid or rapiacied by couttapartior 5018 42809
Dbt izsued ek ik
Ponitive: replacement walues 256578 15404
Tatal 189,653 0,535
Fair value through profit or lass
Financial axzets desigaated at fair value 4,481 T34
Finamclal assets ot amartized cost
Cash and balanoes with amssal Banks 104,073 BOETS
Due fram basks 13334 12874
Cazh collsteral on securities bomowed 24,063 27456
Reversa repuschase agreements. BE 414 51,563
Lash collateral reoeivables on derfeathee i 30579 26,548
Leans® %384 18695
Cehee assets 1,332 17,58
Tatal 578,179 44918
Mwallable-forsale
Financial isvestmesss meailzble-for-sale 57,158 59,525
Total Financial assets. 1,029,483 500341
Financial Habilities
Heeld for trading
Trading partfiolio Fabilte: 27,558 26,505
Debt issund o8 w2
Siegatier radacement valoes 284,101 248,078
Total 281,367 175050
Falr value through profit or bass, other
Finandial Fabiliies designaied at fair value T8 197 B9800
Amounts due under enit-linked imestment contracts 17,543 16,155
Total 52,540 BESE
Finamclal liabilities at amortized cost
e 1o banks 10,492 12862
Cash collateral on securities lent 5,180 a481
Reperchase agreements 11,818 13811
Lash collateral payables on derivative i 43872 44,507
e 1o cestomens: 410,579 350,805
Debt izsund 1,183 B4
(rhes lisbilities 45,013 39,513
Tatal 822,036 557 444
Total financial Rabllites 957 343 553550

I!si'i‘l Ceommber 2018, C5F 115 bilkon of Lears, CHF 0 billoe of Dee fom Bavks, CHF | ks of Besesie

3% billion of Finandal Ivsestmens. asaibabe-dor-sabe and CHF 4 bilion of

a falr vadse ane epedtes 1D be recoveed of sefthed Ther owelve moaths As of 31 mhﬁ,c‘ If‘-lmﬂl&rdhhmﬂﬂ_dm

w“ﬂilhdm“m-lﬂﬂlwiw—“ fak it e exzecrd rllll-ﬂ-'l-lhl-ls = Feprosents
it g amd b mhich e _#h‘hl ...... o b
i CHF 1.1 bilion 25 of 31 Deoomber 3114 (31 Dectrber 2013 C4F 1.1 billas). Refer to Nows 10 and 33
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Mote 27 Finandial assets and liabilities — additional information {(continued)

b} Maturity snalysis of financial abilties

The contrachual maturities for non-derivative and non-trading fi-  trading Esbilities, predominantly made up of short sale fransac-
nandal lisbdities as of 31 December 2014 are based on the earli-  tions, are assigned to the column Dwe within T month, as this
est date on which UBS AG could be contrachually required to pay.  provides a conservative reflection of the nature of these trading

The total amounts that confractually mature in each time-band  activities. The contractual maturities may extend over significanthy
are also shown for 21 December 2013, Derivative positions and  longer periods.

Maturity analysis of financial lisbilities'

Due within [ue betwees  Deobetwoen  Due batwoen Diee after

CHE bilion imosth  fand3months  3and iZmonths 1 andSyeas S years Total
Financlal liabilities recognized an balance sheet?

Dus In banks 75 21 0s 0.4 00 105
Caeh codlaberal o= securities lart 52 28 12 a2
Raperchas sgmements ai 15 10 01 118
Trading partiohs Fatifsiest © Mo Mo
Hagatise replaemart valzas® 541 LT
Finascial Fabilies designated 2t fair value® 10 135 04 ns 13 TRE
Due 1 czstomers 3014 12,1 a1 02 ol a0
Dbt issued 72 5.4 142 na ma 027
oo akilties a5 £25
Total 311214 2123 and 14 [TX] 408 1,0109
Tetal 312,13 96 FFT] 43,1 8.2 213 2651

Guarantess, commitments and forwand starting tranesdllonss

Commitments.

Lean cammitmests 504 o1 o1 0.0 507
Underwriting commit=ents: o7 o7
Total commitments 51.1 01 01 0.0 1] 514
Guaranbess 174 00 1 01 1] 17.7
Forward starting transactbans

Rerverme repurchase agreements 102 103
‘feaurities bomowing ageee=ents al al
Total M.1Z.14 19.0 ol [ F] ] 0.0 749.5
Todal 21.12.12 axn (%] 0.2 0.3 A .EL]
e e b e et M Yyt e SOt i, S ey e e
this best pepresents the cash fows that would bave oo be pald F these postions bad t be sesed or dosed out. Refer 1o Mot 14 1or ah om0l deiivatives designaned In hedge acoenting relatar-

shige. o Contracteal materiies of tading portialle abiities ane CHF 367 billion due within one month (30132 CHF 343 bilfion), CEF 1.3 billon Sue bebween ane menth and one year (2013: CHF 1.2 and
CHF & bllbon due beteeen | and S peas(2013: CHF 1.1 bilfion) 5 Fubuse Imiesst pasmenes on saiabie mbe labiities are dewemined by neference oo the applicabie inmes: @iz presailing a5 of the rmporting Saie.
FuraR pincipal payments sich e sriable an dewrmined by eference s Tae congidons exdsting at te eporting daie. ¢ Compisss The: Mad rm Nesscabie anoent of QUITITIZES, CommTRents and fomward
Harting tamacs.

Fnancial information

472/583



Financial information
Notes to the UBS AG consolidated financial statements

EDINETOOOO

00000000000 0O(E05852)

Mote 27 Finandal assets and liabilities — additional information (continued)

€) Reclassification of finandal assets

In 2008 and 2009, certain financizl assets were reclzzsified from
Trading portfolic assets to Loans. On their redassification date,
thesa assets had fair values of CHF 26 billion and CHF 0.6 billion,
respectivehy.

The reclassification of financial assets reflecied UBS AGS
change in intent and ability to hold these finandal assets for the

Held-for-trading assets reclassified to loans and receivables

foreseeable future rather than for trading in the near term. Tha
foreseeable future is interpreted to mean a period of approxi-
mately 12 months following the date of redassification. The finan-
cial assets were reclassified using their fair value on the date of the
reclassfication, which became their new cost basis at that date.

CHE bilion FTREXT] FTRFXE]
Carrying value w7 15
fair value (% 15
Pro-Borma faie walue gain /(loss) [T an

The table below provides notional values, fair values and carrying values by product category for the remaining redlassified finandal

Fssets,

Hield-for-trading assets redlassified to loans snd receivables

CHF bilion

Municipal auction e securities
Monaline-profecied asset
Ceher assets

Total

EiRFRT]

Ratio of carmy-

ing o motional

Hotlonad value Falr value  Carrying valus value {%}
02 [ [ ¥ 87

03 a3 0.3 a4

02 ] ol 52

o7 a7 0.7 G4

In 2014, the carrying value of the remaining reclassified finandal
assets decreased by CHF 0.8 hillion, mainly due to szles and
redempticns of LIS student lcan auction rate securities and mono-
line-protected assets. The overall impact on operating profit be-
fore tax from the financial assets for the year ended 31 Decemiber

Contribution of the reclassified assets to the intome statemant

2014 was a profit of CHF 84 million (see table below). If the finan-
cial assets had not been reclassified, the impact on cperating
profit before tax for the year ended 31 December 2014 would
have been a profit of approvimately CHF 0.1 billion (2013: CHF
0.2 hillian).

For the pear ended
CHF milfon EIRFRE) 211212
et inbesest income 2% 4
Cresdit boss (espense)/ recovery 2 4
Ceher income! 43 53
Impact an operating profit befare tax. 84 112

1 Incazes ret gaimilesses on the deposl of sedsiied francal msers.
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Mote 27 Finandal assets and liabilities — additional information (continued)
) Maximum exposure to oredit risk of financial ssssts designated at fair valus

Financizl assats designated at fair value totaled CHF 4,493 million  instruments. Informaticn regarding thess instruments and the
asaf 31 December 2014 (31 December 2013: CHF 7,384 million).  exposure which they mitigate & provided in the table below on a
hazirmum expasure to credit risk from financial assets designated  notional basis.

at fair value was CHF 4.3 billion as of 31 Decemnber 2014 (31 De- Investment fund units designated at fair walue do not have a
cember 2013: CHF £.8 billion). The exposure related to struchmed  direct exposure o cedit sk

loans and reverse repurchase and securities borrowing agres- = Refer to Mote 24 for more information on financial assets

mernts was mitigated by securities collateral of CHF 3.3 billion as designated at fair value, and to the Maximum expesure to cedit

of 31 December 2014 (31 December 2013: CHF 5.4 billion]. riisk disclosire in the Credit risk section of this report for mone
The maximum exposure to credit risk of loans, but not struc- information an collateral related to financial assets designated

tured loans, is generally mitigated by credit derivatives or similar at fair valus

Motional amounts of loans designated at fair value and related credit derivatives

£HF milian AL 34213

Leans = notional amosnt 667 1,002

Credit derisasives related i koans — notional amosnt! ead 90

Creit derisasives related 5 koars — fai valee? 1 (L]

| Condit derkaiives coTimds indude aedt default swaps, sotl ream s ans dmibr retaneTs.

The table balow provides the impact on the fair values of lcans from changes in credit risk for the periods presented and cumulatively
since inception. Samilarly, the change in fair value of credit derivatives and similar instruments which are used to hedge these boans =
aken provided.

Thanges in fair value of loans and related cedit dervatives attributable to changes in credit risk
Comelative fram inception

Far the year eadied entil e year ended
CHF milfon EIRFAL] EIRFRE] a4 311213
ﬂn‘whﬁrﬂlnfbmhﬁmﬂd-ﬁidu.umﬂ-ﬁhhm_pinnﬂrik' in ] [} 5
Changes in fair value of credit deri and sisilar i which mifigate $e maximem
exposure i credit risk of loass designated at fair value’ 3 [l 1 L]
| Capent and cemebdee In thie {air waie of loars a tair e, amihuabie oo cyanges | shelr ek ek ane onky i af baknce showt caie Curent and ramsbe

et carges | the o valse of medt derhaties hedging sach rﬂinmuﬂ_h—immuﬁr&dﬂnhﬁmw:hi‘h Ioans papoied wazer the far
*mmnhﬁhbmhﬁmﬂqdﬂlhﬂnﬂndﬂdqmﬁﬂuﬂﬂmﬁﬂlﬂtﬁhlm market soeTneL.
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 28 Pension and other post-employment benefit plans

The table below provides information relating to pension costs for defined benefit plans and defined contribution plars. These costs
are part of Persornel expenses.

Income statement - expenses related to pension and other post-employment benefit plans

CHE million 31214 n1in 11212
St pericdic emsion cost for deined benefil plass 47 ] 222
o wiich; roiates! f majiar pension plans? 508 1] {118)

o wahich: Sz plan 458 555 {198)

o uekich: Non-Siies plans 50 8 ¥

o which: oiatet £ post-retirament medical and e inswanze plans’ (M) {1 {102)

o wiich; roiates! fa remaining plans and ofher ot {5) M i1
Pensicn <zt for defined contribesion planss 244 % 4
Total pension and ather post-employment benelil plan expenses’ FiL] ] [

1 Fefier o Motz 282 for mone Imbosmaion. - Refer to Mote 28b for mese imbormaion. 3 Other costs Indide cffeeroes between amaal and esdmaned pectomance sward aoaats and et aoaued porsion s i
laied v restrachuring. & Foofer fo Mote Z5c for mom Infoemation, = Fefer to o 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 banefit plans

CHF millian 31.12.14 311213 310212
Major pension piass! {1,456} 1,168 1,052

e which: Suis plan {1,092} 1119 1,085

o wihich: Mon-Sufs plans fa24) 4 42
Port-retrement medical and ffe inurasce plass” s} E (26)
Remaizing plares 7 7 (5
Gains{losses) recognized in other comprehensive income, befons tax 11,454} 1,178 1023
T fexpemse)/ beneli relating 5o defined besefi plans moognized in other compretemsie income 247 (235} 181
Gains/ (Josses) necognized in other comprehensive income, net of Lo {1,208} 435 0

1 Febe iz e 2B br mowe Information. 2 Reter w0 Kot 28b o mase informadize. 1 Refer oo the “Smiement of comprehe nse inome.
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Mote 28 Pension and other post-employment benefit plans {continued)

&) Defined benefit pension plans

UBS AG has established pension plans for its emiployess in varicus
locations. The major plans are located in Switzerland, the UK, the
US and Germany Independent actuarial valuations for the plans
in these countries are performed as required.

The overall investment policy and strategy for UBS AGS de-
fined benefit pension plans is guided by the objective of adhieving
an imvestment return which, together with contributions, ensures
that there will be suffident assets to pay pension benefits as they
fall due while also mitigating the various risks of the plars. For the
plans with assets (iLe., funded plans), the imestment strategies for
the plans are managed under local lzws and regulations in eadh
jurisdiction. The actual asset allocation s determined by the
governance body with reference to the prevailing current and
expected economic and market conditions and in consideration
of specific asset class risk in the risk profile. Within this frame-
wiork, UBS AG ensures that the fidudaries consider how the asset
investrment strateqy comelates with the maturity profile of the
plan lizkilities zand the respective potential impact on the fundad
status of the plans, incduding potential short term liguidity
requirements.

The defined benefit obligation for all of UBS AG's defined ben-
efit pension plans are directly impacted by changes in yields of
high-quality corporate bonds in the respective country, as the ap-
plicable discount rate to determine the defined benefit obligation
is based on these yields. For the funded plans, the persion assets
are invested in a diversified portfolio of finandal assets induwding
real estate, bonds, investment funds and cash across geographic
regions to ensure a balance of risk and return o the extent allowed
under local pension laws. The market valee of thess finandal
assets is not fully correlated fo changes in high-guality corporate
bond yields. This resulis in volatility in the net asset/liability posi-
tion for each plan. Spedfic asset-lizbility matching strategies for
each pensicn plan are independently determined by the responsi-
ble governance body in each country. The net asset/ liability volatil-
ity for each plan is dependent on the spedfic finandal assets cho-
sen by each plan’s fiduciaries. For cartain pension plans, a liability-
driven inwestment approach is applied o a porticn of tha plan as-
sets to reduce potential volatility.

Swiss pension plan
The Swiss pension plan covers employess of UBS AG and its affili-
ated comipanies in Switzerland and exceeds the minimum benefit
requirements under Swiss pension lave The pension fund must
proside the minimum mandatory benefits in accordance with
Swiss pension law.

Contributions to the pension plan are paid by the employess
and the employer. The Swiss persion plan allows employees 2
choice with regard to the level of contributions paid by the em-
ployes. Employee contributions are calculated as a percentage of
contributony salary and are deducted mionthly. The percentages

466

deducted from salary depend on age and choice of contribution
category and vary between 1% and 12.5% of contributory base
=zalary and between 0% and 99 of contributory variable compen-
sation. Depending on the age of the employes, 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 compersation. UBS AG also pays risk contributions which are
used to finance benefits paid cut in the event of death and dis-
ahility. as well as to finance bridging pensions.

The benefits induwde retirement benefits and disability, death
and survivor pensions. The pension plan offers to members at the
normal retirement age of 64 a choice bebween a lifetime pension
with or without full restitution and a partial or full lump sum pay-
meent. Members can draw retirement benefits early from the age
of 8. The amount of pension payable is a result of the comversion
rate applied on the accumulated balance of the individual plan
partidipant’s pension accownt at the retirement date. The accumu-
lated balance of each individual plan participant’s pension ac-
count 5 based on credited vested benefits transferred from previ-
ous emplovers, purchazes of benefits and the employes and
employer contributions that have been made to the pension ac-
count of each indviduzl plan participant, 2= well a5 the interest
accrued on the accumulated balance. The interest rate acorued &
defined annually by the Pension Foundation Board.

Although the Swiss persion plan is based on a defined contri-
bution promise under Swiss pension law, it is accounted for as a
defined benefit plan under 1AS 19, primarily because of the obli-
gation to accrue interest on the pension accounts and the pay-
meenit of |ifetime pensions. The actuarial assumptions used for the
Swiss pension plan are based on the local economic emviron-
ment.

= Refer to Mote 1a item 24 for a description of the accounting

palicy for defined benefit pension plans

The Swiss persion plan is governed by the Pension Foundation
Ecard as required by the Swiss pension law. The responsibilities
of the Pension Foundation Board are defined by Swiss pension
law and by the plan rules. According to Swiss pension law, a
temporary limited underfunding is permitted. However, the Pen-
sion Foundation Board is required o take the necessary measures
to ersure that full funding can be expected to be restored within
a period up to @ maximum of ten years. Under Swiss pension |aw,
if the Swiss pension plan became significantly underfunded on a
Swiss persion law basis, additional employer and employee con-
tributions could be required. |n these situations, the risk is shared
betwesn employer and employess, and the employer is not le-
gally obliged o cover more than 50% of the additional contribu-
tions reguired. The Swiss pension plan has a technical funding
ratic under Swiss pension law of 123.7% as of 31 December
2014 (31 December 2013: 127.0%).

477/583

oOoOooodd



EDINETOOOO

00000000000 0O(E05852)

Mote 28 Pension and other post-employment benefit plans {continued)

The investment strategy of the Swiss plan is implemented
based on a multilevel investment and risk management process
and is in line with Swiss pensicn law, induding the rules and regu-
lations relsting to diversification of plan assets. These rules,
amaong others, specify restrictions fo the composition of plan -
sefs {e.g., limit of 50% for investments in equities). The invest-
ment strategy of the Swiss plan is aligned to the defined risk bud-
get set out by the Pension Foundation Board. The risk budget is
determined based on regularly performed asset and lizbility man-
agement analyses. In order to implement the risk budget. the
Swiss plan may use direct investmeants, investment funds and de-
rivatives. 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 145 15, volatility arises in the Swiss pension
plan net asset/liability becauss the fair value of the plan assets is
not directly correlated o movements in the value of the plan’s
defined berefit obligation in the short term.

The employer contributions expected to be made to the Swiss
pension plan in 2015 are estimated to be CHF 486 million.

Asof 31 December 2014, the Swiss pension plan was in a defidt
situation an an IFRS measurement basis, as the defined banafit ob-
ligation exceeded the fair value of plan assets by CHF 25 million.
On the same measurement basis, a5 of 31 December 2013, the
Swiss pension plan had a surplus of CHF 1,760 milion. A surplus
can only be recognized on the balance sheet to the extent that it
does not exceed the estimated future economic benefit, which is
the difference between the estimated future net service cost and
the estimated future employer confributions. As of 31 December
2013, the estimated future economic benefit was CHF 952 million
and hence, this was the amount recognized as net defined banefit
asset on the balance sheet. The difference of CHF 808 million be-
tween the pension plan surplus and the estimated future economic
benefit, the so-called asset ceifing effect, was recognized as a loss
in other comprehensive income in 2013, which was reversed in
2014.

Mon-Swiss pension plans

The mon-Swiss locations of LIBS AG offer various pension plans in
accordance with local regulstions and practices. The lbocations
with significant defined bemefit plans are the UK, the US and Ger-
mary. The remaining non-major plans are located mainky in Asia
Pacific, Burope and the Americas. As thesa other plars are not
significant to the finandal results of UBS AG, no spedfic discdo-
sure is provided.

The non-Swiss pension plans provide benefits i the event of re-
tirerment, death or disability. The level of benefits provided depends
on the specific rate of benefit accruzl and the level of employes
compensation. The amounts shown for the non-Swiss pension
plans reflect the net funded positions of the significant non-Swiss
pension plans. UBS AG' general prnciple 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 addi-
tional contributions are required. Similar to the Swiss pension plan,
wolatiity arises in the non-Swiss pension plans’ net asset/liability
[because the fair value of the plan assets is not directly comelated o
mowernents in the value of the plans” defined benefit obligation.

The employer contributions expected to be made to these pen-
sion plans in 2015 are estimated to be CHF 107 million. The fund-
ing policy for these plans is consistent with local government
regulations and tax requirements. The actuarial assumptions usad
for the non-Swiss pension plans are based an the local economic
environment.

= Refer to Mote 1a item 34 for a description of the accounting

policy for defined benefit pansion plans.

LIE

The UK plan is a career average revalued earnings scheme and
benefits increase automatically based on UK price inflation. Mo
mial retirernent age for participants in the UK plan is 80. The plan
is dosed to new entrants, whao instead can parficipate in a de-
fined contribution plan. On 1 July 2013, UBS AG cosed the UK
defined benefit pension plan for future service. After that date,
UBS AG no longer recognizes current service costs for this plan.
The dasure of the plan for future serdice did not have a finandal
impact since the UK plan is a career average plan and past service
lbenefits are indexed to UK price inflation. Plan participants who
were active employees under the defined benefit plan were eli-
gible to become participants of the defined contribution plan for
any sarvice after the plan wes dosed for future serice.

The responsibility for governance of the UK plan lies jointly
with the Pension Trustee Board, which is required under local
pension laws, and UBS AG. The employer contribufions to the
pensicn fund included regular contributions and specific deficit
funding contributions up to the date of the dosure of the LK
plan for future service and thereafter represent agreed deficit
funding confributions. The employer contributions are deter-
mined based on the most recent actuarial valuation which is con-
ducted based on assumptions agreed by the Pension Trustes
Board and UBS AG. In the event of an underfunding, UBS AG
must agree to @ deficit recowery plan with the Pension Trustes
Board within statuwtory deadlines. As the plan’s obligation is to pro-
vide guaranieed Betime pension benefits to plan participants
upon retirement, increases in life expectancy will result in an in-
crease in the plan’s lisbilites. This is particularly significant in tha
UK plan where inflationary increases result in higher sensitivity to
changes in the life expectancy.

The plan assets are imvested in a diversified class of assets and
a portion of the plan assets are invested in a liability-driven invest-
ment approach foousing on the investment in inflation-indexed
bonds which provide a partizl hedge against price inflation. I
price inflation increases, the defined benefit chligation will likely
inrease more significantly than any change in the fair value of
plan assets. This would result in an increass i the net defined
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Mote 28 Pension and other post-employment benefit plans {continued)

benefit liability. However, based on the plan rules and due #o local
pension legislation, there are caps on the level of inflationarny in-
crezse applied to plan benefits.

us

There are twio distinct major defined benefit pension plans in the
US. Normal retirement age for parbcipants in the US plans is 65.
The plans are dosed to new entrants, who instead can partidpate
in defimed contribution plans.

One defined benefit pension plan is 2 coniribution-based plan
where each participant acorues a percentage of salary in 2 pen-
sion accownt. The pension account is credited anmually with inter-
est based on a rate that is linkad to the yield on a US government
bond. Upon retirement, the plan participant can elect to receive
the refirement benefit 2= a lump sum or a lifetime pension. The
other plan provides a lifetime pension which is based on the ca-
reer average earnings of each indiidual plan partidpant.

There are persion plan fidudaries for both defined benefit
pensicn plans as required under local state persion laws. The fi-
duciaries, jointhy with UBS AG are responsible for the governance
of the plans. Actuarial valuations are regularly completed for the
plans and UBS AG has historically elected to make contributicns
to the plans in order to at least maintain a funded ratic of 809% as
calculsted under local pension regulations. The annual employer
contributions are equal to the present value of benefits accrued
each year plus a rolling amortization of any prior underfunding.
the employer contributes mare than the minimum or the plan has
assets exceeding the kabilites, the excess can be used to offsst
minirmwm funding requirements.

The plan assets are invested in a diversified portfolio of fi-
nancial assets. Each pension plan’s fiduciaries are responsible
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/li-

ability position. Derivative instruments may be employed to
mianage vaolatility, including {out not limited to) interest rate fu-
tures, equity futures and swaps (incduding oredit default and
interest rate swapsh.

In 2013, UBS AG offerad to certain deferred vestad members of
the US pension plans the option o receive a lumip sum payment
{or early annuity payments) instead of a ifetime pension. This re-
sulted in a reduction of the defined benefit cbligation of CHF 196
millicn, a reduction of fair value of plan asets of CHF 216 million
and a charge to the income statement of CHF 20 million n 2013.

Germany

There are two different defined benefit pension plans in Germany
and both are contribution-based plans. Mo plan assets are sst
aside to fund these plans and benefits are directly paid by UBS AG.
Normal retirement age for the partidpants in the German plans
is 65. Within the larger of the twao pension plans, each participant
accrues a percentage of salary im a pension account. On an annual
basis the accumulated account balance of the plan participant =
credited with guaranteed interest at a rate of 5%. The other plan
is a deferred compensation plan in which amounts are accrued
annually bazed om employes elactions. For the defarmed compen-
sation plan, the acoumulated accownt balance & credited on an
annual basis with a guaranteed interest rate of 4% for amounts
accrued after 2009. Both German plans are regulated wnder Ger-
mam persion law under which the responsibility to pay pension
lbenefits when they are due is entirely the responsibility of UES
AG. For the German plans, a portion of the pension payments s
directly increased in lime with price inflation.

The table on the following pages provides an analysis of the
movernent in the net assst/lability recognized on the balance
shieat for defined benefit pension plans from the beginning to the
end of the year, as well a5 am analysis of amounts recognized in
net profit and in other comprehensive income.
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Mote 28 Pension and other post-employment benefit plans {continued)

Defined benefit pansion plans
CHF millian Sz hon-Swiss Tesal
fFor tie year ended .14 ERM FAL] EINFAT ESRFAE] x4 EIRFAES
Defined benefit obligation at fhe beginsing of the year 0,738 21,50 4,670 43 25,408 26574
Cursent senice cost 456 54 10 n 506 555
Intesest pxpesse 485 o] 217 193 6832 57
Man paricipant contributions 202 Hr L] L] 02 187
Remezsurements of defined benefit obligation 3120 1,124 L] 105 113 11,019
o which: sctwaial {pains]Tares avining fom changes in demographic sumplions L] [ o {ril] 126 25
o which: sctuvial (ains]larses avining from changes in fnsncal assumptions 2708 4 L] 2 1304 i
of which: sxpenivnon paing) e 149 1o [LE 125 28 115
Past service cost nelated fo plan amendments a a a (196} o (196)
Curfailmests {54) [En ] 0 a 54y (am
Bereefit pergments (1.,04%) 1,183) 172} (204} 1,218} 11,48
Termination besefits k" 36 ] [i] M n
Fareign cemency tianslation o a 297 (26} 7 (25)
Defimed benefit obligation at the end of the year 13,938 0,738 5,842 4600 219,598 25,408
of wihich: owing 80 active memb 11,480 Er 624 o 12,104 10,551
of which: smaunts owing o difermad members o [ 2758 249 2,758 29
off wihick: smounts owing 80 refires 12477 1897 2281 171 14,738 12 608
Fair value of plan 2xsets at the begisnisg of the pear 11498 e 1,768 3T 26,268 25,566
Betusn on plan azsets excluding amounts induded in intenest incme: 1,262 fE] 195 154 1,457 %57
Imtemest income 511 403 163 162 a7 565
Employer costributions — escleding termisation benefits a7 470 151 125 ] %55
Emphoyer costributions — terminaticn benefits L" 1 k' o [} '] )
Plan parficipant contribusions 202 197 o [ 02 157
Benefit payments [1.04%) 1,183 {171} 204 1.218) 11,388}
Administiafion ex tanes and premiums paid (L] {1 L] 151 (18} (16}
Fayments related 1o plan amend=ens o a L] [286) L] (26
Fareign cumency tanslstion o a 261 21 261 {31
Fair value of plan aszets at the end of the year 13,91 12,458 4410 168 28,341 26, 166
Asset colling effect [ [ o [] [] e
et defined benefit asset ((liability) 2% 957 (1,231) 1503) 1,256) 50
Mowement in the net asset/{liability) recognieed on the balance sheet
et asset/{lisbility) recogrized on the balance shaet st the beginning of the year [TE] (115 (90) [Ea0) 0 11,108}
Het pevicdic pension cost (458 {5551 54 k] [0} {i:201]
Amousts recognized in other compaehensive income [1.032) 1119 424 44 11,456} 1,168
Employer contributions — eschuiding termisation benefits 478 470 181 125 ] 555
Employer contributions — termination besefits £l E ] a o M 3
Fareign cumency tansiation o o ) [41] [} 5
Mt anet/{liability) recogaitzed on the balance haet ot the end of the year (25) 952 (1.231) 1502) {1,256} 50
Funded and unfunded plans
Defined besedt obiigation from fusded plass 13958 78 5249 4,365 29,205 25,102
Diefined besedit chligasion from unfunded plans 1] 1] a2 306 k] 306
Plan assets 2381 e 4418 3768 28,841 26266
Surplus/ (deficit) (25) 1,760 (1.231) 50%) {1,256} a57
Mazet celling effect 1] L] ] a (] ana
Wet defined benedit asset/ ability} (28] 952 {1,23) {50%) {1,256} 50
.Iu:iul I ane a oomponent of actuarkal of the deflned enelk obigation which reflect The offerss of dfieierces betwsen the previows achuaral assumptizes and what has acualy 5
s
E
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Mote 28 Pension and other post-employment benefit plans {continued)

Analysis of ameunts recogaized in net profit

CHF milfon ; v Hom-Swiss Taal

For 0 yoar ended NA214 34213 324 3L1EI manid BORAR
Curvent servicn st 496 54 10 b 506 )
lecest mopassn related %o éedined banefit chlication 455 1% n? 159 [ H 57
terest imcome eated o plan @ects (513 {40%) [183) (162} (647} (555)
lecest mopessn on 2sset oulisg eSect 19 i o 0 18 0
Adimiriztration expenses, banes and premiums paid 10 il [ 5 16 16
Han amend=e=tz 0 i [ 0 0 n
Curtailmests {54) [EN] ] o 54y [Ex)]
Temminason be=pfas M ' [ 0 M »
Met periodic pension cost 58 555 %0 g2 5ol
fmalysds of amounts recogeized in other comarehensive income

CMF mitén Swis Hon-Smiss Tatal

For the year anded A4 NMA213 34204 3LIZ| MaZid MRl
Semessurement of defined benefit tligation {3,120 1,124 (B15) [08) (3,730} 1,018
Bturn on pias amsals excluding a=ount isduded in interest imme 1,262 0z 198 154 1487 w57
gzt ceiling effect esclading inbesest experee on 2ot ceiling effect aog {BOE) L] L] 808 (&oep
Interest eopesse on asset calisg efec 19 i [ 0 14 0
Tatal gaine ! {lozses) recognized In other comprehensive income, before Lax (1,002) 1,118 [424) 48 [1,456) 1,168

The table balow provides informaticn on the duration of the defined benefit pension obligations and the distribution of the timing of

benefit payments. iz ——

nazand R FAE] a4 30213
Duration of the defined benefit obligation {in years) 187 5.1 1749 a9
Maturity analysis of benefits expected to be paid
CHF milfan
Benefits expected fo be paid witkin 12 months 1,083 1,033 185 151
Benefits expected fo be paid Between 1 b 3 pears 1,02% 1051 344 |
Benefits expected fo be paid Between 3 b 6 years 3,08 1008 596 555
Benefits expected o be paid Between & to 11 years 8554 5530 1,283 1,168
Benefits expected S0 be paid Between 11 10 16 years 551 5874 1,510 1422
Benefits expected fio be paid in maore San 16 years 26,813 L ] 9.0 BAM

1 The durattan of the defined benertt aolgation mpEsens a weighned Sverage aomss ron Swis pla

The tables balow show the principal achuarial assumptions usad in caloulzting the defined benefit obligations.

ks M= Swiss!

31214 111213 FYRERT] FTRIRE]
Principal sctuarisl assumptions used (%)
Assumpibons uzed to defermine defined henelit obligations at the end of the year
Discouss sate 118 30 166 a54
feate of salary mcresse 140 250 1o 1is
feate of pension inoase .00 000 197 130
feate of interest credit cn retrement savisgs 1.40 255 113 1.i2

| Fepreserts wilghird aseage msumptens s notSwis plars
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Mote 28 Pension and other post-employment benefit plans {continued)

Martality tables and life expectancies for major plans

Life eapeciancy at age &5 for a male member sty

aged 65 aged 45
Coustry Martality table EIRFAL] 311213 M.1214 EiRFRE]
Switzerdand BVG 20M G 4 .3 33 FLE|
U SARA_L N 2014 G, with projectinns! m4 M4 i n3
-1 RP20E4 G, with MP2014 projection scrk’ n.r 18.3 134 183
Gasmany Dv. K. Himbeck 2005 G 199 18.7 prd ] 24

Life: eoopesctancy af age 65 for a female member convently

aged 65 aged 45
Coumntry Martality table EYRFAL] EYNFAE] .24 3.12.13
Switzerdand BVG XM G pl] HA 158 .1
U SNA_L CNI 2014 G, with projectinns’ 5.7 55 o IR
.1 REN04 G, with MP2014 peojection sorle’ pl ] i 158 2.
Gaesmany Dr. K. Hewbeck 2005 G 35 1A 16.5 poE]

1 2013 the martaltey Rk 51K _L OM1 3000 & with projections was esed

Vilatility arises in the defined benefit cbligation for each of the
pension plans due to the following actuarial assumptions applied
in the measurement of the defined benefit obligation:

— Discount rates the discount rate is based on the yiseld of high-
quality corporate bonds of the market in the respective pen-
sion plan coundry. Consequently, a decrease in the yield of
high-guality corporate bonds will increase the defined benefit
obligation of the pension plans. Conversely, an increase in the
yield of high-gualty corporate bonds will decrease the defined
benefit chligation of the pension plans.

— Rate of salary incease: an increase in the salary of plan partic-
pants will generally increase the defined benefit cbligation,
specifically for the Swiss and German plans. For the UK plan, as
the plan is dosed for future service, UBS AG employess are not
accruing 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 continues to
accrue benefits for future service thus the impact of a salary
increase on the defined benefit obligation is minimal.

— Rate of pension increase: for the Swiss plan, there is no auto-
matic indexing of pensions. Any increase would be decided by
the Pansion Foundation Board. Similarky, for the US plans, there
is no automatic indexing of pensions. For the UK plan, pensions
are automatically indexed to price inflation 25 per plan rules
and local pension legislation. Similarly, the German defined
benefit persion plans are automatically indexed and a portion
of the persions are directly increzsed by price inflation. An
increase im price inflation in the UK and Germany will increase
the plan’s defined benefit chligation.

= I 2013 552 mortalty tabie PRA mansaied mosalkty tabie per RO 1430000 was wsed

— Rate of interest credit on retirement savings: the plan in Swit-
zerland and one of the plans in the US have retirement saving
balarnices which are increased annually by an interest credit
rate. For these plans, an increase in the interest credit rate
would increase the plan's defined benefit cbligation.

- Life expectancy: for most of UBSS defined benefit pension
plans, the pension plans obligation & to provide guaranteed
Iifetime pension benefits. The defined benefit obligation for all
plans are @lculated wsing an underlying best estimate of the e
expectancy of plan particpants. An increase in the life expec-
tancy of plan participants will increase the plan’s defined benefit
obligation.

The table on the following page presents a sensitivity analysis
for each significant actuarial assumption showing how the de-
fined benefit obligation would be affected by changes in the rel-
evant actuarial assumption that were reasonably possible at the
balance sheet date. Unforeseen dircumstances may arise, which
could result in variations that are outside the range of alternatives
deemed reasonably possible. This sensitivity analysis applies to the
defined benefit cbligation only and mot to the net defined benefit
assetS{lability) in its entirety. Caution should be used in extrapo-
lating the sensitivities below to the overall impact on the defined
benefit obligation as the sensitivities may not be linear.
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Mote 28 Pension and other post-employment benefit plans {continued)

b Post-retirement medical and life insurance plans

In the US and the UK, UBS AG offers post-retiremient medical
benefits that contribute to the health care coverage of certain
employess and their beneficiaries after retirement. The UK post-
retirement medical plan is dosed to new entrants. In the US, in
addition to post-refirerment medical benefits, UBS AG also pro-
vides post-retirement ife insurance benefits to certain employees.
The post-retirernent medical benefits in the UK and the US cover
all types of medical expenses induding, but mot imited to, cost of
doctor visits, hospitalization, surgery and pharmaceuticals. These
plans are not pre-funded plans and costs are incurred as amounts
are paid. In the LS, the retirees contribute to the cost of the post-
retirement medical benefits.

In 2014, U85 AG anncunced changes to the US post-retirement
medical plans in relation to a reduction or elimination of the sulbsidy
provided for medical benefits. This change reduced the post-retire-
ment benefit obligation by CHF 33 milion, resuliing in a corme-
sponding gain recognized in the income statement in 2014

Further in 2014, LBS 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,

In 2013, UBS AG announced changes to one of the US post-
retirement medical plans in relation to the eligibdity criteria and
cost sharing. This change reduced the post-retirement benefit
obligation by CHF 9 million, resulting in & comesponding gain
recognized in the income staterment in 2013.

Further in 2013, UBS AG announced a change o the other US
post-retirement medical plan in relation to coverage for preserip-
tion drugs. This plan change reduced the post-retirement benefit
obligation by CHF 8 million, resulting in a comesponding gain
recognized in the income statement in 2013.

The employer contributions expected to be made to the post-
retirement medical and life insurance plans in 2015 are estimated
to be CHF 9 million.

The table on the following page provides an analysis of the
net assat/ liability recognized on the balance sheet for post-retire-
ment medical and life insurance plans from the beginning to the
end of the year, as well as an analyss of amounfts recognized in
ret profit znd in other comprehensive income.
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Mote 28 Pension and other post-employment benefit plans {continued)

The post-retirerment benefit obligation is determined by using the
assumed average health care cost trend rate, the dscount rate
and the lifz expectancy. On a country-by-country basis, the same
discount rate is used for the calculation of the post-retirement
benefit cbligation from medical and life insurance plans as for the

defined benefit obligations arising from pension plans.

Principal weighted aversge actuarial assumptions wsed [%)°

The discount rate and the assumed average health care oost
trend rates are presented in the table below. The basis for ife ex-
pectancy assumptions is the same as provided for defined benefit
pension plans in Mote 28a.

Assumptions used to determine post-retitement benefit obligations at the end of the year

For S year ended

[Driscount sate
tovrage health cave cost trend e — initial
dnsvrage health cave cost trend e — utimaie

M.aLi4 31213
184 4717
644 881
5.19 512

1 The piis dor e e dov] weihin Mase P2

Violatility arises in the post-retirement benefit obligation for eadn

of the post-retirement medical and life insurance plans due to the

following actuarial assumpticrs applied in the measurement of
the post-retirement benefit obligation:

— Discount rate: similar 25 for defined benefit pension plans, 2
decrease in the yield of high-quality corporate bands will in-
crezze the post-retirement benefit cbligation for these plans.
Comersely, an increase in the yield of high-quality corporate
bonds will decrease the post-retirement benefit chligation for
these plans.

— Awerage health care cost frend rate: an inoease in health care
costs would generally increase the post-retirement benefit
obligation.

Sensitivity analysis of significant actuarial assumptions’

CHF millian

Discount rate
Incmase by 50 basis paints
Decneane by 50 basis points

Average health care cost trend rate
Incresase by 100 hasis painks

[Decreane by 400 bansis points

Lifie expectancy

Increase in lozgevity by ome additineal year

— Life expectancy: as some plan participants have lifetime bane-
fits under these plans, an increase in life expectancy would in-
creasa the post-retirement benefit cbligation.

The table below presents a sersitivity anahysis for each signifi-
cant actuarial assumption showing how the post-retirement ben-
=it chligation would have been affected by changes in the rele-
vant actuarial assumption that were reasonably possible at the
balance shesat date.

Increase [decreae] in
post: bened ohi
Miri4

T

211212

(4} 1]
q T

3 L]
[£4] L]

¥ 7T

1 The tp anabyses e baxes on 3 change | wiike haizlag al echer

) Defined con tribution plans

UBS AG also sponsors a number of defined confribution plans in
its non-Swiss bocations. The locations with significant defined
contribution plans are the UK and the US. Certain plans permit
employess to make contributions and earn matching or other

are excdes,

contributions from UBS AG. The employer contributions to these
plans are recognized a= an expense which, for the years ended
31 December 2014, 2013 and 2012, amounted to CHF 244 mil-
lion, CHF 236 million and CHF 240 million, respectively.
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Mote 28 Pension and other post-employment benefit plans {continued)

i) Related party disdosure

UBS AG is the principal bank for the pension fund of UBS AG in
Switzerland. In this function, BS is engaged to execute most of
the pension fund’s banking activities. These activities can induds,
but are not limited to, trading and securities lending and borrow-
ing. All transactions have been executed under arm's length con-
ditions. The non-Swiss UBS pension funds do not hawve a similar
banking relationship with UBS AG.

In 2008, UBS sold certsin bank-occupied properties o 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 renenal options for

Related party dischosure

10 years each. During 2002, UBS rensgotiated one of the lease
contracts, which reduced UBS AG's remaining leass commitrment.
In 2013, after the first five years, the early break cptions for most
of the |leasss were not exerdsed, which resulted in an increase in
the minimum commitment for an additional five years. As of
31 December 2014, the minirmum commitment toward the Swiss
pension fund under the related leases is approximately CHF 14
millicn (31 December 2013: CHF 19 million).

The following amounts have been received or paid by UBS AG
from and to the persion fumds in respect of these banking activi-
ties and arrangaments.

For 2 year ended
CHF millfion x4 EAN R a2
Recedved by BS AG
Fees n n E] |
Paid by UBS AG
Rert 1] B E]
Inlesest o 1 1
Diidends and capital repayments 4 2 L]
The transaction volumes in LS shares and other LIBS securities are as follows.
Transaction valumes - related parties
For the pear ended

LINFAL EiRFAE]
Finumclal instruments bought by pension funds
LUBS shares! fin thousands of shanes) il ) 1459
UBS AG debt instruments (par walues in CHF milion) 4 1
Financlal instruments sold by pensbon funds or martuned
UBS shares' fin thousands of shares) 1,738 2,293
UBS AG debt instruments (par walues in CHF milion) 4 ]

1 Fap purchases/ sakes of LIES G shaes up o 28 Hovember 7014 and punt

Dietails of the fair value of the plan assets of the defined pension
plans are discosed in Note 28a. In addition, UBS AG defined
contribution pension funds held 16,253,804 UBS Group AG

478

s of UBS Group AL shares thereahe Reftor io Mate 32 for more information.

shiares with a fair valuwe of CHF 276 milion as of 31 December
2014 (31 December 2013: 16,192,501 UBS AG shares with a fair
value of CHF 278 million).
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Mote 29 Equity partidipation and other compensation plans
a) Plans offered

UBS AG operates several equity participation and other compensa-
tion plans to align the interests of executives, managers and staff
with the interests of shareholders. Some plans (2.9, Equity Plus
and Equity Ownership Plan) are granted to eligitle employees in
approdmately 50 countries and are designed to meet the legal, tax
and regulatory requirements of each country in which they are of-
fered. Certain plans are used in specific countries, business areas
{e.g.. awands granted within Wealth Management Americas), or
are offered to members of the Group Executive Board (GEB) only.
UBS AG operates compensation plans on a mandatory, discretion-
ary and weluntary basis. The explanations below provide a general
description of the terms of the most significant plans which relate
to the performance year 2014 (awards granted in 2015) and those
from prior years that are partly expensed in 2014.
= Refer to Note 1a itern 25 for & description of the sccounting policy
related 10 equity partidpation and other compensation plars

Transter of deferred compensation plans

As part of the Group recrganization, in the fourth quarter 2014,
UBS Group AG assumed obligations of UBS AG as grantor in con-
nection with cutstanding awards under employee share, option,
notional fund and deferred cash plans. At the same time, UBS
Group AG acquired the beneficial ownership of the finandial as-
sets and 90.5 million freasury shares of UBS Group AG held o
hedge the economic exposure arising from these plans. Obliga-
tions relating to these deferred compensation awards, which are
required to be, and have been, granted by a separate UBS AG
subsidiary or bocal employing UBS AG branches, have not been
assumed by UBS Group AG and will continue on this basis. Fur-
thermore, chligations related to other compensation wehides,
such as defined benefit pension plars and other local awards,
hawe not been assumed by UBS Group AG and are retzined by the
relevant employing and/or sponsoring subsidiaries or UBS AG
branches. For the purpose of this Mote, references to shares, per-
formance shares, notional shares and options refer to LBS Group
A5 instruments for the pericd after the transfer and to UBS AG
instruments for the period before the transfer.

Mandstory share-based compansation plars

Equity Owmership Plan (EOP): Selected employees receive a portion
of their annual performance-related compensation abowe a certain
threshold in the form of an EOP award in UBS shares, notional
shares or UBS performance shares (notional shares which are sub-
ject to performance conditions). From February 2014 onwards, in
general, only notional shares and UBS performance shares are
granted. Since 2011 (for the performance year 2010), performiance
shares have been granted to EOF participants who are risk-takers,
Group Managing Directors or employees whose incentive exceeds a
certain threshold. The performance shares granted in 2011 and
2012 will only west in full if certain performance targets are met, ie.,
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if the participants business division & profitable (for Corporate Cen-
ter participants, the Group as @ whobe needs to be profitable) in the
financial year preceding the relevant vesting date. To determine i a
business division & profitable in this contest, adjustments to re-
ported profitability may ke made based on considerations relating
to risk, quality and reliability of earmings. For performance shares
granted in respect of the performance years 2012, 2013 and 2014,
the performance conditions are based on the Growp return on tan-
gible equity and the divisional return on atiributed equity (for Cor-
porate Center partidpants, the return on atfributed equity of the
Group excluding Corporate Center). Awvards issued outside the nor-
mal performanice year cycle, such as replacement awards or sign-on
awards, may be offered in deferred cash undar the EOP plan rules.
Auwards in UBS shares allow for voting and dividend rights dur-
ing the vesting period, whereas notional and performance shares
represent a promise to receive UBS shares at vesting and do not
allow for woting rights during the vesting period. Moticnal and
performiance shares granted before February 2014 have no rights
to dividends, whereas for awards granted since February 2014
employess are entitled to receive a dividend equivalent which may
[be paid in notional shares and/or cash, and which will vest on the
zame terms and conditions as the award. Awards granted in the
form of S shares, notional shares and performance shares are
sattled by delvering UBS shares at vesting, except in countries
where this is not permitted for legal or tax reasons. ECP awards
granted until 2012 generally vest in three equal increments over a
three-year vesting period and awards granted since March 2013
generally vest in equal increments two and three years following
grant. The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS
AG. Compensation expense is recognized in the performance
year if the employes meets the retirement eligibility requirsments
at the date of grant. Ctherwise, compersation expense is recog-
nized from the grant date to the earbier of the vesting date or the
retirement eligibility date of the employes, on a tiered basis.
Senior Executive Equity Cwnership Plan (SEEQF): Up o 20712
{performance year 2011), GEB members received a portion of
their mandatory deferral in UBS shares or notional shares, which
vest in one-fifth increments over a five-year vesting period and are
forfeitable if certain conditions are not met. Awards granted in
2011 and 2012 are subject o the same performance conditions as
performance shares granted wnder 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 finandal year preceding scheduled vesting. Awards granted
under SEEQF are seitled by delivering UBS shares at vasting. Com-
pensation expense i recognized on the same basis as for share-
seifled EOP awards. From 2013 (performance year 2012}, GEB
members have received ECOPF awards. Mo SEEOP awards were
granited for the performance years 2012, 2013 and 2014.
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Mote 29 Equity partidipation and other compensation plans {(continued)

Incentive Parformance Plan (PP In 2010, GEE members and
certain cther senior employees received part of their annual in-
centive im the form of performance shares granted under the IPP
Each performance share granted is 2 contingent right to receive
betwean cne and three UBS shares at vasting, depending on the
achievemnent of share price targets. The IPP awards vest in full af-
ter five years {i.e., in 2015) and are subject to continued employ-
ment with UBS AG. Compensation expense is recognized an a
tiered basis from the grant date to the earker of the vesting date
or the retirement eligibility date of the employee. IPP was a one-
time plan granted in 2010 onhe

Performance Equity Plan (PEF): From 2010 to 2012, GEB mem-
bers received part of their annual incentive in the form of perfor-
mance shares granted wnder the PEP. Each performance share iz a
contingent right to receive between zero and two LBS shares at
vesting, depending on the achievement of Economic Profit (EP)
and Total Shareholder Return (TSR) targets. PEP awands vest in full
after three years. EP is a risk-adjusted profit measure that takes
into account the cost of risk capital. TSR measures the total return
to LBS shareholders {in the form of share price appredation and
dividends) as compared to the constituents of a banking index.
Vesting is subject to continued employment with UBS AG. Com-
pensation expenss is recognized on a tiered basis from the grant
date to the earlier of the vesting date or the retirament aligibility
date of the employes. Mo PEP awards were granted far the per-
formance years 2012, 2013 and 2014,

Special Flan Award Program for the Investment Bank 2012
{SPAP): In April 2012, certain Managing Directors and Group
Ianaging Directors of the lmvestment Bank were granted am
award of UBS shares which will vest three years after grant. Vest-
ing i= subject to performance conditions, continued employment
with LUBS AG and certain other conditions. The westing of Special
Plam awards is subject to performance conditions based on the
level of reduction in risk-weighted assets achieved and the aver-
age return on risk-weighted assets in the Investment Bank for
2012, 2013 and 2014. Compensation expense is recognized from
the grant date to the earlier of the vesting date ar the retirement
eligibility date of the employes.

Role-based allowances (RBAY In lne with market practics, in
certain countries, employees are entitled to recsive a role-based
allowance in addition to their base salary. This allowance reflects
the market value of a spedfic role and is only paid s long as the
employes is within such a role. The allowance consists of a cash
portion which is paid in December and, if applicable, a deferred
UBS motional share award. The deferred portion vests in egual
portions in year 2 and year 3 respectively. Compensation expense
is recognized in the performance year if the employes mests the
retirement eligibility requirements at the date of grant. Otherwisa,
compensation expenss is recognized from the grant date to the
earkier of the vesting date or the retirement eligibility date of the
employes.

480

Mandatory deferred cash compensation plans
Deferrad Contingent Capital Flan {DCCP): The DCCP s a manda-
tory performance award deferral plan for all employees whoss to-
tal compensation exceeds a certain threshokd, For awards granted
up to lanuary 2015, employees received part of their annual incen-
tive in the form of notional bonds, which are a right o receive a
cash payment at westing. For awards granted for the performancea
year 2014 (granted in 2015}, employees are awarded notional ad-
ditional 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
west in full after five years, subject to there being no trigger event.
Awards granted under the DCCF forfeit if UBS Group AG's con-
sobidated phase-in tier 1 capital ratic fals below 10% for GEB
members and 7% for all ather employees. In addition, awards are
also forfeited if a wiability event occurs, that is, if INMA provides a
written notice to UBS Group AG that the DCCP must be written
down to prevent an insolvency, bankruptcy or failure of UBS Group
AG (consobdated), or if UBS Group AG (consolidated) receives a
commitment of extraordinary support from the public sector that
s necessary to prevent sech an event. For GEE members, an addi-
tional performance condition apples. If UBS Group AG {consoli-
dated) does not achieve an adjusted profit before tax for any year
during the westing period, GER2 members forfeit 20% of their
award for each loss-making year. For awards granted up to Janu-
ary 2015, interest on the awards s paid annually for performanca
years in which the firm generates an adjusted profit before tax. For
awards granted in 2015 for the performance year 2014, discre-
tionary interest may be paid annually on awards that vest after 5
years. The awards are subject to standard forfeiture and harmful
acts provisions, including vokurtary termination of employment
with UBS AG. Compensation expense is recognized in the perfor-
mance year it the employes meets the retirement eligibdity re-
quirements at the date of grant. Otherwise, compensation ex-
pense is recognized ratably from the grant date to the earlier of
the vesting date or the retirement ebgibility date of the employee.

Long-Term Deferred Retention Senior Incertive Scheme
{LTDRSIS): Awards granted under the LTDRSIS are granted to em-
ployess in Australiz and represent a profit share amount based on
the profitability of the Australian business. Awards vest after thres
years and include an arrangement which allows for unpaid install-
ments to be reduced if the business has a loss during the calendar
year precading vesting. The awards are generally forfeitable upon
volurtary termination of employment with UBS AG. Compensa-
tion expense is recognized in the performance year if the em-
ployes meets the retirement eligibility requirements at the date of
the grant. Otherwize, compensation expense is recognized ratably
from the grant date to the earlier of the vesting date or the refire-
ment igibility date of the employee.

Global Asset Management Equity Cwmnership Flan: In arder to
align their compensation with the performance of the funds they
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Mote 29 Equity partidipation and other compensation plans {(continued)

manzge, Global Asset Management employess receiving EOP
awards receive them in the form of cash-settled notional funds
since 2012. The amount depends on the value of the relevant
underlying Global Asset Management funds at the time of vest-
ing. In prior years, certain Global Ass=t Managemant employess
received EOP awards in a combination of shares and cash-settled
notional funds, with the amount depending on the value of the
underlying Global Asset Management funds at the time of vest-
ing. The awards are generally forfeitable upon, among other ar-
cumstances, voluntary termination of employment with UBS AG.
Compensation expense is recognized in the performance year if
the employee mests 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-
mient eligibility date of the employee, on a tiered basis.

Wizalth Management Americas finandial 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 finandal advisors primarily 25 a recruitment incentive
and to incentivize certain eligible active finandial advisors o
achiove specfied revenus production and other performance
threshclds. The compensation may be earmmed and paid to the
employes during a period of continued employment and may be
forfeited under certain drcumstances.

GrowthPlus is a program for selected financial advisors whose
revenue production and length of service exceeds defined thiresh-
olds from 2010 throwgh 2017. Compensation arrangements were
granted in 2010 and 2011 with potential arrangements to be
granted in 2015 and 2018. The awards vest ratably over seven
years from grant with the exception of the 2018 aramgement,
which vests ower five years.

ParinesPlus 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. Participanis are also allowed to voluntarily contrib-
ute additional amounits otherwise payable during the year, up to a
percentage of their pay, which are vested upon contribution. Com-
pany contributions and woluntary contributions are credited with
interest in accordance with the terms of the plan. Rather than be-
ing cradited with interest, a participant may elect to have voluntary
contributions, along with vested company contributions, credited
with notional eamings based on the perfformance of various mu-
tual funds. Company contributions and interest on both company
and voluntary contributions ratably vest in 20% increments six to
ten years following grant date. Company contributions and inter-
est/notional earnings on both company and voluntary contribu-

tions are forfeitable under certain droumstances. Compensation
expense for awards is recognized in the performance year if the
employes maets the qualifying separation eligibility requirements
at the date of grant. Otherwise, compensation expense for awards
i recognized ratably commencing in the performance year to tha
earlier of the vesting date or the gualifying separation eligibility
date of the employes. Compensation expense for woluntary contri-
butions is recognized in the year of deferral_

Discretionary share-based compensation plans

Key Employes Stock Appreciation Rights Plan (KESAF) and Kay Em-
ployee Stock Option Plan (KESOF): Until 2009, key and high po-
tentizl employees were granted discretionary share-seitled stock
appreciation rights (54Rs) or UBS options with a strike price not
lass 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 appredation in
the market price of a UBS share between the grant date and the
axerdse date. One option gives the right to acquire one registerad
UBS share at the option strike price. SARs and options are settled
oy defvering UBS shares, except in countries where this is not per-
mitted for legal reasons. These awards are generally forfeitabla
upon termination of employment with UBS AG. Compensation
axpensa is recognized from the grant date to the earlier of tha
westing date or the retirement eligibikty date of the employee. Mo
options or SARs awards have been granted since 2009.

‘olurtary share-based compensation plans

Equity Plus Plan (Equity Plusk Equity Plus is a woluntary plan that
provides eligible employees with the cpportunity to purchase UBS
shiares at market value and receive, at no additional cost, one free
notional LUBS 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-
tiors from salary. Shares purchzsed under Equity Flus are restricted
from sale for & maximum of three years from the time of pur-
chase. Equity Plus awards vest after up to three years. Prior to
2010, instead of notional shares participants received two UBS
options for each share they purchazsed under this plan. The op-
tiors had a strike price equal to the fair market value of a UBS
share on the grant date, a two-year vesting pericd and generally
expired ten years from the grant date. The options are forfeitable
in certain drcumstances and are settled by delivering UBS shares,
except in countries where this is not permitted for legal reasons.
Compensation expense for Equity Plus is recognized from the
grant date to the earier of the vesting date or the refirement eli-
gibility date of the employee. For awards granted from April 2014
onwards, employess are entitled o receive a dividend equivalent
which may be paid in either notional shares and/or cash.
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 29 Equity partidipation and other compensation plans {(continued)

b) Effect on the intome statemeant

Effect on the income staternent for the financial year and future  income statements of 2015 and later. The deferred compensation
pericds expenses in the table also indude vested and non-vested awards
The following table surmmarizes the compensation expenses rec-  granted mainly in February 2015, which relate to the performance

ogrized for the year ended 31 December 2014 and deferred com-  year 2014,
pensation expenses that will be recognized as an expense in the

Personnel expenses - Recognized and deferred’

Pezsonnel expenses for the pear ended 2014 Personned expenses defered o 2015 and baber

relating 8= o g 10 Ealating o

-dm;gl:u' “'nkgh mﬁ- awards for
CHF millan 2014 P — Tetal 014 e —— Tatal
Performance aveands
Cazh performance awands 1.4 {108) 1.M4 L] ] (1]
Defermed Contingent Capital Plan (DCCPY 155 194 £ mn 185 L]
Defemed cash planes (DCP and other cash plans) 1] 12 12 L] g ]
Exuity Cwmership Plan (EOR! SEEQF) ~ UBS shares 1% 444 653 455 367 -5
Incentiee Performance Plan {IPPh 1] Fil ) L] ] i)
Teotal UBS share plans 21% 455 ] 455 367 5]
Equity Ownership Plan (EQF) — notional fusds M 41 [ 36 1 [
Total performance awards Li18 604 2,830 807 T4 1,801
Variable compensation
‘varizhle compersation —other 50 206 4557 o 3404 w7
Fnandal advisor compessation — cash paymests 1,56 a 2396 L] ] [1]
Compensation commitments with recruited finandal advisors n 635 675 524 2058 4,582
GrowshPles and ofher deferal plass -1l 153 134 189 L5 ?
LBS share plans Fid 57 80 4 143 184
\fiealth Managemest Americes: Financial advisor compereation® 2,535 Bk 3385 54 k. ] 1483
Total 501% 1,658 6,671 1,858 1E63 511
e e e T e e oL SR LS S s o
which CHE 711 milizn rebated 1o prios yeah, forlatture crectis of CHE 20 milfion (all sfated o prioe yeassl, sovecance ‘of CHF 42 millor {2l relabed tn canest yearl and refention, plan and ofber paymests of
CHF 252 milion fof which £5 305 milizn related fo prioe 3 Inclurkes, BCCF Inierest expame of CHE 121 for DCCP awands 3014 franted Ia 20151« lacadies DCCP Inisest eperse of CHE 161 il
hhm—tm:-dmzm:ﬂhmq 3L s Frasdal sdvisz ki of grid-based —'ﬁld# compersabe iesvas gereraied by Iiancial advhae: atd

P hmm:ud-uhﬂ:rtnlu-hd-p T S ———

iﬁhdmﬂﬁ:-ﬂﬁhuﬁ 2 A eris relh -p_nnlﬂ- bakncr sheet Sate.
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Mote 29 Equity partidipation and other compensation plans {(continued)

Personnel expentes - Recognized and deferred?

Pezsonnel expenses for the pear ended 2013

Personed expenses defored o 2014 and laber

Expemsen Exzamzey ) )
relating %o relaing 1o Relatizg tn Exlati=g o
awards for wards for avaards for awards for

£HF milfan FilF] price years Total il H] prinr years. Total
Performance awands

Cah performance awands 1,542 1350 1,813 0 o 1]
Defemed Contisgent Capital Plam (DCCPY 152 k] 248 348 X0 1]
Defermed cach plares (DCP and cther cash plans} X 53 11 T i2 %
Equity Ownership Plan (EOPYSEEQF) = LIRS sheanes =0 455 856 520 e 27
Ferlormance Equity Fan (PEF) 1] 3 3 L] o ]
Incentive Performance Plan (IFF) 1] EE] EE] L] i Fi
Ttal UBS share plars 150 Baz B4 530 13 B
Equity Ownership Plan (EOF) = notional fusds 192 &0 ] £ 36 ke
Total performance swards 2,508 aai 2,988 a2 &08 1.518
Varkahle compensation

‘ariahle compereation — other 152 138 ng: 3403 Jogd TR
Finascial advisor compessation — cash paymests 2,219 (1] 219 L] o 1]
Compensation commit=ents with recruited fisandal advisors ] 605 638 440 20ea FR: ]
GrowsPles and otter defersal plass a2 132 a4 w7 564 &
UBS share plars H -] ] 45 165 i
\feealth Manage=eat Americas: Fisancial advisor compersation® 2,334 806 3,140 542 2AN 3419
Total 4,794 1,625 a414 1844 385 5878

1 Total share-based personne eopense: secoagnized for Tae
CHF 75 million, rebated sodal secerity costs of CHF 55 mi

ended 31 December 2013 wee CHF 1,047 millon and were comprises of UES share plans of CHF 757 millm, Owneship Flan =aotional faeds of

ard oiter coTpestion whhin varkae = giher) of CHF 101 milln. 2 Inchades: paryments of C5F 74 milion
ﬂﬂ'ﬂﬂlFHn‘h_lbw"‘:ﬂ.fﬂmlmdﬂlﬂﬁmﬂrﬂInptl'_ﬂm of CHF 114 million fail refated o cument and rerin and mam
of G 32 milllom fof which CHF 210 nelaied o prioryeas. 3 incudes DCOF imesst of CHF 011 milliom For DCCF awards 2003 igamied In 20141 4 DOCF interess expenss of CHF 109 mil

liom for DOCF anwnds 2007 fganied in 7013, = Anandal aslso compensation oonsists of
pensation ciouaied based on financial advsor productiicy, i emme, sets and oiaer

LTI Wil e SUSHOTT f VEStng novj NEMETIS STauts relecod 25 defenmed eqpaes represent the madmam

During 2014 and 2013, UBS AG accelerated the recognition of
expensas for certain deferred compensation arrangements relating
to employees that were affected by restructuring programs. Basad
on the redundancy provisions of the plan rules, these employees
retain their deferred compensation awards. However, as the em-
ployees are not required to provide future service, compensation
expensa relating to these awards was accelerated to the termi-
nation date based on the shortened sarvice period. The amounts
accelerated and recognized relating io share-based payment
awards in 2014 and 2013 were CHF 28 million and CHF 62 million

nnwmmumn'muhum-ﬂw

e
rekned 10 (OMPETSIToN commimens with fiaarcial adviors entered oo o the time of e
i 25 of the balance sheet date.

respectively, and the amounts related to deferred cash awards
were CHF 29 million and CHF 9 million, respectively.

UES AG also shortened the service period for cartain employees
in accordance with the mutually agreed termination provisions of
their deferred compensation awards. Expense recognition was
accelerated to the termination date. The amounts accelerated and
recognized relating to share-based payment awards in 2014 and
2013 ware CHF 11 million and CHF 11 million, respactvely, and
the amounts related to deferred cash awards were CHF 8 million
and CHF 2 million, respectively.
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Mote 29 Equity partidipation and other compensation plans {(continued)

Personnel expentes - Recognized and deferred?

Fersonsel expenses for the year ended 2012

Personnel esperees defermed 8o 201 3 and later

Expasses rabting  Expareas relating Redsting Rrdatizg
o awards for  bo awands for pri- to arwards fio awards.
CHF milfan 21} of years Tatal for 02 o prior years Total
Performance awands
Cash performance awands 1411 [E=1] 1372 L] ] 1]
[Defermed Contingent Capital Mas (DCCPY 145 1} L] 361 o E
Defermed cash plares (CBP DCP and other cash plars) 5 149 154 ] a7 a7
Equity Ownership Flan (EOP/ SEEQF) ~ UBS shares 135 a5 1,130 383 455 1]
Performance Eqeity Plan (FEF) 1] 1 10 L] 4 4
Incentive Performance Plan (IFF) i} ¥ [ [i] a2 a2
Total UBS share plans 135 1,202 ELE] 58 2]
UBS shane option plans (KESAPY KESOR) 1] 14 14 a o o
Equity Ownership Flan (EOF) - notienal fusds. ] B4 12 20 4 ]
Total performance awards 1.724 1278 3,000 T4 T4 1488
Variahle compensation
Varizhle compersation — other 434 157 8T 454" il 565
Finandal advisor compessation — cash paymesss 1957 1] 1,557 Li] ] [1]
‘Compensation commitments with secruited fisandal advisors 1 514 B34 sar 2115 2T
GrowstPles and ofter defercal plans ] -] iax 54 E20 &7d
LS shane plans il T " ] 6 o)
Wiealth l.h_hr-iz:l-'—miimﬁ:nwrrpnﬁm" 2 0ET TEE 2ATY i) a8 3857
Total 4,235 2,008 6,240 1,574 3,736 5710
1 Tl share bosesl q;-ﬂmn"hihlﬂllr-bd.ﬂMlhmllmﬂF1Elnqud-Iu;ﬂdUEd‘-l|hﬂ:fDF1EIlIm.LEﬂIIqﬂI of CHF 14 mil-
Tk, Equity Plani = AV ol CHF 112 milion, selabes soctl seoudty cosis of OHF B9 milbon and otter  within Varlaoks = aiter of CHF 108 2 Incherdes re=
Facerent payrerks of CHE 135 millan {f which CHF 93 millon reléed 8o pilor pear), Aaefbare areks of CHF 178 millon {pric: ;{_mwﬁdﬂlﬂ!rﬂhw‘rjﬂﬁﬂmhnﬂ

ydmrmmummnmﬂmm,—u 3 bchades DOCP nborest espenas of CHF 137

by by E imied baed o1 hnﬂlﬂumlmmmd oitwr varlasies. b abzlrcides crarges wiaied
0 cmpersTion corimiimen with Maarcial advisors eréered I a the fime of which Ject o vesting neg Berwais reliecood o defermed esperses represert e masimer delamed epo-
sore s of the balance sheet date:

Additional disclosures on mandatory, discretionary and voluntary
share-based compensation plans (induding motional funds
granted under EOF)
The total share-based personnel expenses recognized for the
years ended 31 December 2014, 2013 and 2012 wene CHF 993
millicn, CHF 1,042 million and CHF 1,584 million, respectively:
This includes the current period expense, amortization and related
social sacurity costs for awards issued in prior periods and perfor-
mance year expensing for awards granted to retirement-eligible
employess where the terms of the awards do not require the em-
ploves to provide future services.

The total compensation expenses for non-vested share-based
awards granted up to 31 December 2014 relating to prior years to
be recognized in future periods is CHF 634 million and will be

recogrized as personnel expenses over a weighted average period
of 1.9 years. This indudes UBS share plans, the Equity Ownership
Flan {notional funds), other varizble compensation and the Equity
Flus Plan. Total deferred compensation amounts induded in the
2014 table differ from this amount as the deferred compensation
amounts also indude non-vested awards granted in February
2015 related #o the performance year 2014,

Actual payments to participants in cash-settled share-based
plans, induding amounts granted as notional funds isswed under
the EOP, for the years ended 31 December 2014 and 2013 wers
CHF 90 million and CHF 157 millian, respectively. The tatal carry-
ing amount of the Bability related to thess plars was CHF 2 million
as of 31 December 2014 and CHF 164 millon as of 31 December
2013
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Mcwements in performance shares granted under the PEP are as follows:

Performance Equity Flan
104
hted average
Humber of vabue of
performance  performance shares
shares 7014 ot gramt date (CHF)'
Ferdaitable, at the beginning of s2a year 1,280,558 16
‘Vested during the year {613, 427) 19
Farfeited during the year L b
Trareder o LS Group AG (787,531} 13
Farfoitable, at the end of the year o
013
Forfeitable, at the beginning of the year 1,825,158 16
‘Vesled during the year {359,613} 16
Farfeited during the year 1B G20 7
Farfeitable, at the end of the year 1,380,958 16
o wiich; parfamance shares vesed o scoounting pusmoses 1,041,501
1 falr the: e 1 o In 2014 .In
lh-ﬂ'“ I?Enﬁiﬁwmiimﬂmrn The murmber of UES shares Shbuned In 2014 was 195371 In J013

UBS option awands
Movements in option awards were as follows:

MBS aption awards
Humbes et 3014 ensrcice pin{cllE' ﬂw::; e ..‘.u{cuﬁ

Outstasding, 2t e beginsing of the year 122,170,139 45 158,090,564 4

Snwocized dusing the pear {1,383,288) 13 13,430,687} 12

Farfeied during the year (71.376) 41 T2 5

Eapired smeercised {22,186,253) a8 (21,312,456}

Transter tn UBS Group A5 (10,525,022 45

Outstasding avd enercisable, o S and of the yoar ] 133,170,139

1 Some of thee opthans in this table have e prices denomi raies In USD which fase been converied iim OHF at o yearend spof eschonge mie for the purposes of 71k e

The following table provides additicnal informiation about opfion exercises and infrinsic values:

For tie year ended LiIRFATY EiMFAL]
Wesighted average skare price of optines ewarcised (] 18 [
Intrinsic vaue of optioes axercised during the yuar (CHF millon] 2.3 115
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Mote 29 Equity partidipation and other compensation plans {(continued)

) sl uation

UBS share awards

UBS AG measures compensation expense based on the average
market price of the UBS share on the grant date 2= quoted on the
SIX Swiss Exchange, tsking into consideration post-vesting sale
and hedge restrictions, non-westing conditions and market condi-
ticrs, where applicable. The fair value of the share awards subject
to post-vesting sale and hedge restrictions is discounted based
upan the duration of the post-westing restriction and is referenced
to the cost of punchasing an at-the-money Eurcpean put option
for the term of the transfer restriction. The weighted average dis-
count for share and performance share awards granted during
2014 is approdimately 12.9% (2013 13.4%) of the market price
of the UBS share. The grant date fair value of notional UBS shares
without dividend entitlements also indudes a deduction for the
present value of future expected dividends to be paid bebwesn
the grant date and distribution.

LBS options and SARs awards

The fair values of options and 54Rs have been determined using
a standard closed-formula option valuation model. The expected
term of each instrument = caloulated based on histonical em-
ployes exercse behavior patterns, taking into account the share
price, strike price. vesting pericd and the contractual life of the
instrument. The term structure of volatifty is derived from the
implied volatilities of traded UBS options in combination with the
observed long-term historical share price wolstility. Expected fu-
ture dividends are derived from traded UBS options or from the
historical dividend pattern. Mo options or S4Rs have been granted
since 2009,
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Mote 30 Interests in subsidiaries and other entities
a) Interasts in subsdiaries

UBS AG defines its significant subsidiaries as those entities that,
either individuzlly or in aggregate, contribute significantly to
UBS AG's finamcial position or results of operations, based on a
numiber of criteria, induding the subsidiaries” equity and their
contribution to UBS AG's total assets and profit/ {loss) before tax,
in @aocordance with the requirements set by IFRS 12, Swiss regu-
laticns and the regulations of the US Securities and Exchange
Commission (SEC).

Individually significant subsidiaries as of 31 December 2014

EDINETOOOO
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Individually significant subsidiaries

The table below lists UBS AGS individually significant subsidiaries
a5 of 31 December 2014, Unless otherwise stated, the subsidiar-
ies listed below have share capital consisting sclely of ordinary
shares, which are held fully by UBS AG, and the proportion of
owmership interest held & egual to the voting rights held by
UBS AG. The courntry where the respective registered office is lo-
cated s also generally the principal place of business.

. i i o Eauty st
Company Rrgisterad affice Primary besinems dviion Share capital in milios axurmulated in %
UES Americars Inc. ‘Wilmizgton, Del Ush Bank ush an 000
UBS Bank LA Salt Lake City, Utsh, USA \Walth Mansgement Americe ush an 1000
S Fnancial Services inc. ‘Wilmington, Delaware, US4 VWealth Managesent Americas ush an 1000
LS Limited Londan, Lisited Kingdom Imvestment Bask GEp 168 100.0
S Securities LLC Wil=i Diel Sk Bank ush  q28n0 000

¢ .

| Malaly comprsed o non-votng Eeted shaes heid by LUBS Americe ine

UBS Limited and UBS Americas Inc. are fully held by UBS AG. UBS Bank USA and UBS Fmancial Services Inc. are fully held by UBS
Americas Inc. 30% of UBS Securities LLC is held by UES AG and 70% by UBS Amernicas Inc. (after consideration of preferred shares).
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Financial information
Notes to the UBS AG consolidated financial statements

Mote 30 Interests in subsidiaries and other entities (continued)
Cther subsidiaries

The table below lists other subsidiaries that are rot individually sigrificant bt that contribute to UBS AG's tofal assets and aggregated
profit before tax threshiolds znd are thereby disdosed in accordance with the requirements set by the US SEC.

Orther subsidiaries as of 31 December 2014

. . C - Equly intirnst
Company Registerad office Primary besiness dhemion Share capital n milios acumulated in %
Topaard Senvice AG Glattbugg, Switmekand Fartail & Corpoate CHF 02 1000
LS (eaka) Spa Wilan, laly Wealth Manage=ent EUR 950 1000
LS ltakia SIM SpA héilan, taly Imvestment Bamk EUR 151 1000
UES (Lemashourgh LA, Lusembaurg, Luseshaourg Wealth Manage=ent CHF 1500 1000
LES Allpsrative and Quantitative nvest=ents LLC ‘Wilmizglon, Delaware, US4 Global Assat Masagement ush a1 000
S Ausiralia Holdings Pty Lid Sydney, Australia Irvestment Bank ALD &7 1000
UBS Beteiliguags-GmbH & Co. KG Fraskfert, Germany ‘Wealth Management EUR 5688 000
UBS Card Coner A Ghtttugg, Wwitresland FBitail & Composafie CHF a1 1000
UBS Crndit Conp. ‘Wilmiagton, Delaware, USA  Wealth Management Americas: ush oo 000
UBS Deutichland AG Fraskfert, Gormany Wealth Management EUR 1760 1000
UBS Fend Adwiser, LLC ‘Wilmisgion, Delaware, USA  Wealth Management Americas ush oo 000
UBS Fend Management {Swittesland) AG Basel, bwitresband Global Assat Masagemend CHF 10 1000
UES Fend Maragement {Lusembourg] 5.4 Lusemibourg, Lusesbourg Global Assat Masagement EUR 120 000
UBS Fend Services (Cayman) Lid Gearge Tows, Cayman Isfands.  Global Asset Masagemend Ush 1] 1000
UBS Global Asset Masagement {Americas) Inc. ‘Wilmisglon, Delaware, US4 Global Assat Masagement UED oo 000
UBS Global Asset Masagement {lapas) Lid Takyo, kapan Global Asset Masagemend Y 2.2000 1000
UBS Global Asset Masagement (Simgapare] Lid Singapore, Sngapers Global Asset Masagemest 560 a0 000
UBS Loas Finance LLC ‘Wilmington, Dek [T Bank Ush a1 1000
UBS O'Cansor LLC Doves, Delarvsare, LSA Global Assat Masagemest UED 10 100.0
UBS Resal Estae: Secusities Inc. ‘Wilmington, Dek usk | Bank Ush an 100.0
UBE Realty lsvestoss LLC Boston, Massachesetls, USA  Global Assat Masagemest UED 2.0 100.0
UBS Secuifies (Thalasd) Lbd Bangknk, Thailand Irveestment Bank THE 5000 100.0
UBS Secusities Australia Lid Sydney, Austialia Imreestment Bank ALD o 1000
UBS Securities Canada lac. Taronde, Canada Irvestment Bask CAD an 1000
UBS Securities Espafia Sociedad de Valonss 54 hadid, Spain Imvestment Bamk EUR 150 1000
UBS Securities India Private Limibed Mu=hai, inda Irvestment Bask INR 1400 1000
UES Securities Japan Co., Lid Tokyo, fapan Imvestment Bask 1P 46,4500 1000
UBS Securities Phe. Lbd. Singapare, Singapose Irvestment Bask 560 4204 1000
UBS Senvices LLC ‘Wilmington, Delaware, USA  Imvestment Bank ush oo 000
UBS Tust Comparry of Puerio Rico Hato Rey, Pueris Rico Wealth Management Americas ush (] 1000

| Incazes & rominal aTeant seaing o mdeemable peitee e
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Mote 30 Interests in subsidiaries and other entities (continued)

Charges in consolidation scope
Thers were no material chaniges in the scope of consolidation in
2014,

Mom-controlling interests

Asof 31 December 2014 and 31 December 2013, non-controlling
interests wene not material fo UBS AG. In addition, as of these
dates thers were no significant restrictions on UBS AG' ability to
access or use the assets and settle the liabilities of UBS AG result-
ing from protective rights of non-controlling interests.

= Refer to the “Statement of changes in equity” for more
information

Consolidated structured enfities

UBS AG consclidates a struchured entity (SE) if it has power over
the relevant activities of the entity, exposure to variable returns
and the zhility to use its power to affect its returns. Consolidated
SEs include certain investment funds, securitization vehices, and
dient imestment vehicles. UBS A5 has no individually significant
subsidiaries that are SEs.

Investment fund $Es are generally consolidated when UBS AGs
=aggregate exposure combined with its decision making rights in-
dicate the ability to use sudh power in a prindpal capadty. Typi-
cally UBS. AG will have decision making rights as fund manager,

earning a management fes, and will provide sead capital at the
inception of the fund or hold a significant percentage of the fund
units. Where other investors do not have the substantive ahility to
remove UBS AG as dedsion maker, UBS AG is deemed to control
the fund and consolidates.

Securitization SEs are generally consolidated when UBS AG
holds a significart percentage of the asset backed seouities is-
sued by the SE and has the power to remove without cause the
sarvicer of the asset portfolic.

Client imvestment 55 are generally consolidated when LIBS AG
has a substantive liquidation right over the SE or a decision right
over the assets held by the 5E and has exposure to variable returns
through derivatives fraded with the SE or holding notes issued by
the SE.

In 2014 and 2013, UBS AG has not entered into any contrac-
tual chligation that could require UBS AG to provide financial sup-
port to a consolidated 5E. In addition, WBS AG did not provide
support, finandial or othenwise, to a consclidated SE when the
UBS A was not contractually obligated to doso, mor has UBS AG
an intention to do so in the future. Further, UBS AG did not pro-
vide support, financial or otherwise, to a previously unconsoli-
dated SE which resulted in LUBS AG controlling the SE during the
reporting pericd.
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Mote 30 Interests in subsidiaries and other entities (continued)

€) Interasts in unconsolidated structuned entities

During 2014, the UBS AG sponsored the creation of various SEs
and interacted with a number of non-sponscred SEs, including
securitzation wehicles, client vehicles as well == certain invest-
ment funds, which UBS did not consclidate as of 31 December
2014 because it did not control these entities.

= Refer to Note 1a item 3 for more information on the naturne,

The table below presents UBS AG interests in and maximum
exposure to boss from urconsolidated SEs as of 31 December
2014, In addition, the total assets held by the SE in which UBS AG
had an interest as of 31 December 2014 are provided, except for
investment funds sponsored by third parties, for which the carmy-
ing value of UBS AG' interest as of 31 Decamiber 2014 has been

purpose, activities and finanding structure of these entities disclosad.
Interests in unconsolidated strectured entities
311214

Securitization Imeestment Madmum
CHF millfon, erepd where indioated wediicles Client vehides Tunds Todal  exposure to boss!
Trading partiolo st 1,955 L] 8079 10,7111 18,711
Positive: replacement walues ] 4] ] 111 m
Finandal ssets desigeated at fair value 1$ 162 n? 1422
Loars ABE a0 106 Ti na
Finazdal isvesimests aezilable-for-sale 4,009 L 4,123 4,123
(rhpr assety [7ad 52 1,248
Total assets 14470 4,996 B487 15,525
Kegatise replacement values a8 7 ] M7 21
Total llabilities 248% 27 15 247
Agsets. held by the unconsolidated struciured entities
in which U85 AG had an interest (CHF billion) 155+ 1y i

31213
Securitization |=sesiment Kzoimem

CHF million, exept where indicated wehices Client wehicles funds Total expoure o o
Trading partfolic st 128 Sa4 £,500 10,350 90,350
Peeitfer: replacement walues ] L] a 42 41
Finandal axsets denigeated at fair value 124 Ll s L49
Loare 1,878 366 244 22044
Finasdal izvesiments sailable-for-sale 402 mw 4066 A58
Crhes assets 5¥ & 58 a3
Total assets 5,202 4756 T.048 17,0058
Negative replacement valzes 1,263 0 1,263 16
Total llakilifties 1,263% L] 1,263
Assets held by the unconsolidated structured entltles
in wehich U85 AG had an interest (CHF Billion) a0t 95" 56"

|Hmﬂﬂhﬂ“mmhmtmmhmmdhuﬂmm |

at fair value and beld 2 o hoss for These
ﬁ.it

lql-'llu-hnt rqnui '« Enley

ot vl of T (et fnds

Iy LIES G 131 Decommber 2014: CHF B hillon, 31 December 2013 CHF 7 bl

(CEREE = Hof-ozde 232

b eq1al
In Corposaie E‘-mrﬂmmk I:f3'| December 3013, CHF 5.0 bilbon of the C3F % 2 bilber, or S6%, wars held In Corporate Center = Kon-cone and
‘e i aqpLre o loss dar 05 tqﬂhh s :H:#ﬁl

[
b{qusmm Deember 84z CHF 296 hillon, 31 nni:m: CHF 750 bk and the cairyieg aiee of LS AG's Irieiest Inthe imvesyment f

SEprESHTS i vale o lzan commhments, both
o the nofional amount. 385 of 30 Decercher 3014, CHE 2.2 o the CHF 2.4 billion, or 50%,

wakue and the notonal amount. For oiher Razdithes, ao mendTem
:Hﬂhhmﬂmdlﬂ;
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Mote 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 o boss is
generally equal to the carrying walue of UBS AG' interest in the SE,
with the exception of guarantees, letters of credit and credit de-
rivatives 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 wnconsoli-
dated SE or the risk-reducing effects of collateral or other oedit
enhancements.

In 2014 and 2013, UBS AG did not provide suppart, financdial
or othenwise, to an unconsclidated SE when UBS AG was not
contractually obligated to do so, naor has UBS AG an intention to
do s in the future.

In 2014 and 2013, ncome earned from interests in unconsali-
dated 5Es primarily resulted from mark-to-market movements
recognized im net trading income as well a5 fee and commission
income received from LBS AG sponsored funds.

Interests in secuntization vehicles

As of 31 Decamber 2014 and 31 December 2013, UBS AS re-
tained interests in securitization vehicles related to finanding, un-
derwriting, secondary market and derivative trading activities. In
some cases UBS AG may be required to absorb losses from an
unconsolidated SE before other parties becauss UBS AG's interest
is subordinated to others in the ownership structure. An overview

of the UBS AG's interests in unconsolidated securitization vehicles
and the relative ranking and external credit rating of those inter-
esis a5 of 21 Decemiber 2014 and 31 December 2013 is presented
in the table on the following page.
= Refer to Mote 1a items 3 and 12 For more information on when
UBS AG is viewed & the sponsor of an 5E and for UBS AG's
sccounting policies regarding securitization vehicles established
by UBS AG

Interests in chant vehicles

As of 31 December 2014 and 31 December 20132, UBS AG re-
tained interests in dient vehicles sponsored by UBS AG and third
parties that relate o financing and derivative activities and to
hedge structured product offerings. Induded within thess invest-
ments are securities guaranteed by US government agendes.

Interests in investment funds

UBS AG holds interests in a mumber of investment furds, primarily
resulting from szed investments or to hedge structured product
offerings. In addition to the interests disclosed in the table on the
previcus page, UBS AG manages the assets of various pooled in-
vestment funds and receives fees which are based, in whole or
part, on the ret asset value of the fund and/for the performance
of the fund. The spedfic fes structure is determined based on
variows market factors and considers the natwre of the fund, the
jurisdiction of incorporation as well as fee schedules negotiated
with dlienfs. These fee contracts represent an interest in the fund
as they align UBS AG's exposure to investors, providing a vanable
return which is based on the performance of the entity. Depend-
ing on the structure of the fund, these fees may be collected di-
rectly from the fund assets andfor from the nvestors. Any
amounts due are collected on a regular basis and are generally
backed by the asets of the fund. UBS AG did not have amy mate-
rial exposure to loss from these interests as of 31 December 2014
or as of 31 December 2013.

505/583

oOoOooodd



EDINETOOOO
O00000000000(Eos852)
Oooooood

506/583




EDINETOOOO
O00000000000(Eos852)
Oooooood

507/583




EDINETOOOO

00000000000 0O(E05852)

Mote 30 Interests in subsidiaries and other entities (continued)

Sporsoned unconsolidated structured entities in which UBS AG
did mat have an intenest

For several sponsored SEs, no interest was held by UBS AG as of
31 December 2014 or as of 31 December 2013. However, during
thie respectiva reporting period UBS AG fransferred assets, providad
services and held mstruments which did not qualify as an interest
with these sponsored SEs, and accordingly earned income or in-

curred expensas from thesa entities. The table bebow presents the
ncome earned and expenses incurred directhy from these entities
during 2014 and 2013 as well s corresponding assat information.
The table does not inchede income earned and expenses incumed
from risk management activities, including incomie and expenses
from finandal nstruments that LIBS AG may wtilize to economically
hedge instruments transacted with the unconsobdated SE.

Sponsored Unconsolidated Structured Entithes in which UBS AG did not have an interest at year end’

s of or for the year ended
EIR AT

zation Investment
CHF mififion, eacept whane indicated vehides  Client vehidles funds Total
Mt inbavest inoame L} (51} 1dat)
Nt fer and commission income 54 34
et rading income: 1] (58] 10 (8%)
Total income L) (208 B4 (75)
Asset information [CHF billica} 4 1 144

s of or for the year ended
EiRFRE]
Epauritization
CHF milfon, encepd whane indicaded wehidies Cientvebicles  Investment fusds Total
et inberest income 1 (48} (1) 66]
Kt fe and commission imcome 2] 64
et trading income 271} (268} 113 [525]
Tolal Incame (270} (416} 158 5271
Asset information [CHP NIIH]- F w 13
ke of

xuh lu:hﬁ.pdl piu:u‘ r:lﬂ-uhl“m r.mhup-hi 31 Docermber 2314 and CHF 304 milon for She yoar endied 31 December 2013 Represants the amgut of

31 December 3013 O5F 1

= Fepresetts iohal ﬂ'lnlﬁ'rdhlﬂq.!- nl-td'ldn 1 the bkl amouri

4 by UIEE 45 {31 Decorsber 2011 3; C5F 1 bilor ans CHF 3 bilan was translerre by thin paries
4, C5F 1 billon wan sanbemed by UES A4 {31 December 201 CHF & i)

234 CHF | illlon was fiansferved by thisd pasies {31 Decernber 3013; CHF O billon). = Py

During 2014 and 2013, UBS AG primarily eamed fees and in-
curred net trading bosses from sponsored SEs in which UBS AG did
not hold an interest. The majority of the fee income arose from
imvestrmnent furnds which are sponscred 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 thersfore
deemed rot to have an interest in them,

In certain structures, the fees receivable for administrative pur-
poses may be collected directly from the imvestors and have there-
fore not been induded in the table above.

In addition, UBS AG incurred net trading bosses from mark-to-
market movemernts arising primarily from derivatives, such as in-

ot e ol funds

terest rate swaps and credit derivatives, im which UBS AG pur-
chases protection, and finandial liabilties designated at fair value,
which do not qualify as interests because UBS AG does not absorb
warizbility from the performance of the entity. The net losses re-
ported do niot reflect economic hedges or other mitigating effects
from UBS AG risk management activities.

During 2014, UBS AG and third parties transferred assets total-
ing CHF & billion {2013: CHF 3 bilbon) into sponsored securitiza-
tion and client wehicles craated in 2014, For sponsared investmient
funds, transfers arose during the period as investors invested and
redeemed positions, thereby changing the overall size of the funds
alongside market movements, resulting in a total dosing net asset
wakse of CHF 14 billion (31 December 2013: CHF 12 billion).
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MNote 32 Changes in organization

Establishment of UBS Group AG as the holding company
of the UBS Group

During 2014, UBS Group AG was established as the holding com-
pany of the Group. This change is intended, along with other
measures already announced, to substantizlly improve the resche-
ahility of the LUBS Group in response to evolving too big to fail
regulatory requirements.

UBS Group AG was incorporated on 10 June 2014 as a whally
owned subsidiary of UBS AG_ On 29 September 2014, UES Group
A5 launched an offer to acquire all the issued ordinary shares of
UBS AG in exchange for registered shares of UBS Growp &G on a
one-for-one basis. Following the exdhange offer and subsequent
private exchanges on a ocne-forone basis with various sharehclders
and banks in Switzerland and elsswhere outside the United
States, UBS Group AG acquired 96.68% of UBS AG shares by
31 December 2014, becoming the holding company of the UES
Group and the parent company of UBS AG.

Restructuring charges

Restructuring charges arise from programs that materizlly change
either the scope of business undertaken by UBS AG or the man-
ner in which such business is conducted. Restructuring charges
are temporary costs that are necessary to effect such programs
and include iterns such as severance and other personnel-related
charges, duplicate headcount costs, impairment and accelerated
depreciation of assets, contract termination costs, consulting fees,
and related infrastructure and system costs. These costs are pre-
sented in the income statement acoarding to the underhing na-
ture of the expense. As the costs assodated with restrucihuring
jprograms 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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Mote 33 Operating leases and finance leases

In 2014, this Note was expanded to also cover finance lease receivables. Information on lease contracts dlassified as operating leases where
UBS AG is the lessee is provided i Mote 33a and information on finance leases where W8S AG acts as a lessor is provided in Note 33b.

a) Operating lease commitments

Asof 31 December 2014, UBS AG was obligated under a number  ments do not contain contingent: rent payment dauses and pur-
of non-cancallable operating leases for premises and equipment  chase options, nor do they impose any restrictions on UBS AGS
used primarily for banking purposes. The significant premises  ability to pay dividends, engage in debt financing transactions or
leases wsually indude renewsl options and escalation clauses in - enter into further lease agreements.

line with general office rental market conditions, as well as rent The minimum commitments for mon-cancellable leases of
adjustments based on price indices. However, the lease agree-  premises and equipment are presented as follows.

CHF milfon iR ERT
Expenses for operating leases fo be recognized inc

015 766
06 e
7 55
e 522
nl ] 427
2020 and thensfter 1080
Subdotal commitments for minimum payments. tnder operating leases 5170
Less: sublease eatal inoome commitmeats 403
Het commitments for minimem pagments wnder operating leases 4,767
CHF million Haze 31213 212
Gross operating lease exp recogaized in the income statement 758 e H 860
Sublease remtal income 13 T4 &
Net operating bease expense mosgnized in the Income statement L3 & 113

b) Fnanoe leass receivables

UBS AG leases a vaniety of assets to third parties under finarce  leased further. Lessees may participate in any sales proceeds
leases, such as commercial wehicles, production lines, medical  achieved. Leasing dharges cover the cost of the assets less their
equipment, construction equipment and aircrafis. At the end of  residual value as well as finanding costs.

the respective leases, assets may be sold to third parties or be

The mirimum reczivables for non-cancellable finance leases are presented in the following table:

Leage receivables
EHF milfan M.a214
Tedal minimum bexse Unearned finance

Income Fresent value
s ELL k| S
ME-2019 618 35 L]
000 and thensfher 1 i 153
Tatal 1,167 L] 1,101

As of 31 Decamber 2014, unguaranteed residual values of CHF 187 million had been acowed, and the accumulated allowance
for uncollectible minimum lease payments receivable amountad to CHF 19 milkion. Mo contingent rents wene received in 2014.
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MNote 34 Related parties

UBS AG defines related parties as associates (entities which are
significantly influerced by UBS AG), post-employment benefit
plans for the benefit of UBS AG employess, key management
persanned, close family members of key management personnel

a) Remuneration of key management personnel

The non-independent members of the BoD have top manage-
ment employment contracts and receive pension benefits upon
retirement. Total remuneration of the non-independent members

Remuneration of key management personnel
CHF millian

Baze salavies and other cash payments

hcentive awards — cash?

Ansual incensive award ender DCCP

Employer's contrit o besef? plans
Benefits in kind, fringe ben efits (a1 market value}
Equity-based comperaation’

Total
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and entities whidh are, directly or indirecty, controlled or jointhy
controlled by key manzgement personnel or their dose family
memibers. Key management personnel is defined as members of
the Board of Directors (BoD) and Group Executive Board (GEB).

of the BoD and GEB members, including those who stepped
down during 2014, is provided in the table below:

311214 EARFRE 21212
2" ] 20

a 1] 1]

8 +] 21

2 2 1

1 2 1

35 n £

L] 25 L]

1 Inchedes rafe-based allowance: that bawe bee mode In kae wid morket padie n

o thee ELJ Capltal Seguiremenss Divecthee of 03 (050 ). © includes Immediate ard defered cuh. - Espenss for

shares granted b measired ai grant date and aliocred owr the wesing perisd, gerenaly for 5 years. tn 3014, 3003 ard 1013, equitp e comperetion was endbe’y pomarsed of FOP asandy.

The independent members of the BoD do not have employment or service contracks with UBS, and thus are not entitled to benefits
upan termination of their service on the BoD. Payments to these individuals for their sendices as external board members amounted to
CHIF 7.1 million in 2014, CHF 7.6 million in 2013 and CHF 7.6 million in 2012.

b} Equity haldings of key management pertonnel

A4
Kumber of stock aptions from equity participation plans held by son-isdepeadent members of the BoD and the GEB membars? 1,738 558 1855603
Mumber of shanes Beld by members of e Bol), GEE asd parties dosely lisked to them? LTHES57 3,951,869

of VB 4 shames. and opians on UES #G shal of 31 Deember 3014, of UES &G shanes and 1Bt #o shames a5 of 31 Depember 3013, which
o i G e g 5 VB G A s O Tkl e 15 o e s XM s gt e il oot e S s P

Hazap

Of the share totals abowe, 35,597 shares were held by dose family
members of keay management personnel on 21 Decernber 2014
and 5,597 on 31 Decemnber 2013. No shares were held by entities
that are directly or indirectly controlled or jointly controlled by key

cemiber 2014 and 31 December 2013. Refer to Note 29 for mare
information. As of 31 December 2014, no member of the BoD or
GEB was the benefidal cwmner of more than 1% of UBS Group
AG's shares.

management personnel or their diose family members on 31 De-
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MNote 35 Invested assets and net new money
Invested assets

Imvested assets imclude all cient assets managed by or depesitad
with UBS AG for investment purposes. Imvested assets include
manzged fund z=sets, managed institutional assets, decretionary
and advisory wealth management portfolios, fidudary deposits,
time depcsits, savings accounts and wealth management securi-
ties or brokerage accouwnts. All assets held for purely transactional
purposes and custody-only assets, incuding corporate dient as-
sets held for cash management and transactional purposes, are
excluded from imested assets as the Grouwp only administers the
assets and does not offer advice on how the assets should be in-
vested. Also excluded are non-bankable assets {e.g., art collec-
tions) and deposits from third-party banks for funding or trading
purposes.

Discretionary assets are defined as dient assets that UBS AG
decides how to invest. Other invested asseis are those where the
dient ultimately decides how the assets are imvested. When a
single product is created in one business division and sold in an-
other, it is counted in both the business division that manages the
imvestment and the one that distributes it. This results in double
courting within UBS AG total invested assets, as both business
divisions are providing a senice independently to their respective
dients, and both add value and generate revenue.

Invested assets and net new monay

EDINETOOOO
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Net new money

Met mew money in a reporting pericd is the amount of invested
assets that are entrusted to UBS AG by new and existing ciients,
lezs those withdrawn by existing dients and dients who termi-
nated their relationship with UBS AG.

Met reww money is caboulated using the direct method, under
which inflows and outflows to/from invested assets are deter-
mined at the dient level based on transactions. Interest and divi-
dend income from invested assets are not counted as net new
maney inflows. Market and currency movements as well zs fees,
commissions and interest on loans charged are excduded from net
new money, as are the effects resulting from any acquisition or
divestment of a UBS AG subsidiary or business. Redassifications
between imested assets and custody-only assets as a result of a
change in the service level delivered are generally freated as net
new money flows; however, where such change in senvice level
directly results from a mew externally-imposed regulation, the
one-time net effect of the implementation is reported as an assst
reclzssification withowt net new maney impact.

The Imestment Bank does not frack invested assets and net
rew money. However, whan a client is transferred from the In-
vestment Bank to another business division, this produces net
new maney even though dient assets were already with UBS AG.
Net mew maoney resulting from such transfers between business
divisions was zero in 2014 and 2013,

For the pear ended
CHF bidion M.12.14 31213
Fund assets managed by VRS AG I a4
Disretionary assety B854 T4
Cehee imveated assels. 1610 1,432
Total Invested assets (double counts nduded) 1734 2,390
ofwihich: double count 173 158
of wiich: soguisitions (dfveriments) e L]
Net new money (double counts included) 589 123
505
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Mote 37 Events after the reporting period
Adjustments to 2014 results

After the issuance of the unaudited fourth quarter 2014 financial
report on 10 February 2015, management adjusted the 2014 re-
sults to sccount for subsequent events. The net impact of these
adjusiments on net profit attributable to WBS AG sharehclders
was a loss of CHF 112 million, which decreased basic and dilutad
earnings per share by CHF 0.03. The principal change arose due
to an increase in charges for provisions for litigation, regulatory
and similar matters of CHF 134 million. The other adjusiment
made to the income statement in 2014 was an increase in the met
tax benefit of CHF 22 million.

Impact of Swiss National Bank actions

On 15 January 2015, the Swiss Mational Bank (SNB) discontinued
the minimum targeted exchange rate for the Swiss franc versus
the euro, which had been in place since September 2011. At the
same time, the SME lowered the interest rate on deposit account
balances zt the SNE that exceed a given exemption thrashaold by
50 basis points 1o negative 0.75%. It also moved the target range
for thiree-month LBOR to between negative 1.25% and negative
0.25%, {previcusly negative 0.75% to positive 0.25%). These de-
cisions resulted in a considerable strengthening of the Swiss franc
against the eurc, US dallar, British pound, lapanese yen and sev-
eral other curmencies, as well as a reduction in Swiss franc interest
rates. As of 28 February 2015, the Swiss franc exchange rate was
0.95 to the US dollar, 1.07 to the euro, 1.47 to the British pound
and 0.80 to 100 lapanese yen. Volatility levels in foreign currency
exchange and interest rates also increased.

A significant portion of the equity of UBS's foreign operations
is denominated in US dollars, eurcs, British pounds and other for-
eign currencies. The appreciation of the Swiss franc would have
led o an estimated dedline in tofal equity of approximately CHF
1.2 billion or 2% when applying currency trarelation rates as of
28 February 2015 to the reported balances as of 31 December
2014. This inchudes a reduction in recognized deferred tax asseis,
mainly related to the US, of approximately CHF 0.4 billion (of
which CHF 0.2 billion relstes to temporary differences deferred
tax assets), which would be recognized in Other comprehensive

IMCOmE.
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On a fully applied basis for Swiss systemically relevant banks
{SRE), UBS AG would have experienced the following approsxi-
mate declines in its capital balances when applying currency
translation rates as of 28 February 2015 to the reported balances
as of 31 December 2014: CHF 0.5 bilkon or 2% in fully applied
common eqguity tier 1 {CET1} capital and CHF 0.8 billion or 2% in
fully apglied total capital.

In =ggregate, UBS AG did not experience negative revenues in
its trading businesses in connection with the SNE announcement.
Howwever, the portion of operating income demominated in mon-
Swiss franc currendes is greater than the portion of cperating
expenses denominated in non-Swiss franc currendes. Therefore,
appreciation of the Swiss franc against other currendies generally
fhas an adverse effect om earnings in the absence of any mitigating
actions.

In addition to the estimated effects from changes in foreign
curmency exchange rates, LIBS AGs equity and capital are affected
by changes in interest rates. In particular, the caloulation of its net
defined benefit assats and liabilities is ssnsitive to the assumptions
applied. Spedfically, the changes in applicable decount rate and
interest rate related assumptions for its Swiss pension plan during
January and February weould have reduced equity and fully applied
Swiss SRE CET1 capital by arocund CHF 0.7 billion. Also, the persis-
tently low interest rate emvironment would continue to have an
adverse effect on replication portfolics, and net interest income
wiould further decrease.

Furthermiore, the stronger Swiss franc may have a negative im-
pact on the Swiss economy, which, given its reliance on exports,
could impact some of the counterparties within LBS AG's domes-
tic lending portfolic and lead fo an increase in the level of credit
loss expensss in future periods.

Sale of real estate

In Jaruary 2015, UBS AG sold a real estate property in Geneva,
Switzerland for CHF 535 million, resulting in a gain on sale of CHFE
377 million, which will be recognized in the income statement
within Corporate Center in the first quarter of 2015. As of 31 De-
cemiber 2014, the property was dassified on the balance sheat 2=
property held-for-sale, which is measured at the lower of camying
value ar fair value less costs to sall.

sO7
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Mote 3B Swiss GAAP requirements

The consolidated financial statements of UBS AG are prepared in
accordance with International Financial Reporting Stamdards (FRS).
The Swiss Financial Market Supervisary Autharity (FINKA) requires
financial growps which present their financial statements under IFRS
to provide a narrative explanation of the main differences betwesn
IFRS and Swiss GAAP (ANMA Circular 2008/2 and the Banking
Ordinance). Induded in this note are the significant differences in
regard to recogrition and measurement between IFRS and the pro-
visions of the Banking Ordinance and the guidelines of the FINMA
gowerning true and fair view finandal statement reporting pursuant
to Artide 23 through Artide 27 of the Banking Ordinance. The dif-
ferences outlined in points two through nine also apply to the LBS
A5 standalone finandial statements.
= Refer to Hote 2o to the UBS AG standalone financial statements.
for an outlook on the Swiss GAAP revision whidh will be
effective for 2015 anneal financial statements

1. Consolidation

Under IFRS, all entities which are controlled by the haolding entity
are consolidated.

Under Swiss GAAPR only enfities that are active in the field of
banking and finance and real estate entities are sulbject to con-
solidation. Entities which are held termnporarily are generally re-
conded as financial investments.

2. Financial investments available-for-sale

Under IFRS, financial investments available-for-sale are carried at
fair value. Changes in fair value are recorded directly in eguity
until am investment is sold, collected or otherwise disposed of, or
until an investment is determined to be impaired. At the time an
available-for-sale investment is determined to be impaired, the
cumulative unrealized loss previcusly recognized in equity is in-
duded in net profit or loss for the period. On disposal of a finan-
dial imvestment availzble-for-sale, the cumulative unrecognized
gain or loss previously recognized in equity is recognized in the
income statement.

Urder Swiss GAAPR dassification and measurement of finan-
cial imvestments availzble-for-sale depends on the nature of the
investment. Equity instruments with no parmanent holding in-
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tent and debt instruments are classified as Fnancial investments
and measured at the lower of (amortized) cost or market value.
Market value adjustrments up to the original cost amount and
realized gains or losses upon disposal of the investment are re-
corded in the income statement a= Other income from ordinany
activities. Equity instruments with a permanent holding intent
are dassified as participations in Imestments in subsidianes and
ather participations and measured at cost less impairment. Im-
pairment 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

UBS Al designates derivative instruments in cash flow hedge
accounting relationships. Under IFRS, when hedge acoounting =
applied, the fair value gain or loss on the effective portion of the
derivative designated as a cash flow hedge is recognized in eg-
wity. When the hedged cash flows materialize, the acoumulated
unrecogrized gain or loss is redlassified to the income statement.

Under Swiss GAAP the effective portion of the fair value
change of the derivative instrument used to hedge cash flow ex-
posures s deferred on the balance sheet as Other assets or Other
lizhilities. The deferred amounts are released to the income state-
ment when the hedged cash flows materialize.

4. Fair value option

Under IFRS, UBS A5 applies the fair value option to certain finan-
cial assets and financial kabilities mot 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 imcome.
Thee fair value option is applied primarily to structured debt instru-
ments, certain non-structured debt instruments, structured
reverse repurchase and repurchase agreements and securities
borrowing agreements, certain struchured and non-structured
loans & well as loan commitments.

519/583
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MNote 38 Swiss GAAP requirements (continued)

Under Swiss GAAP the fair value option can only be applied 1o
structured products issued that consist of a debt host contract and
one or more ambedded derivatives that require bifurcation. Changes
in fair value atiributable to changes in unrealized cwn credit are not
recognized in the mcome statement and the balanca shest

5. Goodwill and intangible assets

Under IFRS, goodwill acquired in @ business combination is not
amaortized but tested annually for impairment. Intangible assets
acquired in & business combination with an indefinite ussful life
are also not amartized but tested annually for impairment.

Urwder Swiss GAAR goodwill and intangible assets with indefi-
nite useful lives are amortized over a period not excesding five
years, unless a longer useful ke, which may not exceed 20 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 io apply IFRS (1AS 13} for iis non-Swiss
defined benefit plans and Swiss GAAP (FER 16) for the Swiss pen-
sion plan in UBS AG standalone financial siatements. The require-
ments of FER 16 are better aligned with the specific nature of
Swiss pension plans, which are hybrid in that they combine ele-
ments of defined contrbution and defined benedit plans, but are
treated as defined benefit plans under IFRS. Key differences be-
tween Swiss GAAP and IAS 13 include the treatment of dynamic
elernens, such as future salary increases and future interest credits
on refirement savings, which are not considered under the static
method used in accordance with Swiss GAAPR Also, the discount
rate usad to determine the defined benefit obligation in accor-
dance with 145 19 is based on the yield of high quality corporate
bonds of the market in the respective pension plan country. The
discount rate used in accordance with Swiss GAAP (e, the techni-
cal intarest rate) is determined by the Pension Foundation Board
based on the expected returns of the Board’s investment stratagy.

For defined benefit plans, IFRS requires the full defined benefit
obligation net of the plan assets to be recorded on the balance
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sheat, with changes resuliing from remeasurements recognized
directly in equity. However, for plans for which IFRS is elected,
Swizs GAAP requires that changes due io remezsurements are
recognized in the income statement.

Swiss GAAP reguire that employer confributions to the pen-
sion fund are recognized as personnel expenses in the income
staterment. Further, FER 1E& 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 eco-
nomic benefit or abligation for the employer arises from the pen-
sion fund and is recognized in the balance shest when conditions
are met_ Conditions for recording a pension asset or liability would
bbe met i, for example, an employer contribution reserve is avail-
able or the employer is required to contribute to the reduction of
a pension defict {on a FER 26 basis).

7. Netting of replacement values

Under IFRS, replacement walues are reported on a gross basis un-
lezs certain restrictive requirements are met which then allow for
the replacement values, and in certain cases the related cash col-
lateral, to be reported on a net basis. Under Swiss GAAP. replace-
meent values and the related cash collateral are generally reported
on a net basis, provided the master netting and the related col-
lateral agreements are legally enforceable.

8. Extraordinary income and expense

Certain items of mon-recurring and non-cperating ncome and ex-
ppense are classified as extraordinary itemns under Swiss GAAP This
distinction is not available under IFRS.

9. Other presentational differences

Under IFRS, finandal statements are comprised of an Income
statement, Statement of comprehensive income, Balance sheet,
Statement of changes in eguity, Statement of cash flows and
Motes to the finandal statements. Under Swiss GAAP, no State-
ment of comprehensive income is required and the Statement of
changes in equity is part of the Notes to the finandal statements.
In zddition, various other presentational differences exst.
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MNote 39 Supplemental guarantor information reguired under SEC regulations

Guarantee of PaineWebber securities

Following the acquisition of Paine Webber Group Inc. (Pains\eb-
ber), UBS AG entered info a full and unconditional guarantee of
the senior notes {Debt Securities) issued by FaineWWebber. Prior to
the acquisition, PaineWebber was an SEC registrant. Upon acqui-
sition, PaineWebber was merged into UBS Americas Inc., 2 whally
owned subsidiary of UBS AG.

Under the guarantee, if UBS Americas Inc. fails to make any
timely payment under the Debt Securities agreements, the hold-
ers of the Debt Securities or the Debt Securities trustee may de-

Supplemental guarantor consolidated income statement

mand payment from UBS AG without first proceeding against
UBS Americas Inc.

As of 31 December 2014, the amount of outstanding senior
notes of UBS Americas Inc. which are fully and wnconditionally
guarantead by UBS AG wes approximately CHIF 150 million. Thess
senior notes mature between 2017 and 2018.

Amounts presented for UBS AG in the income statement, state-
ment of comprehensive income and balance sheet represent IFRS-
standalone information. Previcusly, amounts which served as a
lbasis for preparing UBS AG consolidated financial statements un-
der IFRS, were presented for UBS AG.

CHE milfan UBS AL ues Other  Canselidating (05 AG
For e yoar ended 11 Decembes 2014 (standalone)  Americss lnc?  subsidlaries! entries  [eonsslidated)

Operating incame

et income 11,508 1,881 1,160 {1,143} 13,194

hleest pccesse 8,287) {397) o) 1,143 (6,639)
Wt intesest insome 5208 1) 22 0 6535

Crit oss fespense)drecory (108) s ! 13 [
Wt inteest income after credit lovs epessn 5150 1,003 m 13 8477

St fee and commission isezme &1 7,288 3,798 [122) 17,076

Wt rading income 7% 4 m 418 1841

e inzome 580 55 4€) [%,002) 1]

Total aperating income 19,638 ] 4,261 4,895} 28,006
Operating expenses

Permneal acperses .98 5008 1,443 0 18,280
Gemeral and administrative xpeses 5821 2,418 1,341 0 8,377
Depreiation and impairmest of pioperty a4 squpment L1 1= £ 0 7
A icn and imzaitmest of istanghle et 7 5 18 0 83
Total aperating expenses 14,214 8,420 1502 0 28,887
Operating profiti [loss) before Lax 5421 and 1,30 4,895) 2388
Tan eopense/ (beseds] 945 12,378) 248 (2h (1,180
St profiti ) 447 1,778 1,01 4,803 1848
Wt profiti (o) atiributable In prefersed neteholders [TE ] 0 0 142
St profiti o) attribuable In son-cosssolling intesests 0 (] 5 0 5
et profiti{loss) attributable 1o RS AG sharehalders 4,30 2,778 1,086 4,803} 192

1 for L5 AG 3h IFFRZ

1 it B

Bt o the UBS AG (sandalone) audaes faarchl snements for information prepared I acooidance with Swhs GAKFE

> U pseTied In ThEsE ol I SEre 353 h'th;lq_g UES A5 comsolidaied franchl sanements I acooodanoe with IFRS.
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MNote 39 Supplemental guarantor information reguired under SEC regulations (continued)

Supplemental guarantor consolidated statement of cash flows

CHF milion 85 AG UES Other 85 AG
For e year ended 31 Decernbes 1014 (standalone)”  Americasinc’  subsidiaries’  (consolidated)
hiet cash flow fram i {used in} operating acilvities 7,747 {1,874} 7,850 §,438
Cash flow from/{used b} investing activities

Purchane of suteidasies, msocaies asd intangible assets (L] L L] {18
Disposal of subsidiaries, awociates and issangible aets” 41 9 20 ]
Purchase of property asd equipment 1,521) k-] (G4} (1.915)
Disposal of property and equipment 33 14 3 10
B il JrS——r ilable-for-sk 7TM [BaH) {300 4,108
et cash flow from (used in} investing activities (X0 (845} 3,149} 2,99
Cash flow from/{used bn} finanding activilles

et short-tens debit Bsued repaid) 13,584) L 1,064 (2.821)
Het movements is ezsury shares and own equity derivative activity (T8 o [ (78]
Dissibutions paid n UBS shanes (934) L] [ (938)
lesuance of long-tenm debt, induding fnancial Fabiliies designated a2 fair walue 40,272 4 L1 40,963
Repayment of losg-term debe, induding financial liabiities designated at fair valee (32,08%) (454} 1,832) (34.210)
Dvicends pasd and repay o prefersed {iid) L] [ i
Het changes of non-contraliing ] o (3 ™
Mt activily is izvestmens in subsidisries {¥i%) ] 318 ]
et cash flow from(used in} financing activities 2118 (470} 434 2,081
Effects of enchange rate differences on cash and cash equivalests 7,506 840 268 8611
et increase ! (decrease) in cash and cash equivalents 23,980 {2,445) 199 21,714
Cach and cash egeivalents at the beginning of the year #3570 11,438 8530 108, 268
Cash and cash equivalents at the end of the year 107,930 #5380 10,069 126,980
Cash and cash equivalents comprise:!

Cazh and balances with ceatal Banks 95,1 6,440 1523 104,073
Due fram basks! 11,387 3,50 B idi 25,087
Money market paper® Lird n & ey
Tatal 107, 380 550 1,080 126, 6"

| ATTOUNS PRSERIE 1N TS ol MG SETVE 26 @ basks for proparing LSS AG consaldaied financal satements In acoordance with IF35. Incues disidends received from ssodnes. 1 Bakances represtr Taind party
hew Trom an UES &G iporschinied] perpaive. llﬂ:srﬂnmlh-m#d-mb-ﬁ-lﬁﬁnﬂnﬂhudﬂm o oy Pt paper 5
Inciucded In the bfance sheet unser Tading portfolio amets and Firandal investments walableforsle. 5 CHF &,553 millon of Gish and Gish equivalents were seticied.
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Financial information
Notes to the UBS AG consolidated financial statements

MNote 39 Supplemental guarantor information reguired under SEC regulations (continued)

Supplemental guarantor contolidated balance sheet

CHE million UBS AG uBs Other  Consolidating UBS AG
A o 1 December 2013 {sandslne)t  Americas Inc? subsidiaries” enfries (onsclidaie)
Asats
Cach and Babareces with ep=teal Bariks 65,008 8,003 2178 ] BoaTe
Due fram basks nEn 7,008 50,511 {71,340 12874
Cach coilateral om securities bomowed m,30 13,385 2097 28,200 74
Reverse sepusthase ageements 647 w57 Fek ) {51,963 51,52
Trading carticl s 4971 7,848 LAY {7.188) 122848

o whick; #reis pleciged as colaforal which may be soid

o repladge by counlergaties 44,50 1,862 185 15,088 249
Poeitive: repiacement alues 245,178 #7869 60,384 {54, 28y 19404
Cach eollateral reorhables on derheatiee 047 6,147 18254 21,58 26,548
Finascial ansets desieated at fair value 6,513 1,880 3,257 (TR 1.354
Loars F74,500 36,807 15231 (39,598 06955
Finacial isvestmes2s mailabie-for-sale 47,80 4,969 5,343 2214 59,505
iment=ents in suteidiaries and amociztes 240 1 i {20,901) 843
Property and equisment 5149 603 LT 0 606
Goodwill and intangbile sess 1 4,506 1,061 ] 613
Defomd b ek 499 3,658 41 (52 aas
Coher ansets 13,508 7,572 1047 {2806 20,108
Total assets s, T8 160,404 235,155 (320, 434) 1,013,355
Liabilities
Due In banks 19,958 19,489 £768 (71,340 1282
Caeh eollateral om securities lent Ban 19,261 1508 36, 250 9481
Reperchase ageements 10,029 19,323 26,402 {51,963 13811
Trading partioko Fatilses B 3,603 5,480 4517 26,608
Hegatiee reglacement valees 242,081 9130 1,115 {54, 2y I Tin]
Cach collateral payables o= derivative 745 8,106 30855 21,856 44,5067
Finacial Fabiles designated o2 dair value 67,912 4 6084 14,55) ag:201
Diue 1 cestomers 45,348 41,029 43345 38,6565 100,05
Dbt issud 8,441 ETY 2866 &1y 81,585
Provisores 1681 438 4na (56 2471
o abilties m,781 16,284 20,548 {2.896) 82777
Total llabiities B0, 5TS 157,875 114,560 {307 504 63,418
Exquity attributable to LIBS AG sharehalders 517 1530 20,585 (20,830 a2
Equity atiribetable 1o prefemed sotold iBa a 0 o 1033
Equity atiribetable 1 nan-costroling interests (] ] 4 ] 41
Total equity 47610 1530 30536 (20,430 40,436
Total llabiities and equity af, 188 160,404 235,155 (320,434) 1,013,355
e i, e o e o ot e v s .3 o
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MNote 39 Supplemental guarantor information reguired under SEC regulations (continued)

Supplemental guarantor consolidated statement of cath flows

CHF milfion UES AG ugs Other UBS AG
For the year ended 31 Decamber 2013 {standaloze}’ Ampsicas Inc.” subsidiaries” (consclidated)
Ret cash Mow from /{used in) operating sctlvities 55,469 (8,158) Elo 50958
Cash flow from/{used in} investing activities
Purchase of subsidias waies and ntangible assets (]| (] o (450
Dispasal of subsidiaries, asociates and intangible assess™ 136 L] 1] 136
Purchase of progesty asd equipment (1,022) [160) [44} 11, 238)
Disposal of proparty and equipment 545 5 91 &9
Kt {7 i} di of fisandal i available-for-sale 751 6078 (381} 5968
Ret cash flow from/{used in} investing activities 51 5922 (&15h 5457
Cash Mow From /! used bn) Hnandng activitles
et shait-term debrt Baued frepaic) (1,400 L (28500 14,2500
Mt movemnents is reasury shares and own eqeity derivatve adtivity 341] 0 o 41
Capital imuance 1 L] o 1
Distsbutions paid an UBS shares {564] (] o 1564y
Esuance af longrienm debt, induding fnascial Rabilties designated at fair walue A 58 513 28014
Repayment of lo=g-ferm debd, induding Sinancial Rabilies designated at far valee (85,1121 [488] 12,356} {60,954
[Dividends paid and repayments of prefersed notes (1,415) L] o {1415
Mt changes of non-montraling intenis (i} [i] 4] By
Hat acivity in isvesiments in subsidiaries 12 2 (45} 1]
Het cash flow fram/ (used in) Hnanding activitles (41,3771 [356) (5. 784 147,555
[Effects of enchange rate differences on cush and cash eqeivalpats (2,330) [207] (165} {2,700
Ret increase ! (decrease) in cash and cash equivalests 12112 (2R41) 121158 6,158
Cash and cash eqeivalents at the beginning of the year 71,858 14,266 12,585 59,108
Cash and cash equivalents af the end of the year 83,570 11,425 SN 105, 66
Cash and cash equivalents comprise:"
Cash and babinces with cesteal Banks 55,008 5853 Lim BOATS
Due fram Basks® 5,938 2503 TE5R 200059
Maney market paper® 4224 28 5 4.8
Total E3,570 11,425 ST 105, 266°
Azied faarcial In k th IFRS.  : Indusies diwdends recelwed hom msocates. 1 Bafarces et third pay

Amouns proeseried In T
Mh-mﬁwm '] Jﬂh‘lmﬂh‘h”lﬁﬁlhﬂb'ﬂ[ﬂﬂlﬂﬂmm  Manry market paper |s
Irciudesd b the balanoe sheet unser Tading portfolio aseis ard Frandal irvestmeis wallabeforole 5 CHF &.958 milfion of ceh and csb equhal
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Financial information
Notes to the UBS AG consolidated financial statements

MNote 39 Supplemental guarantor information reguired under SEC regulations (continued)

Supplemental guarantor consolidated statement of cach flows

EHF milfan UBS AG uBs Othes UBS AG
For the yuar ended 31 Docember 1012 istandalose)’  Asedcs e’ subsiiies’  (oonsolidied)
et cash flow fram ! {used in) operating acthities 4515 10,755 TS BT, 160

‘Cash flow from/{usd in) investing activities
Purchata of subsidiasies, associries and intangible assets
awmacisies

et cash flow fram/{used in} investing sctlvities
Eash flow from /{used in) linancing activitl e

in ety shares and own equty duriveive schivily
UES shares

et cash flow from/ (used in} financing activities
Effects of exchange rate dfferences on cash and cash eqeivalests
MWet increase! (decrease) in cash and cash equivalents

Cah and cash equivalents at the beginning of the year

Cash and cash equivalents ai the end of the year

Cash and cash equivalents comprise!

Cash and balanoes with amssal Banks 082 11,355 b 66,33
Due fram basks" 13,387 2804 1211 28,344
Waney market paper® 4279 4 56 4,31
Total 71,858 14,166 12585 98,108

| ATTOUNS pRSEriE [N st ol MRS SEree 2 lmhmmmm.mﬂ IS : Induzes divdends receiwed rom maciates. 1 Balances sepoesert third pany
hew Trom an UBS AG iorsolkdned] penpocive. 4 r—wihmmﬂhhhdﬁu&ﬂ“-mm  NAEEY TERET paper |
Inciucded In the bfance sheet unser Tading portfolio amets wallable-formie. 5 CHF 10,009 milln of cash and cash equisalents wene restricied,
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UBS AG standalone financial statements

Financial review

Income statement 2014 compared with 2013

Met profit
UBS AG (standalone) recorded a met profit of CHF 7,845 million in
2014 compared with CHF 2,753 million in 2013.

Profit before extraordinary items and tax increased by CHF
1,202 milbon to CHF 3,267 million, mainly as operating profit in-
creased by CHF 2,034 million, reflecting CHF 1,351 million highar
operating income, as well as CHF 683 million lower operating ax-
pensas. In addition, impairments of invastments in subsidiaries and
other participations dadined by CHF 860 million, reflecting re-
duced provision charges recorded in subsidiaries, improved operat-
ing business resulis and favorable foreign currency valuation ef-
fects compared to 2013, particularly related to the US dollar
These effecis were parthy offset by higher allowances, provisions
and losses, which increased by CHF 954 million, mainky due to
higher charges for provisions for |itigation, regulatory and simiar
matters.

Extraordinary income increased by CHF 3,183 million to CHF
4,850 million, mainly reflecting higher reversals of impairments
and prowisions of subsidiaries and other participations of CHF
3,670 million, following significant upward revaluations of de
ferred tax assets recorded in subsidiaries and currency-related
gains. The prior year included the release of 2 reimvestment relisf
prowision of CHF 291 million relsted to the sale of UBS Pactual.

The tax expense in 2014 was CHF 212 million compared with
CHF 270 million in 2013.

Oiperating income
Operating income increasad by CHF 1,351 million to CHF 18,425
rriillic.

Net interest income increased by CHF 1,053 million to CHF
5,097 millicn, reflacting a CHF 842 million dedine in interest ex-
pense and CHF 210 millicn higher interest income. The CHF 842
millicn decraase in interest experse was mainly driven by CHF 203
millicn koweer interest on debt issued, as well as lower interest ex-
pense on amourts due to banks and customers of CHF 261 mil-
licm. Furthermare, interest experse on finandial lisbilites desig-
nated at fair value dedimed by CHF 190 million. Interest income
increased by CHF 210 million, mainly due to a CHF 274 million
increass in interest and dividend income from the frading portfo-
i and CHF 63 million higher interest and dividend income from
finandial investments, partly offset by a decrease in interest and
discount income of CHF 127 million.

Met fee and commission income decreased by CHF 262 million
to CHF 6,132 million, mizinly as fee and commission income from
securities and investment businesses dedined by CHF 455 million,
primarily reflecting CHF 372 million lower brokerage fees and
CHF 152 million bower underwriting fees. This was parthy offset by
am increase of CHF 168 million in credit-related fees and commis-
sions.

Met trading income dedined by CHF 802 million to CHF 3,407
million, largely driven by lower revenues in the Investment Bank.

Cther income from ordinary activities increased by CHF 1,361
millicn to CHF 3,729 million, mainly as sundry ordinary income
increasad by CHF 760 million to CHF 4,494 million, driven by
higher income received from subsidiaries for services rendered,
Additionally, sundry ordinary expenses decreased by CHF 676 mil-
lian to CHF 1,816 millicn, mainky as charges from subsidiaries for
saryices received decreased by CHF 224 miillion. In addition, losses
related to the buybadk of debt in public tender offers dedlined by
CHF 183 million. Dividend income from imvestments in subsidiar-
ies and other participations decreased by CHF 137 million.

= Refer to Motes 3 and 4 for more information

Operating expenses
Operating expenses decreased by CHF 633 million to CHF 12,514
millicn.

Personnel expenses decreased by CHF 1,265 million to CHF
5,787 million, primarily related to a reassesment of the account-
ing for certain equity participation and other deferred compensa-
tion plans, resulting in an alignment of the recognition pericd, &=
will as measurement, of such plars with IFRS. This aignment re-
sulted in a reduction to personnel expenses of CHF 1,355 million.

= Refer to Mote Xb for more information

General and administrative experses incressed by CHF GBE
million to CHF 5,727 million, mainly related to higher professional
fees and increased expenses for outsourcing of IT and other
SEervicES.

mparment of investments in subsidiaries and other participations

Impairment of investments in subsidiaries and cther participa-
tions decreased by CHF 860 million to CHF 415 million, mainby
a5 2013 was affected by impairments related to certain charges
for provisions, updated strategic business cutlooks and unfavor-
able foreign currency impacts, driven by the weakening of the
US dollar.
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Financial information
UBS AG standalone finandal statements

Allowances, provisions and |osses

Allowances, provisions and |osses increased by CHF 954 million to
CHF 1,613 million, mainly as 2014 induded higher charges for
prowisions for litigation, regulatory and similar matters. This was
partly offset by a release of CHF 399 million in restructuring proni-
sions related to the effects of a voluntary change in accounting
policy for recognition of restructuring provisions.

= Refer to Note Zb for more information

Extraordinary income

Extraordinary income increased by CHF 3,182 million to CHF
4,850 million. Reversals of impairments and provisions of subsid-
izries and other participations increased by CHF 3,670 million o
CHF 4,646 million, following significant upward revaluations of
deferred tax assets recorded in subsidiaries and favorable foreign
currency effects, mainly on the translation of investments in US
dollar and Eritish pound. Other extraordinany income dedined by
CHF 230 million, mainly due to lower gains on sales of real estate.
Extracrdinary income in 2013 induded the release of a reinvest-
ment relief provision of CHF 291 million related to the sale of UBS
Pactual in 2009

=% Refer to Note 5 for more information
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Extraordinary expenses

Extracrdinary expenses wera CHF 57 million compared with CHF 9

million, mainly due to an increase in prior pericd related expenses.
= Refer to Mote 5 for more information

Tax expense/benafit

The tax expense in 2014 was CHF 212 milllion compared with a
tax expense of CHF 270 million in the prior year. This differs from
the UBS AG (consolidated) net ncome tax benefit of CHF 1,180
milllicr under IFRS, mainly as the net tax benefit for subsidiaries =
not induded in UBS AG's standalone financial statements. This
impact was partially offset by a met decrease in deferred tax assets
for LBS AG which was also not induded as deferred tax assets are
not recognized under Swiss GAAR
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Balance sheet: 31 December 2014 compared with
31 December 2013

Assets development

Total assets stood at CHIF 778 billion as of 31 Decamber 2014, an
increase of CHF 62 billion from 31 Decamber 2013, with the net
increase affected by the stremgthening of the US dollar versus the
Swiss franc.

Due from customers increased by CHIF 30 billion, primarily re-
flecting increased fixed-term lending, higher reverse repurchase
agreement balances with other corporates and currency effects.
Liguid assets increased by CHF 26 billion as of 31 December 2014,
miinly reflacting higher balances with central banks. Positive re-
placement values, which are reported on a net basis provided the
miaster netting and/or the related collaterzal agreements are le-
gally enfarcesble, increased by CHF 13 billion, mainly driven by
increasad interest rate contracts an a net basis. Trading balances
in securities and precious metals increased by CHF 7 killion, pri-
miarily reflecting an increass in equity instruments held, partly off-
set by a reduction in precious metal holdings. Investments in sub-
sidiaries and other participations increased by CHF 5 billion,
mizinly due to the sbovementionad reversals of impairments dur-
ing the year.

These increases were parthy offset by a CHF 15 billicn decline in
interoank lending (due from banks), mainly resulting from re-
duced reverse repurchase agresments with subsidiaries. Addition-
ally. money market paper held decreased by CHF 11 Gillion, pri-
manrily dwe to reductions in lapanese, British, French and German
gowernment paper.

Liabilities development

Total liabilities increased by CHF 55 billion to CHF 736 billion as of
31 December 2014, with the net increase affected by the strength-
ening of the S dollar versus the Swiss franc.

Total amounts due to customers increased by CHF 25 billion to
CHF 402 billion, primarily due o an increase in deposit and our-
rent accourts, combined with currency effects. Due to banks
inreasad by CHF 16 hbillion to CHF 95 billion, mainly reflecting
increased repurchase and securities lending activity with subsidia-
ries and currency effects. Maney market paper issued increased
[y CHF 11 billion to CHF 34 billion 2= of 31 December 2014, pri-
miarity reflecting new extendible money market certificates isswed.
Megative replacement values increased by CHF 5 bilion to CHF 43 bil-
[on, mainilty driven by increased nvterest rate confracts on a net basis,
partly offset by lower foreign exchange contracts on a net basis.

Equity development

Equity atiributable o shareholders amounted to CHF 42,376 mil-
lion as of 31 December 2014, compared with CHF 35,437 million
as of 31 December 2013, with the increase mainly due to the
2014 net profit of CHF 7,843 million.

The general resarve increased by CHF 1,842 milkon to CHF
28,453 million as of 31 December 2014, mainly reflecting the ap-
propriation of the 2013 nat profit of CHF 2,753 million, partly
offsat by the distribution of CHF 938 million out of the capital
contribution reseree in May 2014, The reserve for own shares of
CHF 1,020 milkon as of 31 December 2013 was fully reversed in
2014 as part of the UBS Group recrganization, increasing the
other reserve by the same amount. All UBS AG treasury shares
were exchanged for UBS Group AG treasury shares as part of tha
share-for-share exchange. UBS AG shares acguired after the share-
for-share exchange are held for trading purposes and no reserva
for own shares was recognized as of 31 December 2014.

=+ Refer to Mote 10 for more information
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UBS AG standalone financial statements

sudi=2 | Imoome statement

For the year ended % change from
HF milfon Koln LYW FRE AR FAE] EiRFAES
Intesest and dzxoent income: 8855 -l [y
Imtesest and dividend income from faading portiolio 2,883 2408 11
Intesest and dvidend income from finandial imeesiments 158 135 47
Inesest pxpasss 16,450 (7.290} (1]
Mt interest income 5,097 2044 Pl
‘Credit-related foes. and commizinne 49z i 53
Fee and commission income from secwities and imestment business B,248 6,713 i
{(ehee fer and commission income k] (i &
Fee and commission expense {1,147} {1,231} i
et fon and commission: iscome B, 1532 6454 4
et rading income 3 3,407 £4.005 (1)
it income from disposal of fisandal isvesiments 147 .1} &
Dividend inoome from investments in subsidiaries and other participations TR 1,015 (1%
Income from seal estate holdings il 0 [HE:]
Sundiy ardinasy income ] 4,484 ERET) m
Sundiy ondinasy expenses 4 1,518) (2487} [
(Ceheer income from crdinarny adtivities 378 2368 57
Operating income 18,425 17074 -]
Personnel expermes B Ta7 8,156 (i
(General and adminstrative oopesses 5727 5041 14
Dpetating epentes 12,514 1518 ]
Dperating profil 5901 AT 52
E— T Sl il Ot PRy s 127 3]
Depreciation of faed azts &6 57 6
lywences, provisions and leses 1,813 55 145
Prafiti{loss) before extracrdinary items and tax 1367 1,365 139
Extracedinary income: ] 4,550 1,667 191
Extracrdinary espenses ] (57} (] 533
Tax b it (213 270 i)
et profit/{loss) for the year 7849 .M 18%

526

536/583



EDINETOOOO
00000000000 0O(E05852)
oOoOooodd

Balance sheet
% change fiom
CHF milfan Hole i1 i4 AR FRE] EiRFERE
Axsets
Liquiad arcseds 95,71 [=0 w
Money market paper 10,968 158 51
[Due from basks 112,849 127685 [ ]
[Due from cusiomery 183,081 153,376 1%
Morigage bass 155,408 152479 2
Trading balances in seawities and precouws metak 104,530 a4 841 7
Finasdal isvesimests LA L] 34085 [}
Imessments i subsidiavies and other particpations 27,1989 21,758 n
Ficed assets. 5902 5193 14
Accrued income and prepaid mpesses 1012 2005 [
Pesitfer: replacement walues 14 42,585 2085 46
(O azsett ] 1,588 2568 ]
Total assets T Tse1? 9
of which: sebovdinsted assets 4757 1776 40
cifwitich: amounts dow dom sebsidisnier and gualified shanbololvs 4087 50,668 47
Liakdities
Maney market paper isssed 1,238 2285 0
[Duse 1o banks 04,952 TN m
Trading partiolo Rabiles 18,985 22,165 (14
[ 1o cestomens on savings and deposit acoounts 112,700 B05,0dly [
(Ceheer amaounts due 5o cusiosers 289, TT9 M3 7
Medium-term nobes [ b 5]
Bonds isseed and loars from cential morigage institutions 7707 75585 2
Finazcal Fabilisies designated at fair value 49,803 4950 1]
Accruals and deferred income: 4, 70D BE10 (5]
Negatiee raplacement valms 4 42911 A 15
Orheer Rabiities & B,582 6,009 15
Mlipwances and provitions q 28EM 205 1
Tatal llabilities 7557 80 480 -}
o which: rboedinated Kabdiner 18,840 13800 LE
Equity
‘Share capital 1@ 1 g it [}
General e 10 28,453 268611 7
o wiich: capitel contribution renove 40, 782 A1,692 (]
o witicl; swtaived eanmings (1.2.529) (15,081} &
Reserve for cwn shanes 1] o 1000 {106
o il retained savvings o 1,020 (e v
(Crhi respree 1] 5880 AEEG b
Mt profit i (oss) for the year 7849 27 185
Equity atiributable to sharcholders 1] 42,978 ELYE Fiil
Total llabiities and equity 777,883 TEg1? 9
cefwinche amownfs dew do subnidfanes and qualibed shareholdars 108,913 e 4%
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Statement of appropriation of retained earnings and proposed distribution of capital contribution reserve

The Board of Directors proposes that the Anmual General Meeting of Shareholders (AGHME on 7 May 2015 approves the fallowing

approgrigtion of retasined eamings.
Propoded appropriation of retained sarnings

CHF miliion

Mt profit for the year

Total available for appropriation
Mppropriston fo general resers: retaized camings.
Total approgriation

For e year ended
1214

7,048

7,48

7848

7,048

Propossd distribution of capital contribution ressrve

The Board of Directors proposes that the AGM on 7 May 2015
approves a distribution of CHF 0.50in cash per share of CHF 010
par value payable out of the capital contribution reserve. The
Board of Directors may, in addition, offer holders of shares an op-
ticm to recaive the dividend in shares (or 3 share equivalent instru-
ment) havirg a value equal to the CHF 0.50 per share. Should the
Board of Directors determine to propose a share equivalent cotion
for the dividend, the details of such propasal and means of mak-
ing an election will be zat forth in the imitation to the AGM.

In addition, the Board of Directors proposes the distribution of
a dividend in cash of CHF 0.25 per share of CHF 0.10 par value
{Supplementary Dividend) cut of the capital contribution reserve

(i} UBS Growup AG has, directly or indirectly zequired 2l of the
outstanding shares of UBS 4G (be it through a share cancalla-
tiom procedure urder art. 33 of the Swiss Stock Exchange Adt,
through 2 triangular merger of UBS AG into a fully cwned
subsidiary of UBS Group AG, or otherwisa) {Acquisition Con-
dition; and

{ii} at the time the Acquisition Condition is met, UBS AG and UBS
Group AG each meet the minimum regulatory capital require-
ments under Swiss lzw on 2 consolidated basis as well as UES
AG on a standalone basis after giving effect to the payment of
the Supplementary Dividend (Regulatory Condition).

under the conditions precedent that: The record and payment date of Supplementary Dividend shall
lbe determined by the Board of Directors. The resclution shall ex-
pire if the Acquisition Condition and the Regulatory Condition are
not met before the date of the AGM in 2016,
Far the year esdisd
CHF million, exepdt where indicated EiRFAT
Total capital comtribution reserce befare praposed distribatian® ¥ 40,782
Proposed enfisary distribesion of capital contribulion nesenve within qesesal seserve: CHE 0 50 per dividend-beasing share” (1,822)"
Proposed supplementary distribution of capital contribution resrer withia general reserve: CHF 10,25 per dividend-bearing share” (961)
Total capital contribution reserve sfter proposed distribution 7,899

1 b peeanted o the aknce sheet, the

aonedtutian reseve of CHF 80,722 million & & component of the gesenl rsers of OF 38453 millon aher taking Int aoount regatie: setaieed aamings of

CHF 12,329 milkm. :Eh:nnmﬂmmmmmmﬂwmdhwmmuummmmunmumw

difiemices bevween the Ssits Fedleral Taw Asthorises and
Aarhaites, b conf o thak USS would be able to sepay fo:
thiat appiles to-dhdends. pald out of retainesd eamiags

IJI:.!.-I-

amoares of cpiial contrisetion wseres and fhe Shoinsws In the Tnandal ssxements. In view of The, the Swis Federal T
of ekoosed capial contribesion resnve (st 6 of 1 lanwany 200 1) withoet being subject 1o the sithholeing G dedecion
This amound secieced 0 CHF 156 billon ac of 30 Deceraber 71114 suscequent to fae ditribetions 3

By theAG 2013, 3013 and 2014, The dedsion about

e rerLaining amount has been delered toafeee pointintime.  © Dividend: bearing shares are

for ¥ ook by LVEES e 2 o e recmee e Th CHF 1,92 2 miflion aind (C5F 951 mik

Tiom preseried - borsed on fae total nerber of shares lsued 25 of 31 Deoomber 2014, 4 Baed om 2 dleirioetion In cash.
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Notes to the UBS AG standalone financial statements

MNote 1 Business activities, risk assessment, outsourdng and personnel

Business activities

The busimess activities of ILUBS AG (standalone) are described in the
context of the description of the activities of the UBS Group in the
“Qperating environment and strategy™ section of this report.

Rizk assessment

UBS AG (standalone) is fully imtegrated mto the Group-wide
internal risk assessment process described in the audited part of the
“Risk, treasury and capital management” section of this report.

Mote 2 Accounting policies
a) Significant accounting polices

UBS AG standalone financial statements are prepared in accor-
dance with Swiss GAAP (FINMA Circular 200872 and the Bank-
ing Ordimance). The accounting policies are principally the same
as for the consolidated financial staterments outlined in Mote 1 to
the consclidated financial statements. Major differences be-
tween the Swiss GAAP requirements and Intermational Fimandal
Reporting Standards are described in Mote 38 to the consaoli-
dated financial statements. The significant accounting policies
apphied for the standalone finandal statements of UBS AG ars
discussed below.

Foreign currency translation

Assets and liabilities of foreign branches are translated into Swiss
francs at the spot exchange rate at the balance shest date.
Income and expense items are translated at weighted average
exchange rates for the period. All currency trarelation effects are
recognized in the income statement.

The main currency translation rates used by UBS AG {stand-
alone) can be found in Mote 26 to the consclidated finandal
staternents.

Dutsowrcing

UBS AG ocutsources information technology and other services
throwgh agreements with external service providers.

Personnel

UBS A5 employed 32,974 personnel on a fulltime equivalent
[basiz as of 31 Decernber 2014, compared with 33,291 personnel
as of 31 December 2013,

Investments in subsidiaries and other participations

Investments in subsidiaries and other participations are equity in-
terests which are held for the purpose of UBS AG's business ac-
tivities or for strategic reasons. They include all directly held sub-
sidiaries through which UBS AG conducts its business on a global
basis. The investments are carried at cost less impairment. The
carryirg value is tested for impairment when indications for a de-
crease in value exist, which include incurence of significant cper-
ating losses or a severe deprediztion of the currency in which the
investrment is denominated. I an imestment in 2 subsidiany is im-
ppaired, its value is generally written down to the net asset value.
Suhsequent recoveries in value are recognized up o the criginal
cost value based on sither the increased net zsset value or avalue
above the net asset value if, in the opinion of management, fore-
casts of future profitability provide suffident evidence that 3 car-
rying walue above net asset value is supparted. Management may
axerciss its discretion as to what extert and in which period a re-
covery in walue is recognized.

Reversals of impairments are presented as Extrsordinary in-
come in the income statement. Impairments of investments are
presented in Profit/{loss) before extracrdinary items and tawes un-
der mpairment of investments in subsidiaries and other participa-
tions. Impairments and partial or full reversals of impairments for
a subsidiary on a net basis are classified a5 extracrdinary expenss
or extraordinary income, respectively, if they relate to prior periods.
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Financial information
Motes to the UBS AG standalone finandal statements

MNote 2 Accounting policies (continued)
Deferred taxes

Deferrad tax assets are not recognized in UBS AG'S standalone fi-
nandal statements. However, deferred tax liabilities may be recog-
nized for taxable temporary differences. The change in the de-
ferred tax hability balamce is recognized in the income statement.

Sundry income from ordinary activities and sundry
ordinary expenses

Zundry income from ordinary acthvities mainly indudes income
from hard cost and revenue transfers betwean UBS AG and its
subsidiaries and income from lower of cost or market accounting
of finandial investments. Sundry ordinary expenszes mainly indude
costs for hard revenue transfers between UBS AG and its subsid-
iaries and expenses from lower of cost or market accounting of
financial investments. As a general nule, hard trarsfers of costs
and revenues are performed on an arm's length basis and are
settled in cash between UBS AG and its subsidiaries.
=% Refer to Note 4 for more information

Pension and other post-employment benefit plans

AMMA Circular 200872 Accounting — banks permits the use of
A5 19 or Swiss GAAP FER 16 for acoounting for persion and
other post-employment benefit plans. Election of the accounting
stamdard may be done on a plan-by-plan basis.

UBS AG has elected o apply Swiss GAAP FER 16 for the Swiss
pension plan. Swiss GAAP FER 16 requires recognizing the em-
ployer contributions to the pension fund as personnel expensss.
The employer contributions to the Swiss pension fund are deter-
mined a5 a percentage of contributory compensation. Under
Swiss GAAP FER 16, it & periodically assessed whether, from the
peint of view of UBS A5, an economic benefit or cbligation arises
from the pension furd which, when conditions are met, is re-
corded on the balance sheet. The finandal statements of the pen-
sion fund prepared in accordance with Swiss GAAP FER 26 are
used for the assessment.
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Key differences between Swiss GAAP applied for the Swis
pension plan and 1A% 12 indude the treatment of dynamic ee-
ments, such as future salary incresses and future inberest cradits
on retirement savirgs, which are not considered urder the static
miethod usad in accordance with Swiss GAAR Also, the discount
rate used to determine the defined benefit cbligation in acoor-
dance with 145 12 is based on the yield of high quality corporate
lbords of the market in the respective pension plan country. The
discount rate used in accordance with Swiss GAAP (e, the tech-
mical interest rate) is determined by the Pension Foundation Board
based on the expected returns of the Board's investment strategy.

= Refer to Mote & for mone information

LBS AG has elected 1o apply 145 19 to the non-Swiss defined
benefit plans. However, remeasurements of the defined benefit
cbligation and the plan assets are recognized in the incoma state-
ment rather than diractly in equity.

Treasury shares

Treasury shares are own equity instruments held by an entity and
recognized on the balance sheet as Trading balances in securities
and precious metals or as Financial investments, Short positions
in treasury shares are presented 2z Trading portfolic [abilities.
Treasury shares recognized as trading balarces and short posi-
tions in treasury shares are measured at fair value with unreal-
ized gains or kosses from remeasurement to fair value recognized
in the income staternent. As of 31 December 2014, UBS AG only
fheld treasury shares for tradimg purposes, and therefore released
its Resenve for own shares to Other resenve.

Dispensations in the standalone financial statements

As UBS AG prepares consolidated finandal statements in accor-
dance with IFRS, LUBS AG is exempted from various disclosures in
the standslone finandal statements. The dispersations indude
the statement of cash flows, various note disdosures, as well as
the publication of interim financizl statements.
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MNote 2 Accounting policies (continued)
b} Changes in accounting policies, comparability and other adjustments

Deferrad compensation
In relation to the transfer of the grantor role and related Eabilities
from UBS AG to LBS Group AG as the ultimate holding company of
the UBS Group, UBS reassessed, in the fourth quarter of 2014, its
accoamting for certain equity participation and other deferred com-
pensation plans and has aligned the recognition pericd as well as
measurement of such plans with IFRS. Accordingly, compensation
expense is recognized over the vesting period and measured at grant
date fair value, which indudas certain adjustments such as forfeiture
assumpdions or post vesting transfer restriciions. Eguity-ssttled plans
are not remeasured after grant. The alignment resulted in a net
release of Accrusls and deferred income of CHF 1,330 million, pre-
serted as a reduction fo Personne! expenses of CHF 1,355 million, s
well a5 3 reduction to Net trading income of CHF 25 million.

A5 a result of the transfes, UBS Group AG assumad all rights/ob-
ligations associated with the grantor role for the employes share,

) Accownting polices to be adopted in the future

Amendment of accounting standards apphicable to banks and
securities dealsrs

The Swiss Law on Accounting and Finandal Reparting (32nd title
of the Swiss Code of Obligations) was revized in 2011 and be-
came effective on 1 Jarwary 2013 with a transition period of two
years (i.e., is effective for annual periods beginning on or after
1 Jarwary 2015 with early application permitted). Following this
change, the accounting standands applicable to banks and securi-
ties dealers were amended accordingly. On 30 April 2014, the
Swiss Federal Council passsd the amendad Banking Ordinance,
and on 3 June 2014 the new FINMA Circular 201571 Accounting
— banks was published. Revisad Swiss GASAR in accordance with
the amended Banking Ordinance and the new ANRA Circular, are
effective for annual periods beginning on or after 1 January 2015
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option, notional fund and deferrad cash plans, including the right
of recharge to employing subsidiaries of the Group. Therefore, a
considerable part of the income recognized in 2014 from tha
alignment will be compensated in future years by the recognition
of expenses over the vesting period.

Restructuring provisions

In 2014, UBS AG reassessed its accounting policy for recognition
of restructuring provisions, which resulted in an alignment with
IFRS regarding {i} the scope of provisionable charges and (i) the
timing of recognition of a provision. This voluntary change in ac-
courting policy resulted in a release of CHF 399 million in restruc-
turing provisions which was recognized as a reduction to Aflow-

with early application permitted. & transition period allows for
interim reporting during 2015 in accordance with previous rules
{iLe., revised Swiss GAAP is applicable for anmual finandal state-
ments as of 31 December 2015 at the latest). UBS AG will make
use of the transition period and adopt revised Swiss GASP for
financial information disclosed as part of its fourth quarter 2015
report and the 2015 annual financial statements. Revised Swiss
GAAP will be more dosely aligned with IFRS for recognition, mea-
surement and presentation. At the same time, the number of re-
quired note disclosures to the standalone finandal staterments will
considerably increase. LBS AG expects a limited impact from the
adoption of revised Swiss GAAP on its finandal statements. Cver-
all, some reducticn in income statement volatility is expected from
the increased scope of the fair value option and changes to fair
value hedge accounting.

CE]|
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Financial information
Motes to the UBS AG standalone finandal statements

MNote 3 Net trading income

For the year ended % change from
CHF milfion 311214 EARFRE] EiRFRE]
Imsament Bask Cosporate Cient Soluions! ] 5 m
imessment Bask investor Jient Services 3088 3585 (&)
(Cehes business divisions and Corporate Canter na Pk 4
Total 3,407 &0 (1%
1 1 2004, compasasten period fgeres were comectend. As 2 sk, net tading Income b Irwestment Bank Corporate Client Salutions decwased by C5F 123 milkon for 2013, with an equal and ofsesing incease for
Irwedment Bank insesion ent Senices.
Mote 4 Sundry ordinary income and expenses

For the year ended % change from
CHF milfion 3.a204 31213 1213
Gains fram sale of leans and recehables 47 % &1
Income from Bard cost kansters 2,458 1817 0
hncome from Bard reverree fransfers 1,853 1682 1]
Coher L] 1o [LE]
Total sisndry ardinary come 4,454 ERES o
Lesses from early redemption of UBS debt (4} (187} =]
Expenses from hard nevenue trarfers {1.772) 12,006} (AL
Cehes (40} (2054 (&1
Total sundry ondinary expenses {1,818 {2457} [*4]
MNote 5 Extraordinary income and expenses

For the year ended % change from
CHF millian 311214 EARFRE] 1213
Gains from deposbs of subsidiarnies and ather parlicy ™ % 3
Reversal of impairments and provisions of subsidiaties and other particpation 4,848 978 e
Frior period refated income &3 45 b ]
(Ceheer extracedinary income 45 s [1-X4]
Releae of neinvestmeat relief provision related 1o the sle of Pacteal L1} | {100
Total extracrdinary income 4,850 1,667 191
Lesses From dispazals of subsidavies and cther participations o 3 1oy
Prior period rafaind wopense (55} m L5
(Crhes extracedinary espenses (2} o
Total extracrdinary expenses [57) ] 513

532

542/583



MNote 6 Other assets and liabilities
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Orther asseks
% change from
CRF milfan a4 EIRFRE 34213
Recefvables from subsidiaries and qualified shareholders 1,544 1412 [44]
Sestlement and deaving aocounts 48 I {13
VBT and other tax recehsables. 178 ELE] [LE]
Cehes recivables! 1,897 445 214
Total other assets 3,528 2568 2]
1 Ealanoe a5 of 31 Decemizer 2012 ncludes 2 ball deposk of CHF 1,323 million. Refer i e 1 In Nobe 375 o the comssligaied francal satements for mone information.
Orther abilities
% change from
CHF milfon 311214 311213 31213
Deferral poeition for hedging irstusments 3557 2550 E ]
Payables bo daries and qualified ol 3] m )
Settlement and deaving socousts T £45 L]
Mt defised benefit labilifes L] 563 k|
VT and other tax payables m m (400
Ceher papables 1,193 1,006 19
Total other liabiitie B, 562 6,005 15
MNote 7 Pledged assets
a4 EIRFRE] Change: in %
Asinclated llability Assocaied Rabily Bgseciated Rabiity
Carrying value of recognized on the Carpingwalveof  secogeized on the Camying vales of recognized on the
CHF milfon pledged assets balance sheet pledged amets Ealance sheet pledged asses balance sheet
Money market paper 0 0 4586 405 00 (100
Mortgage kass! a7 21,543 AEX ol in 4
Securities 57848 17,137 450M 15,849 E ] -]
Medges of precious metaks to subsidiasies 1,153 L] 4144 1] {Th 1]
Tatal® 85972 13580 21343 ELl 4 1]
-
o o 1 e 00 1 Dnmte 3915 et OF .3 e o b e o o s e o v 0 e SO g i e D 1
Inciuk: d with central b daed b undan it Iines and for payment, deaing and sttment porposes (31 Deoember 7004 CHF &9 bllkan, 31 December 3013: (F 3.3 Bilflon).

UBS AG pledges assets mainly in securities lemding transactions,

rity deposits for stock exchanges and dearing house member-

in repurchase transactions, against loans from Swiss mortgage  ships, and in connection with the issuance of covered bonds.

institutions, in connection with derivative transactions, as secu-
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Financial information
Motes to the UBS AG standalone finandal statements

MNote 8 Swiss pension plan and non-Swiss defined benefit plans

&) Liabilities due to Swits pension plan and non-Swiss defined benefit plans

CHF milfion

Provision for Swiss pension plan

Mt defised benefit liabilities for nos-Swiss defined benefit plass

Total provision for Swits pension plas aad net defined besefit Rabilities. for non-Swiss defined benefit plans

Hais
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EiRFAE]

Bank accounts at UBS and UIES debt instrurments held by Swiss. persion fund
LB derivatiee financial insuments held by Swiss pession fusd

Total llabiities due to Swiss pension plan and nos-Swiss defined benefit plans

b Swizs pengion plan®

CHF milfion

Pension plam surplus

Ecosomic benefit/ [obligation) of LES &G

‘Change in economic benefit/ obligation recognized in the: iscome statermest
Employer comtributions for the pericd iscoqrizsd in e inoome staisment
Perlormancs rewards related esployer contribetions acowed

o o
&80 563
&80 563
x5 19
102 =5
1,168 a7

A of or for the year ended
M4 EiRFRES
4572 4772
0 1]
o L]
444 53
45 45
489 517

Total pension expence recognized In the income clatement within Persoanel expentes

1 The pension plan serples is determeined In acoosdance wih FER 26 and comsists of the reserve for e flecuation in asset vakue The ssiphe did rot sepsesent a0 eoonomic benelk for UBS &G In acoodance with FER. 16

asal 31 Decemiter 7018 o 31 December 013,

The Swiss pension plan had o employer contribution reserve in 2014 ar 2013,

= Refer to Mote 28 to the consclidated financial statements for more information on the Swiss pension plan and non-Swiss defined

benefit plans
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MNote 9 Allowances and provisions'

Recoreeries,
Provisions ap- dombiful
pliedin interest,
T e ool
Balance at speciiied  effects and e eleased to dharged  Balance at
CHF milfon EiRFRE] pupose  classifications imcnme o income: Az
Default risks 47 [EEL] 4 (150} 402 695
off which: specifc 2k s for dug from ¢ and mevigage loans B8 ] 57 (1 305 655
of which: specifc sdowances lor dus from basis 5 {15 ) [ 12 12
o wiich: collective doan loss alowances " & -] [ e o 5
o which; peowisions for lnan commiments and guavanines 48 ) 11 (35} T Fil
Operational risks El| m L] {1} 4 F. |
Litigasion risks” ] 0,115 7 (158} 2415 1,801
Restiuchwisg” 1,455 {605) n ik ) 329
Feal estain® &4 5 4 2} F a3
Employes benefits. 215 5 a 23y 12 208
Parertal support to sehsidiaries -] 4] 0 {1 13 o7
Defemed bases ] 1] 1 0 ] 10
Cther prowisicns 182 (15 2 L] k-] 172
Total allowances and provisions 3,505 (2,05) 153 {1,100} 3041 3,504
Alowances deducted from amets il &73
Total allowances and provisions a5 per balance shest 2,805 181
1 ealnly due from 2 Inchudes *'hwumﬂgfuluuﬂ-rﬁ: 3 Rter to Hote 2b dor mone infoemadien. Indudes. for orerous ivase ooniracds of CHF 14 milion
a5l 31 December 201431 Devember 2003 CHF 15 milion) and Ln hersboid Inz o CHF T milion as of 30 Decorsber 2014 (31 December 201 3 CHF 68 millon).
Mote 10 Statement of shareholders’ equity
Tetal sharehalders”
equaity (before
Share General Bsanve for Other  Metprofitifloss)  distribution of capital
CHF milfon capital Lo ] own shares e foriheyear  contribution reserve)
Balance a5 of 3 December 2012 and 1 January 2013 g0 21,987 ags 8,551 & 545) 13,178
Capital incresse 1 m n
ot prosie/ (o) appropristion 4,994 {1,751) 6,645 0
Frior year dividend 15641 (564
Bt prodit i o) fior the year 2753 1,753
‘Changes in reserve for own shases L] [131) 0
Balance a5 of 3 December 2013 and 1 January 2014 g0 26,611 1,020 4,888 2,753 25437
Capital incresse 1] k] 28
Nt st apgropition 21 e 0
porprdend B . fe30
Bt prodit i o) fior the year T.845 T.848
‘Changes in reserve for own shases (9,020 1030 0
Balance a5 of 31 December 2014 ELLS 8,453 ] 5,589 7,848 42,378
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Financial information
Motes to the UBS AG standalone finandal statements

Mote 11 Share capital and significant shareholders

Par value Dividend bearing
e of shares Capital in CHE Mo of shares Capital iis CHF
Balance as of 31 December 2014
Esued 5,844, 560,913 BRAASA 01 B BM2 445858 384,344 588
cfwhich: shames autctanding 3842 445,658 384 M4 588 3842445658 284 244, 566
cfwhich: treaswy shares held by LS 4G [standalonel! 2 118,258 L5828
Condifional sare capital S16.200,312 51,620,031
Balance a5 of 31 December 2043
ksued 3,842 002,069 B84, 200 07 3,768 225119 768322512
cfwhich: shares autetanding B RS 200817 BPEAN IR B R MMEIT BREEM, 182
cfwhich: freaswy shares held by LS AG [standalone)! 73 776 950 FE7T 85
cfwhich: treaswy shares held by sobsiisvler of LES A (standalona)i 2% w2 2 10 LN FAL
Condifional sare capital 518,755,156 S1LATS. 906

1 Diing 3014, 51 million sy shares wene acquined af warket prices and 173 million tresury saas wes skpossd of, indsing 91 -;:smnu-dmn exchange of WWBS G shanes for shares of UES Groep A

The: wemainder maindy relxied o the defvesy of sianes unde envioyes shane based compersaiion plane Dudeg 2013, 55 milkzn teasary

aof, mairly redried ke delwery of sianes waser omployee s3am bonsd compenation pars

Conditional share capital

As of 31 December 2014, 136,200,312 additional shares (31 De-
cember 2013: 138,759,156 shares) could have been issued to
fumd UBS employes share option programs.

On 14 Aprl 2010, the Annual General Mesting of UBS AG
sharehaolders approved the creation of conditional capital to a
maximum number of 380,000,000 shares for comversion
rights/warrants granted in connection with the ssuance of bonds
or similar finandial instrurments.

In 2013, the conditional capital of up to 100,000,000 shares,
which was available in connection with an arrangament with the
Swiss Mational Bank (SMEB), was removed. The SNB provided a loan
to the SMB StabFund, to which UES transferred certain illiquid
securities and other positions in 2008 and 2009, As part of this

Mote 12 Transactions with related parties

Transactions with related parties (such as securities fransactions,
payment transfer services, borrowing and compensation for de-
posits) are conducted at internally agreed transfer prices or at
arm's length, or with respect to loans, fixed advances and maort-
gages to non-independent members of the Board of Directors
and Group Executive Board members on the same terms and con-

536

e acqul sl af marken prices and 69 milizn ey shares wene dipaed

arrangement, UBS granted warrants on shares to the SME, which
wiould have become exercisable if the SNE had incurred a loss on
the lean. In 20132, the loan wes repaid in full, the warrants werz
terminated and the respective conditional capital was removed.

Significant shareholders

Following the exchange offer and subsequent private exchanges
on a one-for-one basis with varous shareholders and banks in
Switzerland and elsewhere outside the United States, UBS Group
AG acquired 96.68% of UBS AG shares by 31 December 2014,
Therefore, UBS Group AG was the only significant shareholder of
UBS AG as of 31 December 2014. The remaining 3.32% of
outstanding UBS AG shares were held by mon-controlling share-
helders.

ditions that are available to other employess. Refer to the "Com-
pensation” section of this repart for information on loans granted
to Group Executive Board and Board of Directors members.
Amourts dus from. o subsidiaries and qualified shareholders are
disclosed on the balance sheet.
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Off-balance sheet and other information

Mote 13 Commitments and contingent liabilities

% change from

CHF milfon 311214 11213 EIRFRE]
Contingent labilities 15,080 61,016 (1)
o which: guammtoer fo thind panties relafind to suboidiavies 25,140 A 446 48
of which: credit s sirmilar i 842 - ]

o which: parfurmance gearsieer sad Smils nctrumants 2558 2T &
of wiich: documentary cradits 5,543 055 &
Irresocable commitrments 53041 58,712 (100
cfwihich: ke commilments 52,072 TRy il

o il papment comenifmant sdsed do daposi noranoe BEY B3y [
Forward starting transactians’ 9,91 18,570 (4
ool sverse reperchane Sgreananis o, 10458 43
of which: secwiles bomowing agrosmants 125 46 172

o il purchase ageeommmts 5758 a471 5
Liabiithes fior calls on shares and other equities 45 47 4

1 Cash o be paid In the Tetere by eher UES &G or the coumiesparsy.

The table sbove indudes indemnities and guarantess issued by In instances in which the indemnity amount issued by UBS AG
UBS AG for the benefit of subsidiaries and creditors of subsidiaries. s not specifically defined, the indamnity relztes to the sohency or
UBS AG has issued a guarantee for the benefit of each coun-  minimum capitalization of a subsidiary, and therefore no amount
terparty of UBS Limited. Under this guarantes, UBS AG irmevocably s included in the table above.
and unconditionally guarantees each and every cbligation that In addition, UBS AG is jointly and severally liable for the valus
UBS Limited entered into. UBS AG promises to pay to that coun-  added tax (WAT) liability of Swiss subsidiaries that belong to its VAT
terparty on demand amy unpaid balance of such liabilties under  growp. This contingent Eability is not included in the table above.
the terms of the guarantee.

Mote 14 Derivative instruments'

EIRFAL] 3.1xi3

Mational walwes Motional values
CHF miliion, eacept whane indicated PRI L L [CHF billion)® PRV NRV? (CHF Bilion)!
Inigrest e contracts 121,684 114,550 17,796 115,763 112,033 13,58
Crndit derisafive contracts 10,834 11,22% 1] 16,665 16,634 1.0
Fanzign exchange costcacts 90,982 0,680 6,058 6334 15,585 G083
Precious metal contracts 1,602 1,327 ] 1582 2000 49
Equity/index contracts 16,068 19,022 -1 14,309 19,400 52
Commadity contracts, exduding precioes metal mntacs 1,053 "7 Fi) 05 4H m
Todal before neting® 42194 M 25,017 218,148 126478 31,310
Replacement walue netting 198,810 199,810 189,063 189,063
Todal after netting 42,385 42,011 085 T A5

1 Effwicated emnberdded derivatives are presemied on the same babnoe sheet fnes. as thelr Aost contaoss and e ecuded from this table. 2 FRZ Fostive epboement wise. 3 NS Hegaiive rplacement ol
4 Fpreserts the sum ol novional valees miated 1o FRV and MY and other notional valees. = Seplacement walues are proseries net of cxsh collmeral, whene applicabie and permited.
E37 E
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Financial information
Motes to the UBS AG standalone finandal statements

Mote 15 Fiduciary transactions
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% change fo=
CHE million 311214 ETRFRE] FTRIXES
Deposits:
wish third-paryy basks 5,853 £, i53 id
Wit nibsidiavies 18 1725 55
Total [T [T KE]

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 cther
institutions. Unless the recognition criteria for the assets are
satisfied, these assets and the related income are exduded from
UBS AG's balance sheet and income statement, but disdosed in

Mote 16 Events after the reporting period
Adjustments to 2014 results

After the issuance of the unaudited fourth quarter 2014 financial
report oni 10 February 2015, management adjusted the 2014 re-
sults to account for subsequent events. The impact of this adjust-
ment on net profit was a loss of CHF 124 million and related to an
increase in charges for provisions for litigation, regulatory and
similar matters.

Impact of Swiss National Bank actions

On 15 January 2015, the Swiss Mational Bank (SMBE) discontinued
the minimum targeted exchange rate for the Swiss franc versus
the eurn, which had been in place since September 2011. At the
same time, the SNE lowerad the interest rate on deposit account
balances at the SME that exceed a given exemption threshold by
50 basis points to negative 0.75%. It also moved the target range
for three-month LBOR to between negative 1.25% and negative
0.25%, {previcusly negative 0.75% to positive 0.25%). These de-
cisions resulted in a considerable strengthening of the Swiss franc
against the surc, US dollar, British pound, lapaness yen and sev-
eral other currencies, as well as a reduction in Swiss franc interest
rates. As of 28 February 2015, the Swiss franc exchange rate was
0.95 to the US dollar, 1.07 o the euro, 1.47 to the British pound
and 0.80 to 100 lapanese yen. \Volatility levels in foreign currency
exchange and interest rates also increased.

538

this Note as off-balamce sheset fiduciary transactions. Chent
depasits which are initially placed as fiduciary transactions with
UBS AG may be recognized on IUBS AG's balance sheet in situa-
tions in which the deposit is subsequently placed within LBS
AG. In such cases, these deposits are not reportad in the table
above.

It is estimated that forsign ourrency translation effects related
to foreign branches and subsidiaries of UBS AG would have led to
a boss of around CHF 1 billion on a UBS AG standalone level, when
applying currency translation rates as of 28 February 2015 to the
reporied balances as of 31 December 2014, This loss would be
recognized in the standalone income statement of UBS AG. Ad-
ditionally, the portion of operating income of UBS AG and its sub-
sidiaries demominated in non-Swiss franc currencies is greater
than the portion of operating expenses denominated in non-
Swiss franc curmencies. Therefore, appreciation of the Swiss franc
against other currendies generally has an adverse effect on the
profitahility of UBS AG and its subsidiaries, in the absence of any
mitigatimg actions. Furthermore, the stromger Swiss franc may
have a negative impact on the Swiss economy, which, given its
refiance on exports, could impact some of the counterparties
within the domestic lending portfolio of UBS A and its subsidiar-
ies and bead to an increase in the level of credit loss expenses re-
corded in future pericds.

Sale of real estate
In Jarwary 2015, UBS AG sobd a real estate property in Geneva,
Switzerand for CHF 535 million, resulting in a gain on sale of CHF

377 million, which will be recognized in the income statement in
the first quarter of 2015. 4
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UBS AG 2014 2014 12 31
2015 14 UBS AG SIX
( NYSE ) UBS AG UBS UBS AG NYSE
SIX UBS AG 2015 10 UBS AG
UBS 2015 10 UBS AG UBS AG 100
UBS AG SESTA 2015 13 UBS AG UBS
AG UBS AG 2014 2015 UBS AG UBS AG
2015 2015
UBS AG UBS AG 2015
2015 UBS AG FX
UBS 2015 22 UBS AG UBS AG
2015 10 UBS AG UBS AG SIX UBS AG
2015 14 UBS AG UBS UBS AG
¢))

22
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UBS AG IFRS
UBS AG
IFRS
38 GAAP
IFRS
IFRS
€))
(@)
IFRS IFRS 10
IFRS
IAS 28
22
18
18
IFRS US GAAP
16
24
18

(0)

IFRS IFRS 10

IAS 28

22
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26
2013

(11)
(@)
IFRS IAS 36

(0)
IFRS IAS 39

10

(12)

20
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IFRS IAS 39

13)
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(14)
IAS 39

(15)
IFRS IAS 19

€3]

@

®

10

10

IFRS

UBS AG

2008 10
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2014
2014 17
2014 22
2014 24
2014 10
19
2014 10
19
2014 10
2014 10
2014 19
2014 25
2014 31
2014
2014 11
2014 15
2014 15
2014 18
2014 22
2014 23
2014
2014 16
19
2014 16
2014 16
2014 23
2014 23
2014 29
2014 18
2013 2014 30
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2014

2014

2014 11

2014 22

2014

2014

2014

2014

2014 12

2014 18

2014 20

2014 22

2014 28

2014 22

2014 26
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To the General Mesting of

UBSAG, Zurich and Basdl

Basdl, 5 March 2015

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

We have audited the internal control over financial reporting of UBS AG and its subsidiaries as of 31 December 2014,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (2013 Framework) (the COSO criteria). UBS AG's management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting included in Management's Report on Internal Control Over Financial Reporting on
page 347.

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

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

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

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become i1nadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, UBS AG and its subsidiaries maintained, in al material respects, effective internal control over financial
reporting as of 31 December 2014, based on the COSO criteria

We also have audited, in accordance with Swiss law, Swiss Auditing Standards, International Standards on Auditing and
the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets of UBS
AG and itssubsidiaries as of 31 December 2014 and 2013, and the related consolidated income statements and
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consolidated statements of comprehensive income, changes in equity and cash flows and notes thereto for each of the three

years in the period ended 31 December 2014, of UBS AG and our report dated 5 March 2015 expresses an unqualified
opinion thereon.

Ernst & Young Ltd

Jonathan Bourne Troy J. Butner

Licensed Audit Expert Certified Public Accountant (U.S.)
(Auditor in Charge)
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To the General Mesting of

UBSAG, Zurich and Basdl

Basdl, 5 March 2015

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

As statutory auditor, we have audited the consolidated financial statements of UBS AG and its subsidiaries which are
comprised of the consolidated balance sheets as of 31 December 2014 and 2013, and the related consolidated income
statements and consolidated statements of comprehensive income, changes in equity and cash flows, and notes thereto, for
each of the three years in the period ended 31 December 2014 on pages 352 to 521.

Board of Directors responsibility

The Board of Directorsisresponsible for the preparation and fair presentation of the consolidated financial statementsin
accordance with International Financial Reporting Standards (IFRS), as issued by the International Accounting Standards
Board, and the requirements of Swisslaw. 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 Directorsis further responsible for selecting and
applying appropriate accounting policies and making accounting estimates that are reasonable in the circumstances.

Auditor's responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers the internal control system relevant to the entity's preparation and fair presentation of the
consolidated financial statementsin 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 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 abasisfor our audit opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in al material respects, the financial
position of UBS AG and its subsidiaries at 31 December 2014 and 2013, and the consolidated results of operations and the
cash flows for each of the three years in the period ended 31 December 2014 in accordance with IFRS, as issued by the
International Accounting Standards Board, and comply with Swiss law.
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Report on other legal and regulatory requirements

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

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

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

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the internal control over financial reporting of UBS AG and its subsidiaries as of 31 December 2014, 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 5 March 2015 expresses an unqualified opinion on the
effectiveness of UBS AG's internal control over financia reporting.

Ernst & Young Ltd

Jonathan Bourne Troy J. Butner

Licensed Audit Expert Certified Public Accountant (U.S.)
(Auditor in Charge)
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To the General Mesting of

UBSAG, Zurich and Basdl

Basdl, 5 March 2015

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 526 to 538), for the year ended 31 December 2014.

Board of Directors responsibility

The Board of Directorsis 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 Directorsis further responsible for selecting and applying
appropriate accounting policies and making accounting estimates that are reasonable in the circumstances.

Auditor's responsibility

Our responsibility isto 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 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 statementsin 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 abasis for our
audit opinion.

Opinion

In our opinion, the financial statements for the year ended 31 December 2014 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.
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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 financia statements submitted to you be approved.

Ernst & Young Ltd

Jonathan Bourne Bruno Patusi
Licensed Audit Expert Licensed Audit Expert
(Co-Lead Auditor) (Co-Lead Auditor)
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