FUBS s

Our financial results for
the second quarter of 2014.






Second Quarter 2014 Report

Dear shareholders,

For the second quarter of 2014, we reported a net profit attribut-
able to shareholders of CHF 792 million and diluted earnings per
share of CHF 0.21. We recorded an adjusted' Group profit before
tax of CHF 1.2 billion. The result included net charges of CHF 254
million related to provisions for litigation, regulatory and similar
matters which affected the results of several businesses as well as
Corporate Center. Despite this, and the muted client activity levels
experienced in the quarter, we delivered a strong underlying per-
formance that again demonstrated our discipline, client focus and
the strength of our franchise.

Looking at the second quarter in more detail, market conditions and
the macroeconomic environment continued to be influenced by
heightened tensions in eastern Europe and the Middle East, as well
as policy divergence among major central banks. Even as equity mar-
kets touched new highs, low risk appetite among investors resulted
in subdued volumes and volatility across all asset classes. In addition,
shares in the financial sector were affected by heightened concern
and uncertainty regarding business models as well as unresolved in-
dustry-wide litigation matters, and increases in fines, penalties and
regulatory restrictions. Despite these challenges, all our business divi-
sions and regions were profitable and delivered resilient performanc-
es. During the quarter we demonstrated again that our strategy is
the right one for UBS and that it works in a variety of market condi-
tions.

We continued to build on our industry-leading capital position as
we increased our fully applied Basel lll common equity tier 1 (CET1)
ratio to 13.5%. Our fully applied total capital ratio was 18.1% at
quarter-end, surpassing our expected 2019 regulatory require-
ment of around 17.5%. In May, we issued USD 2.5 billion of low-
trigger, loss-absorbing, Basel lll-compliant subordinated notes,
bringing our total low-trigger tier 2 capital above the 2019 ex-
pected progressive buffer requirement of around CHF 9 billion. As
a result, our fully applied Swiss SRB leverage ratio improved to
4.2%, in line with our expected fully applied requirement.

We were honored to receive one of the most important awards in
the industry as Euromoney named UBS Best Global Bank and, for
the third year running, we were named Best Bank in Switzerland. In
addition, the combined success of both our wealth management
businesses was reflected in Scorpio Partnership’s influential Global
Private Banking Benchmark?, with our firm recognized as the largest
wealth manager in the world for the second year in a row.

1 Please refer to the " Group performance” section of this report for more information on adjusted results.

under management of over USD 1 trillion.

UBS resolved its cross-border tax matter in Germany with the
authorities in Bochum in July. The settlement, which includes a
payment of approximately EUR 300 million, concludes the
Bochum proceedings. The resolution of this matter is a significant
step allowing UBS to move forward in this important market. As
a result of significant efforts by the bank, over 95% of our German
clients have either provided us with evidence of tax compliance
or completed the voluntary compliance program. We continue to
target 100% by year-end.

Wealth Management reported an adjusted’ profit before tax of
CHF 393 million. The result included charges for provisions for
litigation, regulatory and similar matters. Excluding these charges,
and considering market conditions, Wealth Management's per-
formance was resilient at CHF 684 million. Lombard lending,
mandate sales and invested assets all rose, but were offset by
lower transaction-based income on low volatility and volumes.
The gross margin on invested assets was down 3 basis points to
84 basis points. The adjusted’ cost/income ratio was above our
current target range. Net new money remained very strong at
CHF 10.7 billion and we achieved an annualized net new money
growth rate at the upper end of our target range.

Wealth Management Americas reported an adjusted' profit
before tax of USD 246 million while delivering record revenues,
and invested assets that exceeded USD 1 trillion for the first time.
Operating income increased reflecting continued growth in man-
aged account fees and higher net interest income. Operating ex-
penses included charges of USD 44 million related to provisions
for litigation, regulatory and similar matters. Net new money out-
flows of USD 2.5 billion were mainly due to client withdrawals
associated with seasonal income tax payments. The business
maintained both its adjusted’ cost/income ratio and its gross
margin on invested assets within target ranges.

Retail & Corporate achieved an adjusted’ profit before tax of
CHF 367 million. Excluding charges for provisions for litigation,
regulatory and similar matters of CHF 48 million, the business de-
livered a performance on par with the strong prior quarter. Oper-
ating income increased mainly on higher net interest and transac-
tion-based income, partly offset by net credit loss expenses. Net
new business volume growth remained solid and was comfortably
within target range. The business’s net interest margin was within
the target range. Our investment in e-banking, mobile banking

2 The Scorpio Partnership Private Banking Benchmark 2014 — banks with assets
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innovation and security continued to receive critical acclaim, as
we won the international Contactless & Mobile Customer Experi-
ence award for our mobile banking authentication systems, and
our mobile banking apps placed in the top three leading retail
banks by MyPrivateBanking Research.

Global Asset Management’s adjusted' profit before tax was
CHF 107 million. Operating income rose on higher net manage-
ment fees, mainly in traditional investments and global real es-
tate. This was more than offset by a CHF 33 million charge related
to provisions for litigation, regulatory and similar matters, result-
ing in an adjusted' cost/income ratio above the target range. The
gross margin on invested assets was in line with the prior quarter
and was slightly below the target range. Net new money, exclud-
ing money market flows, remained very strong at CHF 11.6 billion
and included significant net inflows from both third parties and
UBS's wealth management clients. The annualized net new money
growth rate, excluding money markets, was well ahead of target.

The Investment Bank delivered on all its targets and recorded an
increased adjusted' profit before tax of CHF 563 million reflecting a
strong performance from debt and equity capital markets. This was
partly offset by lower revenues both in equities, and FX, rates and
credit, mainly on lower client activity levels. Our expertise and focus
on sustaining long-term client relationships and developing success-
ful financing solutions is evident in the key roles we played in land-
mark deals in each region this quarter. At the same time as growing
profits, the Investment Bank continued to operate within its limits
for fully applied risk-weighted assets and funded assets. Cost con-
trol continued to be robust and the business’s adjusted' cost/in-
come ratio decreased and remained within the target range. Ad-
justed! return on attributed equity was 30%. Our standing as a
leading brokerage house and research provider was again confirmed
as we gained the top position in several categories in the annual
pan-European Thomson Reuters Extel Survey, including Leading
Pan-European Equity House for the eleventh consecutive year.

Corporate Center — Core Functions recorded a profit before tax
of CHF 25 million, which included a release of provisions for litiga-
tion, regulatory and similar matters. The loss before tax in Corpo-
rate Center — Non-core and Legacy Portfolio was CHF 412
million. Operating income declined mainly due to a loss as we
exited the majority of our correlation trading portfolio. Fully ap-
plied RWA decreased by CHF 8 billion to CHF 52 billion at the end
of the quarter and balance sheet assets were CHF 6 billion lower.

We expect to make further progress in exiting our Non-core and
Legacy positions during the remainder of 2014.

We are proud of the recognition our strong philanthropic record
received in the quarter. We were honored to receive the American
Foreign Policy Association 2014 Corporate Social Responsibility
award in acknowledgment of the firm’s support of projects focus-
ing on education and entrepreneurship in communities around
the world, both by providing financial support and through em-
ployee volunteering. During the quarter, we continued our work
in this area by committing USD 10 million to the establishment of
UBS NextGen Leaders, our signature education platform in the US
to improve college success among under-privileged groups. Our
firm’s investment in education goes beyond philanthropic endeav-
ors. The training and career development opportunities we pro-
vide continue to attract key talent. This was reflected by UBS be-
ing named financial services employer of choice for the second
consecutive year by branding and research firm Universum in a
survey of over 11,000 university students throughout Switzerland.
We also continued to take action in the field of corporate responsibil-
ity to ensure the firm is run sustainably. By endorsing the Banking
Environment Initiative’s and Consumer Goods Forum’s ‘Soft Com-
modities” Compact, we committed to supporting the sustainability
performance of soft commodity supply chains. To do so, we expect
soy-, timber- or palm oil-producing clients to be fully certified accord-
ing to applicable sustainability certification schemes, such as the
Roundtable on Sustainable Palm Oil, by 2020. We were also recog-
nized as the only major bank globally meeting the highest corporate
responsibility reporting standards of the Global Reporting Initiative, a
leading international sustainability reporting organization.

We would like to thank our shareholders for their continued support
following their approval of all agenda items as proposed by the
Board of Directors at the UBS Annual General Meeting this year. As
we announced in May, we are preparing to take another important
step to substantially improve UBS’s resolvability by establishing a
group holding company. In order to effect this, we intend to launch
a share for share exchange offer in the third quarter, subject to reg-
ulatory approvals. In the offer, existing shares in UBS AG can be ex-
changed for shares in our new Group holding company, UBS Group
AG. As we stated before, following completion of the transaction,
we expect to propose a supplementary capital return of at least CHF
0.25 per share to shareholders of UBS Group AG. We would like to
thank our shareholders in advance for their support as we take this
important step in our firm’s history.

1 Please refer to the " Group performance” section of this report for more information on adjusted results.
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Axel A. Weber Chairman of the Board of Directors Sergio P. Ermotti Group Chief Executive Officer

Outlook - At the start of the third quarter of 2014, many of the
underlying challenges and geopolitical issues that we have previ-
ously highlighted remain. The mixed outlook for global growth,
the absence of sustained and credible improvements to unre-
solved issues in Europe, continuing US fiscal and monetary policy
issues, increasing geopolitical instability and the seasonal decline
in activity levels traditionally associated with the summer holiday
season would make improvements in prevailing market condi-
tions unlikely. Despite these ongoing challenges, we will continue
to execute on our strategy in order to ensure the firm's long-term
success and to deliver sustainable returns for our shareholders.

Yours sincerely,

P Y

Axel A. Weber
Chairman of the
Board of Directors

Sergio P. Ermotti
Group Chief Executive Officer
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UBS key figures

As of or for the quarter ended As of or year-to-date
CHF million, except where indicated 30.6.14 31.3.14 31.12.13 30.6.13 30.6.14 30.6.13

Group results
Operating income 14,405 15,164

Operating expenses

Net profit/(loss) attributable to UBS shareholders
Diluted earnings per share (CHF)'

Key performance indicators?
Profitability

Cost/income ratio (%) 82.8 81.1 . 86.2 82.0 83.6
Growth

Netproﬂtgrowth(%)149(302) ,,,,,,,,,, oy
Net new money growth for combined wealth management businesses (%) 1929 243024 a6
Resources

Common equity tier 1 capital ratio (fully applied, %) 135 132 128 1m2 135 12
SW|ssSRBIeverageratlo(phase|n%) ................................................ Sy R S
Additional information

Profitability
Returnontang|b|eequ|ty(°/u)“1027085
Retum on risk-weighted assets, gross (%)° 125 126 12 nr 125 18
Resources

Totalassets 982,605 982,530 1018374 1,129,071 982,605 1,129,071
Equity attributable to UBS shareholders 49532 4903 48002 . 47073 49532 47,073
Common equity tier 1 capital (fully applied)? 30,590 29,937 28,908 26,817 30,590 26,817
Common equity tier 1 capital (phase-in® 41,858 masr 2179 39398 a8 39,398
Risk-weighted assets (fully applied® 226,736 | 226805 . 225153 239,182 226736 . 239,182
Risk-weighted assets (phase-in)® 229908 229879 228557 242,626 229908 . 242,626
Common equity tier 1 capital ratio (phase-in, %)* 182 179 185 62 182 162
Totalcapltalratlo(fullyapplled%)3 ................................................ e e e wr e
- capr[ o ( phasm n %) R L LI LT IT I TP PRSI TPSEPEPRPEPEIS e o Sy s g e
SW|ssSRBIeveragerat|o(fu||yapp||ed%) ............................................ R O R
Swiss SRB leverage ratio denominator (fully applied) 980,552 987,899 1020247 1,131,370 980552 1,131,370
Swiss SRB leverage ratio denominator (phase-in)* 986,577 993,970 1,027,864 1,140,765 986577 1,140,765
Other

Tangible book value per share (CHF)?

1 Refer to “Note 9 Earnings per share (EPS) and shares outstanding” in the “Financial information” section of this report for more information. 2 Refer to the “Measurement of performance” section of our Annual Re-
port 2013 for the definitions of our key performance indicators. In the first quarter of 2014, the definitions of certain Group key performance indicators were amended. Refer to the “Regulatory and legal developments
and financial reporting changes” section of the first quarter 2014 report for more information. 3 Based on the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to the "Capital man-
agement” section of this report for more information. 4 Net profit/loss attributable to UBS shareholders before amortization and impairment of goodwill and intangible assets (annualized as applicable)/average eq-
uity attributable to UBS shareholders less average goodwill and intangible assets. 5 Based on phase-in Basel Il risk-weighted assets. 6 The leverage ratio denominator is also referred to as “total adjusted exposure”
and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding the end of the reporting period. Refer to
the "Capital management” section of this report for more information. 7 Group invested assets includes invested assets for Retail & Corporate. 8 Refer to the "UBS shares” section of this report for more information.



Corporate calendar

Publication of the third quarter 2014 report

Tuesday, 28 October 2014

Publication of the fourth quarter 2014 report

Tuesday, 10 February 2015

Publication of the first quarter 2015 report

Tuesday, 5 May 2015

Annual General Meeting of Shareholders
Thursday, 7 May 2015

Contacts

Switchboards

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

Investor Relations

UBS's Investor Relations team supports
institutional, professional and individual
investors from our offices in Zurich,
London and New York.

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

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

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

Media Relations

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

www. ubs.com/media

Zurich +41-44-234 8500
mediarelations@ubs.com

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

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

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

Imprint

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

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

sh-company-secretary@ubs.com

Hotline +41-44-235 6652
Fax +41-44-235 8220

Shareholder Services

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

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

sh-shareholder-services@ubs.com

Hotline +41-44-235 6652
Fax +41-44-235 8220

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

Computershare
P.O. Box 43006, Providence,
RI 02940-3006, USA

Shareholder online inquiries:
https://Awww-us.computershare.com/
investor/Contact

Shareholder website:
www.computershare.com/investor

Calls from the US +1 866-541 9689
Calls from outside

the US +1-201-680 6578

Fax +1-201-680 4675

Publisher: UBS AG, Zurich and Basel, Switzerland | www.ubs.com

Language: English | SAP-No. 80834E-1403

© UBS 2014. The key symbol and UBS are among the registered and unregistered
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UBS and its businesses

We draw on our over 150-year heritage to serve private, institutional and corporate clients worldwide, as well as retail
clients in Switzerland. Our business strategy is centered on our pre-eminent global wealth management businesses and
our leading universal bank in Switzerland, complemented by our Global Asset Management business and our Investment
Bank, with a focus on capital efficiency and businesses that offer a superior structural growth and profitability outlook.
Headquartered in Zurich and Basel, Switzerland, we have offices in more than 50 countries, including all major financial
centers, and approximately 60,000 employees. UBS AG is the parent company of the UBS Group (Group). Under Swiss
company law, UBS AG is organized as an Aktiengesellschaft, a corporation that has issued shares of common stock to
investors. The operational structure of the Group comprises the Corporate Center and five business divisions: Wealth
Management, Wealth Management Americas, Retail & Corporate, Global Asset Management and the Investment Bank.

Wealth Management

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

Wealth Management Americas

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

Retail & Corporate

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

Global Asset Management

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

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

Investment Bank

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

Corporate Center

The Corporate Center comprises Corporate Center — Core Func-
tions and Corporate Center — Non-core and Legacy Portfolio. Cor-
porate Center — Core Functions provides Group-wide control func-
tions including finance, risk control (including compliance) and
legal. In addition, it provides all logistics and support functions,
including operations, information technology, human resources,
regulatory relations and strategic initiatives, communications and
branding, corporate real estate and administrative services, physi-
cal security, information security, offshoring and treasury services
such as funding, balance sheet and capital management. Corpo-
rate Center — Core Functions allocates most of its treasury income,
operating expenses and personnel associated with the abovemen-
tioned activities to the businesses. Corporate Center — Non-core
and Legacy Portfolio comprises the non-core businesses and lega-
cy positions previously part of the Investment Bank.
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Regulatory and legal developments and financial reporting changes

Regulatory and legal developments and
financial reporting changes

Regulatory and legal developments

Legal and regulatory risk environment

Recent resolution of enforcement matters involving other financial
institutions starkly illustrates the continued increase in the financial
and other penalties, reputational risk and other consequences of
regulatory matters in major jurisdictions, particularly the US, and the
resulting difficulty in predicting in this environment the financial and
other terms of resolutions of pending government investigations
and similar proceedings. In recent months, Credit Suisse AG (CS)
and BNP Paribas (BNPP) each pleaded guilty to criminal charges in
the United States and simultaneously entered into settlement with
other US agencies, including the Board of Governors of the Federal
Reserve System and the New York Department of Financial Services
(DFS). These resolutions involved the payment of substantial penal-
ties (USD 1.8 billion in the case of CS and USD 8.8 billion in the case
of BNPP), agreements with respect to future operation of their busi-
ness and actions with respect to relevant personnel. In the case of
BNPP, the DFS suspended for a one-year period BNPP's ability to
conduct through its New York branch business activity related to the
business line that gave rise to the illegal conduct, namely US dollar
clearing for specified BNPP business units. In addition, the US De-
partment of Justice (DOJ) recently announced a USD 7 billion settle-
ment with Citigroup, including a USD 4 billion civil penalty, to re-
solve federal and state claims relating to Citigroup’s conduct in
packaging, marketing, issuing and selling residential mortgage-
backed securities. Under the settlement, Citigroup is also required to
provide relief to consumers who were harmed by its conduct.

We are subject to a large number of claims, disputes, legal
proceedings and government investigations and expect that our
operations will continue to give rise to such proceedings in the
future. The extent of our financial and other exposure to these
and other matters could be material and could substantially ex-
ceed the level of provisions that we have established for litigation,
regulatory and similar matters.

-> Refer to “Note 14 Provisions and contingent liabilities” in the

“Financial information” section of this report for more information

- Refer to the “Risk factors” section of our Annual Report 2013 for

more information

Creation of a group holding company

We announced in May 2014 that we intend to create a group
holding company, UBS Group AG, through a share for share ex-
change offer subject to regulatory approvals. We expect that UBS
Group AG, currently a wholly owned subsidiary of UBS, will com-
mence in the third quarter of 2014 an offer to exchange its shares
on a one-for-one basis for all of the outstanding ordinary shares

8

of UBS AG. The exchange offer will be made through an offer
under Swiss law open to all holders of UBS shares, wherever lo-
cated, and a separate exchange offer open to holders of UBS
shares located in the US. The offers will be conducted on substan-
tially identical terms and will have the same conditions. Upon
completion of the offer, UBS Group AG will become the holding
company for UBS and its subsidiaries and will be listed on the SIX
Swiss Exchange and the New York Stock Exchange (NYSE).

The offer is expected to take up to three months, and its success-
ful completion is subject to a number of conditions, including regu-
latory approvals and a condition that at least 90% of outstanding
shares have been tendered. Following completion of the offer, we
expect that UBS Group AG will squeeze out any untendered UBS
AG shares through either a proceeding under the Swiss Act on
Stock Exchanges and Securities Trading or through a squeeze-out
merger under Swiss law, depending on the level of ownership
achieved in the exchange offer. Completion of the squeeze-out
phase of the transaction could take several additional months.

Establishment of a group holding company is intended, along
with other measures we have announced, to substantially im-
prove the resolvability of UBS in response to Swiss and other key
jurisdictions’ “too-big-to-fail” (TBTF) requirements. We anticipate
that the establishment of a group holding company, coupled with
the other measures we have announced, will allow UBS to qualify
for a reduction in the progressive buffer capital requirements ap-
plicable to UBS as a systemically relevant bank. This would result
in lower overall capital requirements for UBS.

Following completion of the exchange offer and the squeeze-
out, we expect to propose a supplementary capital return of at
least CHF 0.25 per share to shareholders of UBS Group AG.

Purchase of UBS AG shares by UBS Group AG pursuant to the
exchange offer is expected to cause a triggering event which results
in accruals for future distributions to preferred noteholders. Assum-
ing the acceptance date for the exchange offer is in the fourth quar-
ter of 2014, we expect to attribute further net profit to preferred
noteholders of up to approximately CHF 80 million in that period.

- Refer to the “Regulatory and legal developments” and

“Regulation and supervision” sections of our Annual Report 2013
for more information on Swiss TBTF requirements

- Refer to “Swiss SRB Basel Il capital framework” in the

“Capital management” section of this report for more information
on our capital requirements

FINMA opens consultations on leverage ratio and disclosure
circulars, and defines final liquidity coverage ratio standards
In June 2014, the Swiss Financial Market Supervisory Authority
(FINMA) opened a consultation on its new circular “Leverage ratio



— banks,” covering the calculation rules for the leverage ratio in
Switzerland. For Swiss systemically relevant banks (SRB), the new
circular revises the way the leverage ratio denominator (LRD) is
calculated in order to align it with Bank for International Settle-
ments (BIS) rules issued in January 2014. This change will become
effective as of 1 January 2015, with a one-year transition period
under which the current LRD definition may still be used. Our cur-
rent expectation is that, post-optimization, the resulting increase
in the LRD will not be significant. The new FINMA circular does
not define the minimum requirements for the leverage ratio.

Also in June 2014, FINMA opened a consultation on its revised
circular “Capital adequacy disclosure — banks,” covering the dis-
closure requirements for the leverage ratio and the liquidity cover-
age ratio (LCR), which will become effective as of 1 January 2015.

The consultation period for both the abovementioned FINMA
circulars ends on 31 August 2014.

Following the adoption of the revised Liquidity Ordinance by
the Swiss Federal Council in June 2014, FINMA issued the final
version of its revised circular “Liquidity risks — banks” in July 2014.
The revised ordinance and the circular will become effective as of
1 January 2015. The revised circular defines the LCR requirements
in Switzerland with some differences compared with BIS guidance
published in January 2014. Swiss SRB will have to comply with an
LCR of 100% as of 1 January 2015.

Swiss Federal Council presents concept for implementing the
initiative against “mass immigration”

In February 2014, Swiss cantons and voters accepted an initiative
against “mass immigration.” In June 2014, the Swiss Federal Council
published its concept for implementing the new article of the Federal
Constitution on immigration. Key elements are quantitative limits and
quotas, defined by the Federal Council on an annual basis, becoming
effective from February 2017. The Federal Council will draft an imple-
mentation law by the end of the year. In addition, the Federal Council
announced the development of further measures to foster and ex-
ploit the potential of the workforce already available in Switzerland.
In parallel, the Federal Council will start its negotiations with the Eu-
ropean Union (EU) on the amendment of the Swiss-EU bilateral
agreement on the free movement of persons. The extent to which
UBS could be impacted, such as in its recruitment of foreign nationals
in Switzerland or due to effects on Swiss corporate clients and the
Swiss economy, will depend on the final implementation of the initia-
tive in Swiss law and the outcome of negotiations with the EU.

Swiss Federal Council issues drafts of Federal Financial Services
Act and Financial Institutions Act

The Swiss Federal Council published drafts of the Federal Financial
Services Act (FFSA) and the Financial Institutions Act (FinlA). The
FFSA would govern the relationship between financial intermediar-
ies and their clients for all financial products and includes provisions
on matters such as the production of financial services subject to the
obligation to publish a prospectus, the obligation to provide clients
with an easily comprehensible basic information sheet, distribution
and the corresponding code of conduct at points of sale (i.e., the

obligations to provide information and conduct research), and legal
enforcement. According to the Federal Council, the FFSA would
support creation of uniform competitive conditions for financial in-
termediaries and improve client protection.

With the FinlA, the Federal Council proposes to provide for the
supervision of all financial service providers that operate an asset
management business under a single piece of legislation. The
published draft of the FinlA would: (i) require licensing of manag-
ers of individual client assets and managers of Swiss occupational
benefits schemes and (i) require the introduction of a tax compli-
ance rule that requires new assets to be inspected before accep-
tance. The latter requirement applies to all countries that have not
signed an agreement for the automatic exchange of information
with Switzerland.

The Federal Council initiated a consultation that runs until 17 Oc-
tober 2014 for both items of legislation. The potential impact of the
legislation is difficult to assess until it is adopted.

MIFID II/MiFIR enters into force, and European Securities and
Markets Authority consults on Level 2 measures

In July 2014, the EU Markets in Financial Instruments Directive I
and Regulation package (MiIFID II/MiFIR) entered into force. The
bulk of the requirements will apply to firms from January 2017
although there are transitional provisions in several areas. Sepa-
rately, in May 2014, the European Securities and Markets Author-
ity (ESMA) published a consultation paper on its proposed techni-
cal advice to the European Commission on delegated acts and a
discussion paper on proposed draft Regulatory Technical Standards
and Implementing Technical Standards under MiFID II/MiFIR. The
papers cover issues within the categories of investor protection,
transparency, data publication, market data reporting, microstruc-
tural issues (including algorithmic and high-frequency trading),
requirements applying on and to trading venues, commodity de-
rivatives, portfolio compression and post-trade issues. MiFID I/
MIFIR will affect many areas of UBS’s business, including the In-
vestment Bank, Wealth Management and Global Asset Manage-
ment, and an assessment of the potential impact is ongoing.

A new business operating model for UBS Limited

In May 2014, in response to regulatory developments and consul-
tations with the UK and Swiss regulators, UBS Limited, our UK
bank subsidiary, implemented a modified business operating
model under which UBS Limited bears and retains a greater de-
gree of risk and reward in its business activities. This principally
involves: (i) UBS Limited retaining and managing credit risk as well
as some market and other risks, (ii) UBS Limited taking a more
independent role in managing its funding and liquidity require-
ments and (iii) an increase in UBS Limited’s total regulatory capital
to GBP 4.9 billion from GBP 3.4 billion.

New banking subsidiary in Switzerland

We continue to progress our plans to establish a new banking sub-
sidiary of UBS AG in Switzerland and expect to file a formal applica-
tion for a banking license in the third quarter. The subsidiary, which
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Regulatory and legal developments and financial reporting changes

will be named UBS Switzerland AG, will include our Retail & Corpo-
rate business division and the Swiss-booked business within our
Wealth Management business division. We continue to expect to
implement this change in a phased approach starting in mid-2015.
This structural change remains subject to a number of uncertainties
that may affect its feasibility, scope and timing.

US Securities and Exchange Commission approves final
cross-border rule

In the US, the Securities and Exchange Commission (SEC) ap-
proved a final rule addressing certain cross-border requirements
for securities-based swap dealers including definitions of certain
key terms, activities that count towards determining whether an
entity is required to register, procedures for substituted compli-
ance applications and an anti-fraud rule. The SEC expects to ad-
dress other aspects of its 2013 proposed framework for cross-
border application of its securities-based swap rules in future
rulemakings. No deadline for registering as a securities-based
swap dealer was contained in the final rule. We anticipate regis-
tering UBS AG as a securities-based swap dealer when registra-
tion requirements become effective.

US Federal Reserve Board proposes stress testing changes
Separately, the Federal Reserve Board proposed a rule that would
change the timing of US stress testing requirements (Comprehen-
sive Capital Analysis and Review) and clarified how those require-
ments would apply to US intermediate holding companies (IHC)
of foreign banking organizations formed as required under sec-
tion 165 of the Dodd-Frank Act. The proposed rule would shift
the start date of the annual capital plan and stress test cycles from
1 October to 1 January, with capital plan and stress test results to
be delivered to the Federal Reserve by 5 April. Each IHC would
have an initial capital plan cycle beginning 1 January 2017. The
IHC would not be required to publicly disclose the results of its
2017 stress tests, but would be subject to the full process begin-
ning with the 2018 cycle.

Financial reporting changes

Changes to our annual performance targets

On 6 May 2014, we provided an update on the execution of our
strategy during our 2014 Investor Update. While our strategy,
which builds on our unique business model, strong market posi-
tion and capital strength to drive growth, remained unchanged,
we updated several of our annual performance targets.
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The table on the next page shows our amended annual perfor-
mance targets on a Group and business division level as well as for
the Corporate Center. These performance targets exclude, where
applicable, items that management believes are not representa-
tive of the underlying performance of our businesses, such as
own credit gains and losses, restructuring-related charges and
gains and losses on sales of businesses and real estate. The perfor-
mance targets assume constant foreign currency translation rates
unless indicated otherwise.

We changed or added the following annual performance tar-
gets:

— We introduced a Swiss systemically relevant banks (SRB) lever-

age denominator target of CHF 900 billion by 2016
— The cost/income ratio target ranges for 2015 and beyond

were lowered for Wealth Management to 55-65% and for

Wealth Management Americas to 75-85%, and were nar-

rowed for the Investment Bank to 70-80%

— Our Global Asset Management business division now targets
an annual profit before tax of CHF 1 billion in the medium term

— The net new business volume growth target for Retail & Cor-
porate now only includes our retail business

— The net new money growth target for Global Asset Manage-
ment now excludes money market flows

— In the Corporate Center, we target a net cost reduction of CHF

2.1 billion versus full-year 2013, of which CHF 1.0 billion in

Corporate Center — Core Functions by year-end 2015, CHF 0.4

billion in Corporate Center — Non-Core and Legacy Portfolio by

year-end 2015 and CHF 0.7 billion in Corporate Center — Non-

Core and Legacy Portfolio after 2015
— We lowered our fully applied Basel Il risk-weighted assets

(RWA) target for the Group for 31 December 2015 to less than

CHF 215 billion from less than CHF 225 billion
— We lowered our fully applied Basel Il RWA target for Corpo-

rate Center — Non-core and Legacy Portfolio for 31 December

2015 to approximately CHF 40 billion from approximately CHF

55 billion

Change to key performance indicators (KPI)

In the second quarter of 2014, we made a change to our KPI
framework to further enhance its relevance by replacing the KPI
“Net new money growth (%)” for Global Asset Management
with “Net new money growth excluding money market flows
(%)." Money market flows are volatile by nature, and metrics in-
cluding these flows therefore provide limited insight.



Annual performance targets

Q
]
c
5

Business division

Corporate Center

1Based on the Basel Ill framework as applicable for Swiss systemically relevant banks (SRB). Refer to the “Capital management” section of this report for more information. 2 Based on the rules applicable as of 6 May 2014.
3 While we continue to target a Group return on equity of greater than 15% from 2015, given elevated operational risk RWA, we may not achieve that until 2016. 4 Represents a limit, not a target. 5 Measured by 2015
year-end exit rate versus full-year 2013 adjusted operating expenses, net of changes in charges for provisions for litigation, regulatory and similar matters. 6 Measured net of FX movements and changes in regulatory demand
of temporary nature. 7 Does not assume constant foreign currency translation rates. 8 Reduction in annual adjusted operating expenses versus full-year 2013.
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Group performance

Group performance

Net profit attributable to UBS shareholders for the second quarter of 2014 was CHF 792 million compared with CHF
1,054 million in the first quarter of 2014. Operating profit before tax was CHF 1,218 million compared with CHF 1,393
million. Operating income decreased by CHF 111 million, mainly due to a decline in net interest and trading income,
partly offset by higher net fee and commission income as well as higher other income. Operating expenses increased by
CHF 64 million, mainly due to an increase in general and administrative expenses, partly offset by lower personnel
expenses. We recorded a net tax expense of CHF 314 million compared with a net tax expense of CHF 339 million in the
prior quarter. Net profit attributable to preferred noteholders was CHF 111 million compared with zero in the prior quarter.

Income statement

For the quarter ended % change from Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689
Creditloss (expense) /recovery [ 8 6 7 1w (18)
Net interest income after credit loss expense 1,229 1,600 1,205 (23) 2 2,829 2,671
Net fee and commission income 429 a2 an36 A 8408 8,360
Nettrading income 1347 1357 1760 m 23 2708 3,982
 of which: net trading income excluding own credit 1275 1269 1621 o ey 2544 4025
" of which: own credit on financial liabilities designated at fair value 72 8 138 1y 4y 60 (43)
b inome A e e w e P o o
Total operating income 7,147 7,258 7,389 (2) (3) 14,405 15,164
Personnel expenses 3,842 3,967 3,855 (3) 0 7,809 7,955
General and administrative expenses 18711 1679 229 "no (19 350 4,298
Depreciation and impairment of property and equipment - 197 199 9% (] R 3% 404
Amortization and impairment of intangible assets 19 0 0 G 5 39 a0
Total operating expenses 5,929 5,865 6,369 1 (7) 11,794 12,697
Operating profit/(loss) before tax 1,218 1,393 1,020 (13) 19 2,611 2,467
o éxpé‘r{s‘é/'('tie'h'e'fit) .............................................. e e s ( 7) ,,,,,,,, o oy e
Net profit/(loss) 904 1,054 895 (14) 1 1,958 1,884
Net profit/(loss) attributable to preferred noteholders 11 0 204 (46) m 204
Net profit/ (loss) attributable to non-controlling interests [ o1 o 2
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Comprehensive income

Total comprehensive income 1,298 1,448 578 (10) 125 2,746 2,138
Total comprehensive income attributable to preferred noteholders 112 (16) 572 (80) 96 629
Total comprehensive income attributable to non-controlling interests o m - 3
Total comprehensive income attributable to UBS shareholders 1,183 1465 6 a9y 2648 1,509

12



Adjusted results' 2

For the quarter ended 30.6.14

Wealth Global CC - Non-
Wealth Manage- Asset Invest- CC- core and
Manage- ment  Retail & Manage- ment Core  lLegacy
CHF million ment Americas Corporate ment Bank Functions® Portfolio UBS
Operating income as reported 1,921 1,684 938 465 2,284 23 (167) 7,147
* of which: own credit on finandial labilities designated at fair valve* 72N 72
ofWh/chgamsonsa/esofrea/estate11
* of which: gain from the partial sale of our investment in Markit 3 43
Operating income (adjusted) 1,921 1,684 938 465 2,241 (50) (167) 7,031
Operating expenses as reported 1,566 1,473 584 359 1,704 (2) 245 5,929
© of which: personnel-related restructuring charges® 9 2 6 1 6 3 3 28
i restructur/ng charge55 ............................................ PR PR S S Gy (4) .......... ot
Operating expenses (adjusted) 1,528 1,466 571 357 1,677 (6) 247 5,840
Operating profit/(loss) before tax as reported 355 211 354 105 579 25 (412) 1,218
Operating profit/(loss) before tax (adjusted) 393 218 367 107 563 (44) (414) 1,191

For the quarter ended 31.3.14

Wealth Global CC—Non-
Wealth  Manage- Asset CC—  core and
Manage- ment Retail &  Manage- Investment Core Legacy
CHF million ment  Americas  Corporate ment Bank  Functions®  Portfolio UBS
Operating income as reported 1,943 1,661 932 451 2,190 51 29 7,258
of which: own credit on financial liabilities designated at fair value* 88 88
of which: gains on sales of real estate 23 23
Operating income (adjusted) 1,943 1,661 932 451 2,190 (60) 29 7,147
Operating expenses asreported 135 14 A 329 1765 27 24 2,865
....0f which: personnel-related restructuring charges® . 2 o 8 2 ER 133
of which: other restructuring charges® 15 3 5 1 42 0 4 71
Operating expenses (adjusted) 1,285 1,409 532 325 1,641 225 245 5,661
Operating profit/(loss) before tax as reported 619 242 386 122 425 (176) (225) 1,393
Operating profit/(loss) before tax (adjusted) 659 252 401 126 549 (285) (216) 1,486
For the quarter ended 30.6.13
Wealth Global CC—Non-
Wealth ~ Manage- Asset CC—  core and
Manage- ment Retail &  Manage- Investment Core Legacy
CHF million ment  Americas  Corporate ment Bank  Functions®  Portfolio UBS

Operating income as reported

of which: gains on sales of real estate 19 19

Operating income (adjusted) 1,953 1,680 948 489 2,250 (162) 73 7,232

Operating expenses as reported

of which: other restructuring charges® 9 5 6 5 17 1 2 44

Operating expenses (adjusted) 1,346 1,439 558 338 1,444 121 983 6,229
Operating profit/(loss) before tax as reported 557 232 377 138 775 (131) (927) 1,020
Operating profit/(loss) before tax (adjusted) 607 242 390 152 806 (283) (909) 1,003

1 Adjusted results are non-GAAP financial measures as defined by SEC regulations. 2 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments follow-
ing organizational changes and restatements due to the retrospective adoption of new accounting standards. 3 Corporate Center — Core Functions operating expenses presented in this table are after service allocations to
business divisions and Corporate Center — Non-core and Legacy Portfolio. 4 Refer to “Note 10 Fair value measurement” in the “Financial information” section of this report for more information. s Refer to “Note 16
Changes in organization” in the “Financial information” section of this report for more information.
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Group performance

Adjusted results' 2

Year-to-date 30.6.14

Wealth Global CC—Non-
Wealth Manage- Asset Invest- CC- core and
Manage- ment  Retail & Manage- ment Core  lLegacy
CHF million ment Americas Corporate ment Bank Functions® Portfolio UBS
Operating income as reported 3,865 3,345 1,870 916 4,474 74 (138) 14,405
* of which: own credit on finandial labilities designated at fair valve* 60 160
R gams et of real este T S I
" of which: gain from the partial sale of our investment in Markit 3 43
Operating income (adjusted) 3,865 3,345 1,870 916 4,431 (110) (138) 14,178
Operating expenses as reported 2,891 2,892 1,130 688 3,469 225 499 11,794
* of which: personnel-related restructuring charges® 34 9 15 4 87 5 7 161
i restructur/ng charge55 ............................................ PRI s L S R R PR e
Operating expenses (adjusted) 2,813 2,874 1,103 682 3,318 219 492 11,501
Operating profit/(loss) before tax as reported 974 453 740 228 1,004 (151) (637) 2,611
Operating profit/(loss) before tax (adjusted) 1,052 471 767 234 1,112 (329) (630) 2,677

Year-to-date 30.6.13

Wealth Global CC—Non-

Wealth  Manage- Asset CC-  core and

Manage- ment Retail &  Manage- Investment Core Legacy
CHF million ment  Americas  Corporate ment Bank  Functions®  Portfolio UBS
Operating income as reported 3,866 3,260 1,867 1,006 5,033 (445) 577 15,164

of which: net gain on sale of remaining proprietary trading business 55 (24)° 31
Operating income (adjusted) 3,866 3,260 1,867 972 4,978 (278) 550 15,215
Operating expenses asreported 2646 283 a8 679 328 35 1750 12,697
.. of which: personnel-related restructuring charges’ “o 6 S A 12 ... 2 26 82,

of which: other restructuring charges® 31 14 19 11 49 0 180 304
Operating expenses (adjusted) 2,571 2,813 1,115 662 3,244 363 1,544 12,311
Operating profit/(loss) before tax as reported 1,221 427 724 328 1,752 (811) (1,173) 2,467
Operating profit/(loss) before tax (adjusted) 1,296 447 752 311 1,734 (642) (994) 2,904

1 Adjusted results are non-GAAP financial measures as defined by SEC regulations. 2 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments follow-
ing organizational changes and restatements due to the retrospective adoption of new accounting standards. 3 Corporate Center — Core Functions operating expenses presented in this table are after service allocations to
business divisions and Corporate Center — Non-core and Legacy Portfolio. 4 Refer to “Note 10 Fair value measurement” in the “Financial information” section of this report for more information. 5 Refer to "Note 16
Changes in organization” in the “Financial information” section of this report for more information. 6 Reflects a foreign currency translation loss.
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Results: 2Q14 vs 1Q14

Operating profit before tax was CHF 1,218 million compared with
CHF 1,393 million in the prior quarter, due to a CHF 111 million
decrease in operating income and an increase of CHF 64 million
in operating expenses.

In addition to reporting our results in accordance with IFRS, we
report adjusted results that exclude items that management be-
lieves are not representative of the underlying performance of our
businesses. Such adjusted results are non-GAAP financial mea-
sures as defined by SEC regulations. For the second quarter of
2014, the items we excluded were an own credit gain of CHF 72
million, gains of CHF 1 million on sales of real estate, a gain of
CHF 43 million from the partial sale of our investment, held as a
financial investment available-for-sale, in the financial information
services company Markit following its initial public offering and
net restructuring charges of CHF 89 million. For the first quarter
of 2014, the items we excluded were an own credit gain of CHF
88 million, gains of CHF 23 million on sales of real estate and net
restructuring charges of CHF 204 million.

On this adjusted basis, profit before tax was CHF 1,191 million
compared with CHF 1,486 million in the prior quarter.

Adjusted operating income decreased by CHF 116 million to
CHF 7,031 million, reflecting a decrease of CHF 324 million in
adjusted net interest and trading income, partly offset by an in-

Net interest and trading income

crease of CHF 184 million in net fee and commission income as
well as CHF 66 million higher adjusted other income.

Adjusted operating expenses increased by CHF 179 million to
CHF 5,840 million, reflecting CHF 61 million higher charges for
provisions for litigation, regulatory and similar matters and an in-
crease of CHF 138 million in other non-personnel expenses, main-
ly as the second quarter included an impairment charge of CHF
78 million in Non-core and Legacy Portfolio related to certain dis-
puted receivables. This was partly offset by CHF 20 million lower
personnel expenses.

Operating income: 2Q14 vs 1Q14

Total operating income was CHF 7,147 million compared with
CHF 7,258 million. On an adjusted basis, total operating income
decreased by CHF 116 million to CHF 7,031 million, mainly due to
a decrease of CHF 324 million in adjusted net interest and trading
income, largely in Corporate Center, both in Core Functions and
in Non-core and Legacy Portfolio, and in the Investment Bank. Net
fee and commission income increased by CHF 184 million follow-
ing higher underwriting fees as well as higher portfolio manage-
ment and advisory fees, partly offset by lower net brokerage fees
and lower investment fund fees. Adjusted other income increased
by CHF 66 million, mainly reflecting increased revenues related to
investments in associates.

For the quarter ended

% change from Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest and trading income
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689
o tradlngmcome .......................................... 1347 ....... e 1760 ......... (.1.) ....... (23) ...... S Yo
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671
Wealth Management 671 671 744 0 (10) 1,342 1,470
e SRR R R o SR i
626 602 6% a @ 128 1,245
(5) ........ ( 1) R o ( 6) ....... e
1155 1259 1281 ® (1 2412 3114
Cer ey S [ s 8
s 1003 100 1 a 1877 2386
(18 % ) 67 (108) 199
S o (67) ....... (83) ................. B (337 )
2 88 138 19 48 60 (43)
" of which: Non-core and Legacy Portfolio ‘ ( 1 95) """"" 7 720 ( 784) """" 535
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671
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Group performance

Net interest and trading income

Net interest and trading income decreased by CHF 340 million to
CHF 2,589 million. The second quarter of 2014 included an own
credit gain on financial liabilities designated at fair value of CHF
72 million, primarily as life-to-date own credit losses partially re-
versed due to time decay, partly offset by the impact of a mar-
ginal tightening of our funding spreads over the quarter. The prior
quarter included an own credit gain on financial liabilities of CHF
88 million. Excluding the effect of own credit, adjusted net inter-
est and trading income decreased by CHF 324 million to CHF
2,517 million, mainly as a result of decreases in Corporate Center,
both in Core Functions and in Non-core and Legacy Portfolio, and
in the Investment Bank.

In Wealth Management, net interest and trading income was
unchanged. Net interest income increased by CHF 22 million to
CHF 518 million, mainly due to higher net interest income from
Lombard loans across all regions and higher allocated revenues
from Group Treasury. Net trading income decreased by CHF 22
million to CHF 153 million, primarily due to lower foreign ex-
change-related income.

In Wealth Management Americas, net interest and trading in-
come increased by CHF 2 million to CHF 326 million.

In Retail & Corporate, net interest and trading income in-
creased by CHF 24 million to CHF 626 million. Net interest income
increased by CHF 18 million to CHF 541 million, reflecting higher
allocated revenues from Group Treasury and higher net interest
income from both lending and deposit products. The deposit mar-
gin increased following selective pricing adjustments, partly offset
by the adverse effect of the ongoing low interest rate environ-
ment on our replication portfolios. The loan margin improved
slightly. Average client deposit and loan volumes were broadly
unchanged. Net trading income increased by CHF 7 million to
CHF 86 million.

In the Investment Bank, net interest and trading income de-
creased by CHF 102 million. Corporate Client Solutions net inter-
est and trading income increased by CHF 27 million, mainly as
debt capital markets revenues increased, due to higher revenues
from leveraged finance partly offset by lower investment grade
revenues. Investor Client Services net interest and trading income

Credit loss (expense)/recovery

decreased by CHF 129 million. Equities net interest and trading
income decreased by CHF 95 million, primarily as a result of lower
derivatives revenues due to declines in client activity and lower
volatility levels, as well as weaker cash trading revenues. These
decreases were partly offset by higher financing services revenues.
In foreign exchange, rates and credit, net interest and trading in-
come decreased by CHF 34 million. Foreign exchange revenues
declined, mainly due to lower revenues from the emerging mar-
ket short-term interest rate, foreign exchange spot and e-trading
businesses, reflecting lower client activity levels compared with
the prior quarter.
Corporate Center — Core Functions net interest and trading
income, excluding the effect of own credit, decreased by CHF 38
million, mainly due to trading losses of CHF 26 million, compared
with gains of CHF 17 million in the prior quarter, on derivative
instruments which are used to economically hedge our financial
investments available-for-sale portfolio, as well as CHF 36 million
lower gains related to our macro cash flow hedges. These de-
creases were partly offset by gains of CHF 56 million on cross-
currency basis swaps which are held as economic hedges com-
pared with a loss of CHF 1 million in the prior quarter.
In Corporate Center — Non-core and Legacy Portfolio, net in-
terest and trading income decreased by CHF 207 million. Non-
core net interest and trading income decreased by CHF 175 mil-
lion, mainly due to a loss of CHF 97 million in structured credit
resulting from the exit of the majority of the correlation trading
portfolio. In addition, net interest and trading income in rates de-
creased by CHF 46 million, mainly due to novation and unwind
activity and, to a lesser extent, market movements. Debit valua-
tion adjustments were negative CHF 44 million compared with
negative CHF 19 million in the prior quarter. Legacy Portfolio net
interest and trading income decreased by CHF 33 million, mainly
due to lower gains on reference-linked notes and on real estate
portfolios due to market movements.
- Refer to “Note 3 Net interest and trading income” in the
“Financial information” section of this report for more information

-> Refer to “Note 10 Fair value measurement” in the “Financial
information” section of this report for more information on own
credit

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Wealth Management 2 0 1 100 3 (11)
Wealth Management Americas (2) 17 0 15 0
Retail & Corporate (8) 12 (3) 167 4 (3)
Investment Bank (6) 0 4 (6) 3
Corporate Center (2) 0 (5) (60) (2) (6)
* ofwhich: Non-core and legacy Portfolio 2 0o G 6) 2 (6)
Total (14) 28 (3) 367 14 (18)
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Credit loss expense/recovery
We recorded net credit loss expenses of CHF 14 million compared
with net credit loss recoveries of CHF 28 million in the prior quarter.

Wealth Management Americas recorded net credit loss ex-
penses of CHF 2 million compared with net credit loss recoveries
of CHF 17 million. The prior quarter included the full release of a
loan loss allowance for a single client as well as releases of loan
loss allowances on securities-backed lending facilities collateral-
ized by Puerto Rico municipal securities and related funds.

Retail & Corporate recorded net credit loss expenses of CHF 8
million compared with net credit loss recoveries of CHF 12 million.
The first quarter included a release of CHF 10 million in collective
loan loss allowances.

-> Refer to the “Wealth Management Americas” and

“Retail & Corporate” sections of this report for more
information

Net fee and commission income
Net fee and commission income increased by CHF 184 million to
CHF 4,296 million.

Underwriting fees were CHF 493 million compared with CHF
320 million in the prior quarter, mainly reflecting an increase of
CHF 146 million in equity underwriting fees, largely in the Invest-
ment Bank, as the market fee pool rose and participation in initial
public offerings and rights offerings increased. Debt underwrit-

ing fees increased by CHF 28 million, also largely in the Invest-
ment Bank.

Portfolio management and advisory fees increased by CHF 61
million to CHF 1,780 million, primarily in Wealth Management
Americas, mainly due to higher managed account fees reflecting
higher average invested assets, as well as in Global Asset Man-
agement and Wealth Management.

Net brokerage fees decreased by CHF 52 million to CHF 759
million in our wealth management businesses and in the Invest-
ment Bank, largely due to lower client activity levels.

Investment fund fees decreased by CHF 28 million to CHF 905
million, largely due to lower sales-based fees in Wealth Manage-
ment in line with lower market activity levels, mainly in Asia Pa-
cific, and lower asset-based mutual fund fees in Wealth Manage-
ment Americas.

- Refer to “Note 4 Net fee and commission income” in the

“Financial information” section of this report for more information

Other income
Other income was CHF 276 million compared with CHF 189 mil-
lion in the prior quarter.

Income related to associates and subsidiaries was CHF 114 mil-
lion compared with CHF 42 million in the prior quarter. The sec-
ond quarter included a gain of CHF 65 million in Corporate Client
Solutions within the Investment Bank on an investment in an as-

Operating income Wealth Management, Wealth Management Americas and Retail & Corporate

Wealth Management

Wealth Management Americas Retail & Corporate

For the quarter ended

CHF million 30.6.14 313.14 30.6.13 30.6.14 313.14 30.6.13 30.6.14 313.14 30.6.13
Net interest income 518 496 523 232 223 222 541 523 542
Recurring net fee income 922 87 909 1,032 9% 972 138 w4 126
Transaction-based income . amn 542 505 a2 a1 78 u1 34 w2
b e S g s o g g o o o
Income 1,919 1,943 1,952 1,686 1,644 1,680 945 921 951
Credit loss (expense)/recovery 2 0 1 (2) 17 0 (8) 12 (3)
Total operating income 1,921 1,943 1,953 1,684 1,661 1,680 938 932 948

Operating income Wealth Management, Wealth Management Americas and Retail & Corporate

Wealth Management

Wealth Management Americas Retail & Corporate

Year-to-date

CHF million 30.6.14 30.6.13 30.6.14 30.6.13 30.6.14 30.6.13
Net interest income 1,013 1,031 454 424 1,063 1,072
Recurring net fee income 1819 1765 2028 1855 283 256
Transaction-based income 1,014 1,09 832 92 a8 516
Db ncome e by 5 o R e
Income 3,862 3,877 3,330 3,260 1,866 1,870
Credit loss (expense)/recovery 3 (11) 15 0 4 (3)
Total operating income 3,865 3,866 3,345 3,260 1,870 1,867
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Group performance

sociate which was reclassified to a financial investment available-
for-sale following its initial public offering. The second quarter
also included a credit of CHF 25 million related to the partial re-
lease of a provision for litigation, regulatory and similar matters,
which was recorded as other income.

Income from financial investments available-for-sale was CHF
77 million compared with CHF 39 million in the prior quarter. The
second quarter included a gain of CHF 43 million in Investor Cli-
ent Services within the Investment Bank from the partial sale of a
financial investment available-for-sale.

Other income excluding the abovementioned items decreased
by CHF 23 million to CHF 85 million, mainly as the prior quarter
included a gain on sale of real estate of CHF 23 million.

-> Refer to “Note 5 Other income” in the “Financial information”

section of this report for more information

Recurring net fee and transaction-based income in Wealth
Management, Wealth Management Americas and Retail &
Corporate

Recurring net fee income for Wealth Management, Wealth Man-
agement Americas and Retail & Corporate includes fees for ser-
vices provided on an ongoing basis such as portfolio management
fees, asset-based investment fund fees, custody fees and account
keeping fees, which are generated on the respective business divi-
sion’s client assets. This is part of total net fee and commission
income in the UBS Group financial statements. Transaction-based
income includes the non-recurring portion of the net fee and
commission income for these business divisions, mainly consisting

Operating expenses

of brokerage and transaction-based investment fund fees as well
as credit card fees and fees for payment transactions, together
with the respective divisional net trading income.

In Wealth Management, recurring net fee income increased by
CHF 25 million to CHF 922 million, reflecting the positive effects
of mandate sales efforts and an increase in the invested asset
base, partly offset by the negative effect on the gross margin of
ongoing outflows of assets from cross-border clients. Transaction-
based income decreased by CHF 70 million to CHF 472 million
with declines across all regions, primarily due to lower foreign
exchange-related income and investment fund revenues.

In Wealth Management Americas, recurring net fee income
increased by CHF 36 million to CHF 1,032 million, mainly due to
an increase in managed account fees which were calculated on
increased invested asset levels at the end of the prior quarter.
Transaction-based income decreased by CHF 9 million to CHF 412
million, mainly due to lower trading income in US municipal secu-
rities.

In Retail & Corporate, recurring net fee income decreased by
CHF 6 million to CHF 138 million, mainly reflecting lower income
from non-asset-based products. Transaction-based income in-
creased by CHF 13 million to CHF 247 million, mainly due to high-
er income from credit card transactions and higher allocated rev-
enues from Group Treasury.

- Refer to the “Wealth Management,” “Wealth Management

Americas” and “Retail & Corporate” sections of this report for
more information

For the quarter ended % change from Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Personnel expenses (adjusted)’
Salanes ................................................ 1509 ...... 1537 ...... 1576 ......... (2) ........ (.4.) ,,,,, 3045 ...... 3225 .
Total variable compensation 920 82 6 8§ B3 1712 1,804
of which: relating to current year” 707 666 576 6 3 1373 1336
ofwhich: relating to prior years* 213 186 7o 15 FE R 399 468
Wealth Management Americas: Financial advisor compensation* 82 7% 813 4 1 1612 1,588
Other personnel expenses® s62 657 62 (4 (10) 1217 1,255
Total personnel expenses (adjusted)’ 3,814 3,834 3,759 (1) 1 7,648 7,873
Non-personnel expenses (adjusted)’
Provisions for litigation, regulatory and similar matters . P17 193 658 2 6 a7 1,036
Other non-personnel expenses® 1,712 1634 1813 g8 @ 3406 3,402
Total non-personnel expenses (adjusted)’ 2,026 1,827 2,471 1" (18) 3,853 4,438
AdJustlng items 89 204 140 (56) (36) 293 386
of which: personnel-related restructuring charges 28 133 % 79 /. 61 82
© of which: other restructuring charges 61 7 “ 7/ 390 132 304
Total operating expenses as reported 5,929 5,865 6,369 1 (7) 11,794 12,697

1 Excluding adjusting items.
mance awards and other variable compensation.

2 Includes expenses relating to performance awards and other variable compensation for the respective performance year.
4 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensa-

3 Consists of amortization of prior years' awards relating to perfor-

tion calculated based on financial advisor productivity, firm tenure, assets and other variables. It also includes costs related to compensation commitments with financial advisors entered into at the time of recruitment, which

are subject to vesting requirements.
“Financial information” section of this report for more information.
impairment of property and equipment and amortization and impairment of intangible assets.
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5 Consists of expenses related to contractors, social security, pension and other post-employment benefit plans and other personnel expenses. Refer to “Note 6 Personnel expenses” in the
6 Includes general and administrative expenses (excluding charges for provisions for litigation, regulatory and similar matters) as well as depreciation and



Operating expenses: 2Q14 vs 1Q14

Total operating expenses increased by CHF 64 million to CHF
5,929 million. Restructuring charges were CHF 89 million com-
pared with CHF 204 million in the prior quarter. Personnel-related
restructuring charges decreased by CHF 105 million to CHF 28
million, while non-personnel-related restructuring charges de-
creased by CHF 10 million to CHF 61 million.

On an adjusted basis excluding restructuring charges, total oper-
ating expenses increased by CHF 179 million to CHF 5,840 million.
Charges for provisions for litigation, regulatory and similar matters
increased by CHF 61 million and other non-personnel expenses in-
creased by CHF 138 million, mainly as the second quarter included an
impairment charge of CHF 78 million in Corporate Center — Non-core
and Legacy Portfolio related to certain disputed receivables. This was
partly offset by a decrease of CHF 20 million in personnel expenses.

-> Refer to “Note 16 Changes in organization” in the “Financial

information” section of this report for more information on
restructuring charges

Personnel expenses

Personnel expenses decreased by CHF 125 million to CHF 3,842
million. The second quarter of 2014 included CHF 28 million in
personnel-related restructuring charges compared with CHF 133
million in the prior quarter. On an adjusted basis excluding re-
structuring charges, personnel expenses decreased by CHF 20 mil-
lion to CHF 3,814 million.

Expenses for salaries, excluding the effects of restructuring, de-
creased by CHF 28 million, largely due to lower expenses for un-
taken vacation accruals.

Excluding the effects of restructuring, total variable compensation
expenses increased by CHF 68 million to CHF 920 million, mainly due
to increased expenses for current year variable compensation.

Financial advisor compensation in Wealth Management Amer-
icas increased by CHF 32 million, corresponding with higher com-
pensable revenues.

Other personnel expenses decreased by CHF 95 million on an
adjusted basis, largely due to lower charges for social security,
mainly as the second quarter included the reversal of a first quar-
ter overaccrual of approximately CHF 20 million and also reflected
other reductions related to performance awards.

- Refer to “Note 6 Personnel expenses” in the “Financial informa-

tion"” section of this report for more information

General and administrative expenses

General and administrative expenses increased by CHF 192 mil-
lion to CHF 1,871 million. On an adjusted basis, excluding net
restructuring charges of CHF 60 million in the second quarter
compared with CHF 63 million in the prior quarter, general and
administrative expenses increased by CHF 195 million.

Net charges for provisions for litigation, regulatory and similar
matters increased by CHF 61 million to CHF 254 million. In view
of the current regulatory and political climate affecting financial
institutions, and because we continue to be exposed to a number

of significant claims and regulatory matters, we expect charges
associated with litigation, regulatory and similar matters to re-
main at elevated levels through 2014.

Professional fees, excluding the effects of restructuring, in-
creased by CHF 57 million, mainly due to higher consulting and
legal fees.

Marketing and public relations expenses, travel and entertain-
ment and outsourcing of information technology and other ser-
vices, excluding the effects of restructuring, increased by CHF 14
million, CHF 11 million and CHF 5 million, respectively.

Rent and maintenance of information technology and other
equipment, excluding the effects of restructuring, decreased by
CHF 23 million.

Other general and administrative expenses increased by CHF
77 million, excluding the effects of restructuring charges, mainly
as the second quarter included an impairment charge of CHF 78
million in Non-core and Legacy Portfolio related to certain dis-
puted receivables.

- Refer to “Note 7 General and administrative expenses” in the

“Financial information” section of this report for more information

- Refer to “Note 14 Provisions and contingent liabilities” in the

“Financial information” section of this report for more information

Depreciation, impairment and amortization

Depreciation and impairment of property and equipment was CHF

197 million compared with CHF 199 million in the prior quarter.
Amortization and impairment of intangible assets was CHF 19

million compared with CHF 20 million in the prior quarter.

Tax: 2Q14 vs 1Q14

We recognized a net income tax expense of CHF 314 million for
the second quarter of 2014 compared with a net income tax ex-
pense of CHF 339 million in the prior quarter. The second quarter
net income tax expense included a deferred tax expense of CHF
195 million in respect of the amortization of deferred tax assets
previously recognized in relation to tax losses carried forward to
reflect their offset against Swiss taxable profits for the quarter. In
addition, it included net income tax expenses of CHF 119 million
in respect of taxable profits primarily relating to branches and sub-
sidiaries outside of Switzerland.

The first quarter net income tax expense of CHF 339 million
primarily reflected the amortization of deferred tax assets previ-
ously recognized in relation to tax losses carried forward to reflect
their offset against Swiss taxable profits for the quarter.

In 2014, we expect the full year effective tax rate to be in the
range of 20% to 25%, excluding any impact from deferred tax
asset reassessments. Consistent with past practice, we expect to
revalue our deferred tax assets in the second half of 2014 based
upon a reassessment of future profitability, taking into account
updated business plan forecasts. The full year effective tax rate
could change significantly as a result of this reassessment.

- Refer to “Note 8 Income taxes” in the “Financial information”

section of this report for more information
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Group performance

Total comprehensive income attributable to UBS
shareholders: 2Q14 vs 1Q14

Total comprehensive income attributable to UBS shareholders was
CHF 1,183 million compared with CHF 1,465 million in the prior
quarter. Net profit attributable to UBS shareholders was CHF 792
million compared with CHF 1,054 million. Other comprehensive
income (OCI) attributable to UBS shareholders was CHF 390 mil-
lion compared with CHF 411 million.
In the second quarter, OCl included gains from cash flow hedg-
es of CHF 262 million (net of tax) compared with CHF 210 million
in the prior quarter, mainly reflecting decreases in long-term inter-
est rates across all major currencies.
Foreign currency translation gains amounted to CHF 87 million
(net of tax), primarily related to a strengthening of the US dollar
against the Swiss franc, compared with losses of CHF 174 million
in the prior quarter.
OClI on defined benefit plans (net of tax) was CHF 26 million
compared with CHF 344 million in the prior quarter. A pre-tax
gain of CHF 143 million was recorded for the Swiss pension plan,
which was primarily due to an increase in the fair value of the
underlying plan assets, partly offset by an increase in the defined
benefit obligation resulting from a decrease in the applicable dis-
count rate. Net pre-tax OCl on non-Swiss pension plans was neg-
ative CHF 95 million.
OCI associated with financial investments available-for-sale
was CHF 16 million (net of tax) compared with CHF 31 million in
the prior quarter, mainly due to net unrealized gains as a result of
decreases in long-term interest rates, partly offset by the reclassi-
fication of previously unrealized net gains to the income state-
ment upon sale of investments.
- Refer to the “Statement of comprehensive income” in the
“Financial information” section of this report for more information

-> Refer to “Note 28 Pension and other post-employment benefit
plans” in the “Financial information” section of our Annual
Report 2013 for more information

Net profit attributable to preferred noteholders:
2Q14 vs 1Q14

Net profit attributable to preferred noteholders was CHF 111 mil-
lion in the second quarter of 2014 compared with zero in the first
quarter of 2014. In the second quarter, dividends of CHF 81 mil-
lion were paid for preferred notes, for which no accrual was re-
quired in a prior period. In addition, the second quarter included
an accrual of CHF 30 million for future dividend payments trig-
gered by the dividend payment to UBS shareholders in May 2014.

Purchase of UBS AG shares by UBS Group AG pursuant to the
exchange offer to create a group holding company is expected to
cause a triggering event which results in accruals for future distri-
butions to preferred noteholders. Assuming the acceptance date
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for the exchange offer is in the fourth quarter of 2014, we expect
to attribute further net profit to preferred noteholders of up to
approximately CHF 80 million in that period.

If we have attributed net profit to preferred noteholders of
CHF 80 million in the fourth quarter of 2014, we would expect to
attribute net profit to preferred noteholders of approximately CHF
30 million in 2015. In addition, we would expect to attribute net
profit to preferred noteholders of approximately CHF 80 million in
2016.

-> Refer to the “Regulatory and legal developments and financial

reporting changes” section of this report for more information

Performance by reporting segment: 2Q14 vs 1Q14

Management’s discussion and analysis by reporting segment is
provided in the “UBS business divisions and Corporate Center”
section of this report.

Key figures and personnel: 2Q14 vs 1Q14

Cost/income ratio

The cost/income ratio was 82.8% in the second quarter of 2014
compared with 81.1% in the prior quarter. On an adjusted basis,
the cost/income ratio increased to 82.9% from 79.5%.

Risk-weighted assets

Our phase-in Basel Il risk-weighted assets (RWA) were stable at
CHF 229.9 billion in the second quarter of 2014. Market risk RWA
decreased by CHF 2.3 billion, which was entirely offset by a CHF
1.4 billion increase in operational risk RWA, a CHF 0.5 billion in-
crease in credit risk RWA and a CHF 0.4 billion increase in non-
counterparty-related risk RWA.

The CHF 2.3 billion decrease in market risk RWA was mainly due
to the exit of the majority of the correlation trading portfolio in
Corporate Center — Non-core, partly offset by an increase in the In-
vestment Bank related to stressed value-at-risk. Incremental opera-
tional risk RWA based on the supplemental operational risk capital
analysis mutually agreed to by UBS and FINMA increased by CHF 1.3
billion to CHF 25.8 billion as of 30 June 2014. The CHF 0.5 billion
increase in credit risk RWA was due to increases of CHF 3.8 billion in
the Investment Bank, mainly due to a CHF 2.7 billion increase relat-
ed to exposures to Corporates which was primarily driven by tempo-
rarily higher RWA arising from aged trade settlements and from an
increase in originated commercial real estate loans in advance of
securitization, and CHF 1.1 billion in Corporate Center — Core Func-
tions. These increases were largely offset by a reduction of CHF 4.1
billion in Corporate Center — Non-core and Legacy Portfolio.

-> Refer to the discussions of “Corporate Center - Non-core and
Legacy Portfolio” and “Capital management” in the “Risk and
treasury management” section of this report for more informa-
tion on risk-weighted assets



Net new money

In Wealth Management, net new money was CHF 10.7 billion,
with net inflows from Asia Pacific, Switzerland and emerging mar-
kets. Europe reported net outflows due to ongoing cross-border
asset outflows, partly offset by net inflows in domestic markets.
On a global basis, net new money from ultra high net worth cli-
ents was CHF 9.6 billion compared with CHF 7.4 billion in the
prior quarter.

In Wealth Management Americas, net new money outflows
were CHF 2.2 billion or USD 2.5 billion compared with net inflows
of CHF 1.9 billion or USD 2.1 billion in the prior quarter. The sec-
ond quarter reflected net new money outflows from financial ad-
visors employed with UBS for more than one year, compared with
net inflows in the prior quarter, mainly due to client withdrawals
of approximately USD 2.5 billion in the second quarter associated
with seasonal income tax payments.

In Global Asset Management, excluding money market flows,
net new money inflows were CHF 11.6 billion compared with CHF
13.0 billion in the prior quarter. By channel, net inflows from third
parties were CHF 8.7 billion compared with CHF 9.0 billion, main-
ly into equities and fixed income, and primarily from clients ser-
viced from Switzerland and Asia Pacific. Net inflows from clients
of UBS's wealth management businesses were CHF 2.9 billion
compared with CHF 4.0 billion in the prior quarter, mainly into
alternatives and fixed income, and primarily from clients serviced
from Asia Pacific. Money market net outflows were CHF 3.6 bil-

Net new money

lion compared with CHF 3.4 billion in the prior quarter and were
mainly from clients serviced from the Americas. Total net new
money inflows were CHF 8.0 billion compared with CHF 9.6 bil-
lion in the prior quarter.
- Refer to the “Wealth Management,” “Wealth Management
Americas” and “Global Asset Management” sections of this
report for more information

Invested assets

In Wealth Management, invested assets increased by CHF 29 billion
to CHF 928 billion as of 30 June 2014, due to positive market per-
formance of CHF 18 billion, net new money inflows of CHF 10.7
billion and positive currency translation effects of CHF 1 billion.

In Wealth Management Americas, invested assets increased by
CHF 30 billion to CHF 902 billion. In US dollar terms, invested as-
sets increased by USD 30 billion to a record USD 1,017 billion,
reflecting positive market performance of USD 33 billion, partly
offset by net new money outflows of USD 2.5 billion.

In Global Asset Management, invested assets were CHF 621
billion as of 30 June 2014 compared with CHF 596 billion as of
31 March 2014. This increase was due to positive market perfor-
mance of CHF 14 billion, total net new money inflows of CHF 8.0
billion and positive currency translation effects of CHF 4 billion.

- Refer to the “Wealth Management,” “Wealth Management

Americas” and “Global Asset Management” sections of this
report for more information

For the quarter ended Year-to-date

CHF billion 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Wealth Management 10.7 10.9 10.1 21.6 25.1
Wealth Management Americas (2.2) 1.9 2.7 (0.3) 11.2
Global Asset Management 8.0 9.6 (2.0) 17.6 (5.1)
of which: excluding money market flows 11.6 13.0 (1.3) 24.6 3.8
e bﬁéy o (3 5) .......... sy 17 R o 25)
Invested assets
As of % change from
CHF billion 30.6.14 31.3.14 30.6.13 31.3.14 30.6.13
Wealth Management 928 899 862 3 8
Wealth Management Americas 902 872 843 3 7
Global Asset Management 621 596 586 4 6
of which: excluding money market funds 563 534 512 5 10
e bﬁéy et T B J e R 3
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Group performance

Personnel front office personnel as well as a decrease in personnel allocated
We employed 60,087 personnel as of 30 June 2014, a decrease  from Corporate Center shared services units. Retail & Corporate
of 239 compared with 60,326 personnel as of 31 March 2014.  personnel declined by 76.

Personnel in Corporate Center decreased by 118, with declines in - Refer to the discussions of personnel in the “UBS business
both Core Functions and Non-core and Legacy Portfolio. Invest- divisions and Corporate Center” section of this report for more
ment Bank personnel declined by 97, mainly due to decreased information

Personnel by business division and Corporate Center

As of % change from

Full-time equivalents 30.6.14 313.14 30.6.13 313.14 30.6.13
Wealth Management 16,681 16,642 16,359 0 2
Wealth Management Americas 16,348 16,356 16,243 0 1
Retail & Corporate 9,164 9,240 9,532 (1) (4)
Global Asset Management 3,752 3,730 3,760 1 0
Investment Bank 11,763 11,860 12,138 (1) (3)
Corporate Center 2,379 2,497 2,724 (5) (13)

of which: Core Functions 881 951 1,006 (7) (12)
" of which: Non-core and Legacy Portfolo 1498 1546 718 6 (13)
Total 60,087 60,326 60,754 0 (1)
" of which: Corporate Center personnel (before allocations)’ 23649 23984 24568 m (4)

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports (for example, due to adjustments following organizational changes).

Personnel by region

As of % change from
Full-time equivalents .6. 31.3.14 30.6.13 31.3.14 30.6.13
Americas 21,265 21,360 0 (1)

Switzerland 21,440 21,558 22,015 (1) (3)

Total 60,087 60,326 60,754 0 (1)
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Results: 6M14 vs 6M13

Net profit attributable to UBS shareholders was CHF 1,846 million
in the first half of 2014 compared with CHF 1,678 million in the
same period a year earlier. Operating profit before tax was CHF
2,611 million compared with CHF 2,467 million.

For the first half of 2014, adjusting items were an own credit
gain of CHF 160 million, gains on sales of real estate of CHF 24
million, a gain of CHF 43 million from the aforementioned partial
sale of a financial investment available-for-sale and net restructur-
ing charges of CHF 293 million. For the first half of 2013, adjust-
ing items were an own credit loss of CHF 43 million, gains on sales
of real estate of CHF 19 million, a net loss related to the buyback
of debt in a public tender offer of CHF 92 million, a gain on the
sale of Global Asset Management’s Canadian domestic business
of CHF 34 million, a net gain on the sale of our remaining propri-
etary trading business of CHF 31 million and net restructuring
charges of CHF 386 million.

On an adjusted basis, profit before tax decreased by CHF 227
million to CHF 2,677 million, largely due to a decline of CHF 1,037
million in operating income, partly offset by a decline of CHF 810
million in operating expenses.

Adjusted operating income was CHF 14,178 million compared
with CHF 15,215 million, mainly reflecting a decrease of CHF
1,329 million in adjusted net interest and trading income, largely
in Corporate Center — Non-core and Legacy Portfolio, the Invest-
ment Bank and, to a lesser extent, Wealth Management, partly
offset by an increase in Corporate Center — Core Functions. Net
interest and trading income in Wealth Management declined by
CHF 128 million, mainly due to lower foreign exchange and pre-
cious metals trading revenues as well as reduced net interest in-
come. Investment Bank net interest and trading revenues de-
clined by CHF 702 million. Investor Client Services net interest
and trading income decreased by CHF 509 million to CHF 1,877
million, mainly as equities derivatives revenues declined, across all
regions, primarily as a result of a reduction in client activity levels,
lower volatility levels and trading revenues. Foreign exchange,
rates and credit revenues also decreased, with lower revenues

across most products as client activity levels decreased signifi-
cantly, reflecting the ongoing macroeconomic uncertainty. Cor-
porate Client Solutions net interest and trading income declined
by CHF 193 million, largely due to lower equity capital markets
revenues as well as lower revenues in financing solutions, partly
offset by higher debt capital markets and risk management rev-
enues. The first half of 2013 included revenues from a large pri-
vate transaction in equity capital markets. Non-core and Legacy
Portfolio net interest and trading income decreased by CHF 719
million, primarily as Legacy Portfolio revenues in the first half of
2013 included a gain of CHF 359 million from the revaluation of
our option to acquire the SNB StabFund’s equity. Furthermore,
Non-core revenues declined by CHF 314 million. Credit revenues
were negative CHF 45 million compared with positive CHF 42
million, mainly as the first half of 2014 included a loss of CHF 97
million in structured credit resulting from the exit of the majority
of the correlation trading portfolio. Revenues in rates were nega-
tive CHF 57 million in the first half of 2014, mainly due to nova-
tion and unwind activity, compared with positive CHF 73 million
in the same period in the prior year. Both rates and credit reve-
nues in the first half of 2013 benefited from favorable market
conditions at the beginning of the year ahead of any material
unwind activity. In addition, debit valuation adjustments were
negative CHF 63 million compared with positive CHF 16 million.
These decreases were partly offset by CHF 237 million higher
adjusted net interest and trading revenues in Corporate Center
— Core Functions, mainly due to a gain of CHF 62 million related
to our macro cash flow hedges compared with a loss of CHF 90
million in the first half of 2013 and gains of CHF 54 million from
cross-currency basis swaps which are held as economic hedges
compared with a loss of CHF 85 million in the first half of 2013.
Adjusted other income increased by CHF 211 million and net fee
and commission income increased by CHF 48 million.

Adjusted operating expenses decreased by CHF 810 million to
CHF 11,501 million, due to a CHF 589 million decline in charges
for provisions for litigation, regulatory and similar matters and
CHF 225 million lower personnel expenses, largely due to lower
salary costs.
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Wealth Management

Wealth Management

Profit before tax was CHF 355 million in the second quarter of 2014, a decrease of CHF 264 million compared with the
first quarter. Adjusted for restructuring charges, profit before tax decreased by CHF 266 million to CHF 393 million,
mainly due to an increase in charges for provisions for litigation, regulatory and similar matters to CHF 291 million from
CHF 86 million. In addition, operating income declined by CHF 22 million, largely as a result of decreased transaction-
based income, partly offset by higher recurring income. The gross margin on invested assets decreased 3 basis points to
84 basis points. Net new money was CHF 10.7 billion compared with CHF 10.9 billion in the prior quarter.

Business division reporting’

As of or for the quarter ended % change from Year-to-date

CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest income 518 496 523 4 (1) 1,013 1,031
Recurring net fee income 922 897 909 31 1819 1,765
Transaction-based income . a2 542 505 (13 7 1014 1,059
b ncome ST g B (22) ,,,,,, (53) ,,,,,,, e s
Income 1,919 1,943 1,952 (1) (2) 3,862 3,877
Cadit Io‘s‘s‘('ékp'e'hée)/re‘d‘)\'/é'ry' ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, S R R o o ( .1.1.).
Total operating income 1,921 1,943 1,953 (1) (2) 3,865 3,866
Personnel expenses 824 847 866 (3) (5) 1,671 1,704
General and administrative expenses 676 ay 6 64 % 1088 807
Services (to)/from other business divisions 3 7 n e G 000 a0
Depreciation and impairment of property and equipment 52 8 6 8 3 9 91
Amortization and impairment of intangible assets 1 1 o) o 33
Total operating expenses? 1,566 1,325 1,396 18 12 2,891 2,646
Business division operating profit/(loss) before tax 355 619 557 (43) (36) 974 1,221
Key performance indicators?

Pre-tax profit growth (%) (42.6) 31.4 (16.1) (20.2) (14.4)
Contlicoma it T s o N o 652
Netnewmoneygrowth(%) ..................................... D P R i1
Gross margin on invested assets (bps) 84 87 90 B n 86 91

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of new
accounting standards. 2 Refer to “Note 16 Changes in organization” in the “Financial information” section of this report for information on restructuring charges. 3 Refer to the “Measurement of performance” section
of our Annual Report 2013 for the definitions of our key performance indicators.
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Business division reporting’ (continued)

As of or for the quarter ended % change from Year-to-date

CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Additional information

Recurring income 1,440 1,392 1,432 3 1 2,832 2,795
Recurrlng ome a5 2% of o ( %) .......................................... so e ya s r
AverageattnbutedeqU|ty(CHFb|II|on)2 ........................................... S e AR ( 6)34 ........... 5
et eqwty (%) ................................................ s e b Gy 6o
Risk-weighted assets (fully applied, CHF billion)® 21 14 194 3 u o 21 19.4
Risk-weighted assets (phase-in, CHF billion)> 26 78 198 s u o 26 19.8
e o |skwe|ghted assets g e (%)4 ........................................ we wo dog ey os
. verage e (phaselnCHF 5 |II|on)5 ............................... oo e g Dee
Goodwill and intangible assets (CHF billion) 13 13 4 o on 3 14
Net new money (CHF billion) 10.7 10.9 10.1 21.6 25.1
R, (CHF b||||on) ................................................... s gog sy g g o e
Ciom assets(CHF b|II|on) ...................................................... 1083 ......... 1044 ......... e R R 1083 .......... 506
Loans, gross (CHF billion) 105.3 102.2 95.1 3 " 105.3 95.1
e estomors (CHFb|II|on) ................................................ e wes wy R R s w3
Personnel (full-time equivalents) 16,681 16,642 16,359 0 2 16,681 16,359
Client advisors (full-time equivalents) 4245 420 4178 1 ) 45 4178

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of new
accounting standards. 2 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. 3 Based on the Basel Il framework as applicable for Swiss
systemically relevant banks (SRB). Refer to the "Capital management” section of this report for more information. 4 Based on phase-in Basel Il risk-weighted assets. 5 The leverage ratio denominator is also referred to
as "total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding the end of the
reporting period. Refer to the “Capital management” section of this report for more information.

Regional breakdown of key figures'?

Emerging  of which: ultra  of which: Global
As of or for the quarter ended 30.6.14 Europe Asia Pacific Switzerland markets  high net worth  Family Office’

Net new money (CHF billion)

1,484 1,153

1 Refer to the “Measurement of performance” section of our Annual Report 2013 for the definitions of our key performance indicators. 2 Based on the Wealth Management business area structure, and excluding minor
functions with 61 client advisors, and CHF 10 billion of invested assets, and CHF 0.1 billion of net new money outflows in the second quarter 2014. 3 Joint venture between Wealth Management and the Investment Bank.
Global Family Office is reported as a sub-segment of ultra high net worth and is included in the ultra high net worth figures. 4 Gross margin includes income booked in the Investment Bank. Gross margin only based on
income booked in Wealth Management is 26 basis points. 5 Represents client advisors who exclusively serve ultra high net worth clients. In addition to these, other client advisors may also serve certain ultra high net worth
clients, but not exclusively.

Client advisors (full-time equivalents)
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Wealth Management

Results: 2Q14 vs 1Q14

Operating income

Total operating income decreased by CHF 22 million to CHF 1,921
million, mainly due to lower transaction-based income, partly off-
set by higher recurring net fee income and net interest income.

Net interest income increased by CHF 22 million to CHF 518
million, mainly due to higher net interest income from Lombard
loans across all regions and higher allocated revenues from Group
Treasury.

Recurring net fee income increased by CHF 25 million to CHF
922 million, reflecting the positive effects of mandate sales efforts
and an increase in the invested asset base, partly offset by the
negative effect on the gross margin of ongoing outflows of assets
from cross-border clients.

Transaction-based income decreased by CHF 70 million to CHF
472 million with declines across all regions, primarily due to lower
foreign exchange-related income and investment fund revenues.

Other income declined by CHF 2 million to CHF 7 million.

Net credit loss recoveries were CHF 2 million in the second
quarter due to a release of CHF 3 million in collective loan loss
allowances compared with zero in the prior quarter.

Operating expenses

Total operating expenses increased by CHF 241 million to CHF
1,566 million. Adjusted for restructuring charges of CHF 38 mil-
lion compared with CHF 40 million, operating expenses increased
by CHF 243 million to CHF 1,528 million, mainly as charges for
provisions for litigation, regulatory and similar matters increased
by CHF 205 million and also due to higher marketing expenses.

Personnel expenses decreased by CHF 23 million to CHF 824
million. Adjusted for restructuring charges of CHF 9 million com-
pared with CHF 25 million, personnel expenses decreased by CHF
7 million to CHF 815 million, mainly due to lower variable com-
pensation expenses, largely offset by increased expenses due to
annual salary increases, staff hires for our strategic and regulatory
priorities as well as increased Corporate Center shared service
costs.

General and administrative expenses increased by CHF 264
million to CHF 676 million. Adjusted for restructuring charges of
CHF 29 million compared with CHF 14 million, general and ad-
ministrative expenses increased by CHF 249 million to CHF 647
million, mainly due to CHF 205 million higher charges for provi-
sions for litigation, regulatory and similar matters as well as higher
marketing expenses.
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Net charges for services from other business divisions de-
creased by CHF 4 million to CHF 13 million, mainly due to lower
charges from Retail & Corporate.

Depreciation and impairment of property and equipment in-
creased by CHF 4 million to CHF 52 million.

Cost/income ratio

The cost/income ratio increased to 81.6% compared with 68.2%
in the prior quarter. Adjusted for restructuring charges, the
cost/income ratio increased to 79.6% from 66.1%, mainly as a
result of the aforementioned higher charges for provisions for liti-
gation, regulatory and similar matters coupled with lower income.
The adjusted cost/income ratio was above our current target
range of 60% to 70%.

Net new money

The annualized net new money growth rate was 4.8% compared
with 4.9% for the prior quarter and was at the upper end of our
target range of 3% to 5%. Net new money was CHF 10.7 billion,
with net inflows from Asia Pacific, Switzerland and emerging mar-
kets. Europe reported net outflows due to ongoing cross-border
asset outflows, partly offset by net inflows in domestic markets.
On a global basis, net new money from ultra high net worth cli-
ents was CHF 9.6 billion compared with CHF 7.4 billion in the
prior quarter.

Invested assets

Invested assets increased by CHF 29 billion to CHF 928 billion as
of 30 June 2014, due to positive market performance of CHF 18
billion, net new money inflows of CHF 11 billion and positive cur-
rency translation effects of CHF 1 billion.

Gross margin on invested assets
The gross margin decreased 3 basis points to 84 basis points fol-
lowing a 1% decrease in income coupled with 2% higher average
invested assets. The gross margin remained below our target
range of 95 to 105 basis points.

Personnel: 2Q14 vs 1Q14

Wealth Management employed 16,681 personnel as of 30 June
2014 compared with 16,642 as of 31 March 2014, following an
increase in both client advisors and non-client facing staff. The
number of client advisors increased by 25 to 4,245, mainly due to
an increase in Asia Pacific, partly offset by a reduction in Europe.



Results: 6M14 vs 6M13

Profit before tax decreased by CHF 247 million to CHF 974 mil-
lion. Adjusted for restructuring charges, profit before tax de-
creased by CHF 244 million to CHF 1,052 million, mainly due to
an increase in charges for provisions for litigation, regulatory and
similar matters to CHF 377 million from CHF 23 million, while the
first half of 2013 included a charge of CHF 104 million in relation
to the Swiss-UK tax agreement.
- Refer to the “Regulatory and legal developments” section of
our Annual Report 2013 for more information on the charge in
relation to the Swiss-UK tax agreement

Total operating income was broadly unchanged at CHF 3,865
million, mainly as lower transaction-based income as well as low-
er net interest and other income were almost entirely offset by
higher recurring net fee income and a credit loss recovery, while
the first half of 2013 included a credit loss expense.

Net interest income decreased by CHF 18 million to CHF 1,013
million, primarily due to lower net interest income from client de-
posits, lower allocated revenues from Group Treasury and higher
costs related to the multi-currency portfolio of unencumbered,
high-quality, liquid assets managed centrally by Group Treasury.
These decreases were partly offset by higher net interest income
from Lombard loans and mortgages.

Recurring net fee income increased by CHF 54 million to CHF
1,819 million, primarily due to the positive effects of pricing mea-
sures, an increase in invested assets and mandate sales efforts.
These increases were partly offset by lower income due to the
effect on the gross margin of ongoing outflows of assets from
cross-border clients and due to the migration into retrocession-
free products for investment mandates during 2013.

Transaction-based income decreased by CHF 45 million to CHF
1,014 million. Compared with a strong first half of 2013, transac-
tion-based income declined, mainly due to lower foreign ex-
change and precious metals trading revenues, partly offset by
higher income related to structured products.

Other income decreased by CHF 7 million to CHF 16 million,
mainly due to a decline in revenues for other services.

Total operating expenses increased by CHF 245 million to CHF
2,891 million. Adjusted for restructuring charges of CHF 78 mil-
lion compared with CHF 75 million, operating expenses increased
by CHF 242 million to CHF 2,813 million, mainly due to a CHF 354
million increase in charges for provisions for litigation, regulatory
and similar matters to CHF 377 million, while the first half of 2013

included a charge of CHF 104 million in relation to the Swiss-UK
tax agreement. Changes to allocations of Corporate Center
shared service costs in the first half of 2014 had the effect of in-
creasing personnel, general and administrative expenses and, to a
lesser extent, depreciation and impairment of property and equip-
ment by a total of approximately CHF 20 million, which was offset
by lower net charges from other business divisions.

Personnel expenses decreased by CHF 33 million to CHF 1,671
million. Adjusted for restructuring charges of CHF 34 million com-
pared with CHF 44 million, personnel expenses declined by CHF
23 million to CHF 1,637 million. This decrease was mainly due to
reduced pension-related expenses and lower personnel-related
charges from Corporate Center, mainly related to information
technology following outsourcing initiatives. This was partly offset
by higher expenses due to annual salary increases, staff hires for
our strategic and regulatory priorities as well as the aforemen-
tioned changes to allocations of Corporate Center shared service
costs.

General and administrative expenses increased by CHF 281
million to CHF 1,088 million. Adjusted for restructuring charges of
CHF 42 million compared with CHF 28 million, general and ad-
ministrative expenses increased by CHF 267 million to CHF 1,046
million, mainly due to the aforementioned CHF 354 million higher
charges for provisions for litigation, regulatory and similar mat-
ters, while the first half of 2013 included a charge of CHF 104
million in relation to the Swiss-UK tax agreement.

Net charges for services from other business divisions de-
creased by CHF 10 million to CHF 30 million, including the impact
of the aforementioned changes to allocations of Corporate Cen-
ter shared service costs in the first half of 2014, partly offset by
lower net charges from Wealth Management to the Investment
Bank and Retail & Corporate related to our Investment Products
and Services unit.

Depreciation and impairment of property and equipment in-
creased by CHF 8 million to CHF 99 million.

29

UBS business divisions and Corporate Center



Wealth Management Americas

Wealth Management Americas

Profit before tax was USD 238 million in the second quarter of 2014 compared with a record profit before tax of USD
272 million in the first quarter. Adjusted for restructuring charges, profit before tax decreased to USD 246 million from
USD 284 million, mainly due to increased operating expenses, partly offset by higher operating income. Net new money
outflows were USD 2.5 billion compared with net inflows of USD 2.1 billion in the prior quarter, primarily reflecting
client withdrawals associated with seasonal income tax payments.

Business division reporting — in US dollars'

As of or for the quarter ended % change from Year-to-date

USD million, except where indicated 30.6.14 31.3.14 30.6.13 1014 2Q13 30.6.14 30.6.13
Net interest income 250 235 " 51 451
Recurring net fee income 1163 IRICH 03 4 3 2280 1977
Transaction-based income 264 . 07 @ ® 9236 1,037
O s ERETEES o o o
Income 1,847 1,780 3 7 3,747 3,476
Cadit Ib‘s‘s‘('ékhéhée)/réﬁd\'/é'ry' ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, g O RN oy
Total operating income 1,865 1,780 2 7 3,764 3,476
Personnel expenses 1,265 1,246 3 5 2,571 2,450

‘Financial advisor compensation 142 708 60 5 8 145 1352

Compensation commitments with recruited financial advisors® 184 180 o 2 8 64 342

 Salaries and other personnel costs 380 37 6 T o 757 756
General and administrative expenses 303 80 39 8 u 583 a73
Services (to)/from other business divisions 3 : s 0 2 5 8
Depreciation and impairment of property and equipment 36 3 2 9 E 6 63
Amortization and impairment of intangible assets 13 3 3 o o % 7
Total operating expenses* 1,660 1,594 1,534 4 8 3,254 3,020
Business division operating profit/(loss) before tax 238 272 245 (13) (3) 510 455
Key performance indicators®
Pre tax profit growth (%) (12.5) 7.1 16.7 12.1 44.0
Cost/ o i Gy ara ey gy ey s
Netnewmoneygrowth(%) (10) e 3 (01) ,,,,,,, e
Gross margin on invested assets (bps) 6 % 8 0o G % 79

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated
based on financial advisor productivity, firm tenure, assets and other variables. 3 Compensation commitments with recruited financial advisors represents charges related to compensation commitments granted to fi-
nancial advisors at the time of recruitment which are subject to vesting requirements. 4 Refer to “Note 16 Changes in organization” in the “Financial information” section of this report for information on restructuring
charges. 5 Refer to the “Measurement of performance” section of our Annual Report 2013 for the definitions of our key performance indicators.
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Business division reporting — in US dollars' (continued)

As of or for the quarter ended

% change from Year-to-date

USD million, except where indicated

30.6.14

313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13

Additional information

Recurring income 13 2,793 2,429

Recurring income as a % of income (%) 749 741 7o 745 69.9
Average attrbuted equity (USD billion) 29 30 31 (3 ® 30 31
Retum on attrbutedequity(%) 328 33 316 6 294
Risk-weighted asses (fully applied, USD billon)> 280 277 219 1 8 80 219
Risk-weighted assets (phase-in, USD billon)> 282 278 22 1 u 82 22
Retum on risk-weighted assets, gross (%)* 214 2671 314 %69 296
Leveragé ratio d'e'riomln‘étbtr.(.bﬁéée in, Usb .b.l|'|I'['m) ........................... 637
Goodwill and intangible assets (USD billon) 38 38 38 0o o 38 38
Net new money (USD billion) (0.4) 12.0

Net new money including interest and dividend income (USD billion)® 08 24
Invested assets (USDbilion) 1017 9% 82 3 m 107 892
Client assets (USD billon) 1073 1042 97 3 5 03 937
Loans gross (USD billion) 13 41.7 36.8

Dueto customers (USD billon) 66 68 560 @ o 676 560
Rectuitment loans to financial advisos 2985 3017 3057 () Q 2985 3,057
Other loans to financial advisos 402 431 434 @ I w02 434
Personnel (full-time equivalents) 1 16,348 16,243

Financial advisors (full-time equivalents) 7119 7113 709 0 0 7,119 7,09

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. 3 Based on the Basel IIl framework as applicable for
Swiss systemically relevant banks (SRB). Refer to the "Capital management” section of this report for more information. 4 Based on phase-in Basel Il risk-weighted assets. 5 The leverage ratio denominator is also
referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding

the end of the reporting period. Refer to the "Capital management” section of this report for more information.

Results: 2Q14 vs 1Q14

Operating income

Total operating income increased to USD 1,898 million from USD
1,865 million, as continued growth in managed account fees and
higher net interest income were partly offset by lower transac-
tion-based income as well as credit loss expenses compared with
credit loss recoveries in the prior quarter.

Net interest income increased by USD 11 million to USD 261
million due to continued growth in banking and lending balances.
The average mortgage portfolio balance increased 5% and the
average securities-backed lending portfolio balance increased 4%
from the prior quarter.

Recurring net fee income increased by USD 44 million to USD
1,163 million, mainly due to a 7% increase in managed account
fees which were calculated on increased invested asset levels at
the end of the prior quarter.

Transaction-based income decreased by USD 8 million to USD
464 million, mainly due to lower trading income in US municipal
securities.

Other income increased by USD 6 million to USD 12 million as the
second quarter included a USD 4 million insurance reimbursement.

Net credit loss expenses were USD 2 million compared with net
credit loss recoveries of USD 19 million in the prior quarter. The
prior quarter included the full release of a loan loss allowance for

6 Presented in line with historical reporting practice in the US market.

a single client as well as releases of loan loss allowances on secu-
rities-backed lending facilities collateralized by Puerto Rico mu-
nicipal securities and related funds.

-> Refer to the discussion of banking products in Wealth Manage-
ment Americas in the “Risk management and control” section of
this report for more information on our exposure to Puerto Rico
municipal securities and related funds

Operating expenses

Total operating expenses increased by USD 66 million to USD
1,660 million. The second quarter included USD 8 million of re-
structuring charges compared with USD 12 million in the prior
quarter. Adjusted for these charges, operating expenses increased
by USD 70 million to USD 1,652 million.

On an adjusted basis, personnel expenses increased by USD 46
million to USD 1,303 million, mainly due to higher financial advi-
sor compensation corresponding with higher compensable reve-
nues. Expenses for compensation commitments related to recruit-
ed financial advisors increased by USD 4 million to USD 184
million. Recruitment loans to financial advisors decreased by USD
32 million to USD 2,985 million.

Adjusted for restructuring charges, general and administrative
expenses increased by USD 22 million to USD 298 million, mainly
due to higher Corporate Center shared service costs and higher
legal fees.
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Wealth Management Americas

Business division reporting — in Swiss francs'

As of or for the quarter ended

% change from Year-to-date

CHF million, except where indicated 30.6.14 313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest income 232 223 222 4 5 454 424
Recurrlng T RN 1032 ......... wp oy R . 2028 ........ 1855 .
Tansaction-based income . a2 o a78 @ (19 82 972
b e o g o g o o
Income 1,686 1,644 1,680 3 0 3,330 3,260
CredltIoss(expense)/recovery (2) ......... o R sy
Total operating income 1,684 1,661 1,680 1 0 3,345 3,260
Personnel expenses 1,159 1,126 1,177 3 (2) 2,285 2,297

© Financial advisor compensation” | 659 630 652 5 1 1,28 1,268
* Compensation commitments with recruited financial advisors® - 163 60 w2 1 33 321
© Salaries and other personnel costs 337 33 B4 o mn 63 709
General and administrative expenses . 69 %0 2 8 0 518 a4
Services (to)/ from other business divisons : : 3 o CE) a8
Depreciation and impairment of property and equipment 2 0000 n 7 3 61 59
Amortization and impairment of intangible assets 12 o 3 o ® 3 25
Total operating expenses* 1,473 1,419 1,449 4 2 2,892 2,833
Business division operating profit/(loss) before tax 211 242 232 (13) (9) 453 427
Key performance indicators®

Pre-tax profit growth (%) (12.8) 5.2 19.0 6.1 45.7
oo (%j ............................................... e ey g g s
Netnewmoneygrowrh(%) (10) e s (01) ......... e
Gross margin on invested assets (bps) 6 % & o G % 79

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of

new accounting standards.
based on financial advisor productivity, firm tenure, assets and other variables.
nancial advisors at the time of recruitment which are subject to vesting requirements.
charges.

Cost/income ratio

The cost/income ratio was 87.4% compared with 86.3% in the
prior quarter. Adjusted for restructuring charges, the cost/income
ratio was 86.9% compared with 85.7%, mainly due to higher
general and administrative expenses, and remained within our
current target range of 80% to 90%.

Net new money

The annualized net new money growth rate for the second quar-
ter was negative 1.0% compared with positive 0.9% in the prior
quarter and was below the target range of 2% to 4%. Net new
money outflows were USD 2.5 billion compared with net inflows
of USD 2.1 billion in the prior quarter. The second quarter re-
flected net new money outflows from financial advisors employed
with UBS for more than one year, compared with net inflows in
the prior quarter, mainly due to client withdrawals of approxi-
mately USD 2.5 billion in the second quarter associated with sea-
sonal income tax payments. Including interest and dividend in-
come, net new money was USD 3.2 billion compared with USD
7.6 billion in the prior quarter.
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2 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated
3 Compensation commitments with recruited financial advisors represents charges related to compensation commitments granted to fi-
4 Refer to “Note 16 Changes in organization” in the " Financial information” section of this report for information on restructuring
5 Refer to the “Measurement of performance” section of our Annual Report 2013 for the definitions of our key performance indicators.

Invested assets

Invested assets increased by USD 30 billion to a record USD 1,017
billion, reflecting positive market performance of USD 33 billion,
partly offset by net new money outflows of USD 2.5 billion. Man-
aged account assets increased by USD 16 billion to USD 336 bil-
lion and comprised 33% of total invested assets as of 30 June
2014 compared with 32% as of 31 March 2014.

Gross margin on invested assets

The gross margin on invested assets was unchanged at 76 basis
points and was at the lower end of our target range of 75 to 85
basis points. The gross margin from recurring income increased 1
basis point and the gross margin from non-recurring income de-
clined 1 basis point.

Personnel: 2Q14 vs 1Q14

As of 30 June 2014, Wealth Management Americas employed
16,348 personnel, a decrease of 8 compared with 31 March
2014. Financial advisor headcount increased by 6 to 7,119 and
non-financial advisor headcount decreased by 14 to 9,229.



Business division reporting — in Swiss francs' (continued)

As of or for the quarter ended

% change from Year-to-date

CHF million, except where indicated

30.6.14

313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13

Additional information

Recurring income 6 2,482 2,278

Recurring income as a % of income (%) 750 741 70 745 69.9
Average attrbuted equity (CHF billon)> 26 27 29 @ 10 27 29
Retum on attrbuted equity(®%) 325 359 30 342 294
Risk-weighted assets (fully applied, CHF billion)* 248 244 207 2 0 248 207
Risk-weighted assets (phase-in, CHF billion® 250 246 210 2 9 50 210
Return on risk-weighted assets, gross (%)* 272 28 33 0 70 295
Leverage ratio denominator (phase-in, CHF billon)> 565 560 1 65
Goodwill and intangible assets (CHF bilion) 34 34 3 0 ® 34 36
Net new money (CHF billion) (0.3) 1.2

Net new money including interest and dividend income (CHF billion)® T 20
Invested assets (CHF billon) 902 &2 83 3 7 02 843
Client assets (CHF billon) 951 91 g5 3 7 951 885
Loans, gross (CHF billion) 6 37.0 34.8

Due to customers (CHF billon) 599 68 59 (1) E 599 529
Recruitment loans to financial advisos 2647 2667 289 () | ® 2647 2,889
Other loans to financial advisos 3% 38 410 @ 13 36 M
Personnel (full-time equivalents) 1 16,348 16,243

Financial advisors (full-time equivalents) 7119 7113 709 0 0o 7119 7,099

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. 3 Based on the Basel IIl framework as applicable for
Swiss systemically relevant banks (SRB). Refer to the "Capital management” section of this report for more information. 4 Based on phase-in Basel Il risk-weighted assets. 5 The leverage ratio denominator is also
referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding
the end of the reporting period. Refer to the "Capital management” section of this report for more information. 6 Presented in line with historical reporting practice in the US market.

Results: 6M14 vs 6M13

Profit before tax increased by USD 55 million to USD 510 million
in the first half of 2014 from USD 455 million in the same period
a year earlier, mainly due to higher operating income partly offset
by an increase in expenses. Adjusted for restructuring charges,
profit before tax increased by USD 54 million to USD 530 million.

Total operating income increased by USD 288 million to USD
3,764 million, primarily due to a USD 305 million increase in re-
curring net fee income, mainly as a result of an increase in man-
aged account fees related to higher invested asset levels, as well
as higher net interest income. Transaction-based income de-
creased by USD 101 million to USD 936 million, mainly due to
lower commissions on equities products.

Operating expenses increased by USD 234 million to USD
3,254 million. The first half of 2014 included USD 20 million of
restructuring charges compared with USD 21 million in the prior
year. Adjusted for these charges, operating expenses increased by
USD 235 million to USD 3,234 million. Personnel expenses in-
creased by USD 117 million to USD 2,560 million, mainly due to
an increase of USD 98 million in financial advisor compensation

corresponding with higher compensable revenues. Expenses for
compensation commitments related to recruited financial advisors
increased by USD 22 million to USD 364 million. Salaries and oth-
er personnel costs decreased by USD 3 million to USD 746 million.

Adjusted for restructuring charges, general and administrative
expenses increased by USD 116 million to USD 574 million, main-
ly due to an increase of USD 75 million in charges for provisions
for litigation, regulatory and similar matters and higher Corporate
Center shared service costs.
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Retail & Corporate

Retail & Corporate

Profit before tax was CHF 354 million in the second quarter of 2014 compared with CHF 386 million in the first quarter.
Adjusted for restructuring charges, profit before tax decreased by CHF 34 million to CHF 367 million, mainly due to a
CHF 37 million increase in charges for provisions for litigation, regulatory and similar matters, partly offset by slightly
higher operating income. The annualized net new business volume growth rate for our retail business was 2.5%
compared with 4.3% in the prior quarter.

Business division reporting’

As of or for the quarter ended % change from Year-to-date
CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest income 541 523 542 3 0 1,063 1,072
Recurnng i fem o B VRS e ( 4) ......... o by e
Transaction-based income ur 34 m 6 @ a1 516
Ot oo o o e o o e
Income 945 921 951 3 (1) 1,866 1,870
CredltIoss(expense)/recovery (8) ......... SRR ( 3) .................... e R (3)
Total operating income 938 932 948 1 (1) 1,870 1,867
Personnel expenses 342 353 368 (3) (7) 695 746
General and administrative expenses 834 192 04 2 5 a2 401
Senvices (to)/from other business divisons en 6y E . 13 2 8 (7
Depreciation and impairment of property and equipment 3 3 6 3 ® 68 70
RO |mpa|rment o mtanglbleassets ............................ G R R S
Total operating expenses? 584 547 571 7 2 1,130 1,143
Business division operating profit/(loss) before tax 354 386 377 (8) (6) 740 724

Key performance indicators?
Pre-tax profit growth (%)

Net new business volume growth for retail business (%) 2.5 43 1.7 3.4 33

Additional information

Average attributed equity (CHF billion)* 4.1 4.2 43 (2) (5) 4.2 4.4

Retum on attributed equity (%) 345 368 1 37 333
Risk-weighted assets (fully applied, CHF billion)® 315 322 304 @ 4 315 304
Risk-weighted assets (phase-in, CHF billon)* 330 36 321 o 3 330 321
Returnonrlskwe|ghtedassetsgross(%)" ................................. S AP E S i
Leverage ratio denominator (phase-in, CHF billon 1648 w2 o 648
Goodwill and intangible assets (CHF bilion) 00 00 00 o0 0.0
Business volume for retail business (CHF billion) 142 142 141 0 1 142 141

Net new business volume for retail business (CHF billion) 09 15 06 4y 50 24 23
Client assets (CHF billion) 415 408 388 2 7 415 388

Due to customers (CHF billon) 1316 1330 1285 a : 1316 1285
Loansgross (CHF b||||on) ............................................ s Gy e R ;o gy e
Secured loan portfolio as a % of total loan portfolio, gross (%) 930 929 24 930 924
Impaired loan portfolio as a % of total loan portfolio, gross (%) o6 o7 o7 o6 0.7
Personnel (full-time equivalents) 9,164 9,240 9,532 (1) (4) 9,164 9,532

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Refer to “Note 16 Changes in organization” in the “Financial information” section of this report for information on restructuring charges. 3 Refer to the “Measurement of performance”
section of our Annual Report 2013 for the definitions of our key performance indicators. 4 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution frame-
work. 5 Based on the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to the " Capital management” section of this report for more information. 6 Based on phase-in Basel Ill risk-
weighted assets. 7 The leverage ratio denominator is also referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total
adjusted exposure at the end of the three months preceding the end of the reporting period. Refer to the " Capital management” section of this report for more information.
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Results: 2Q14 vs 1Q14

Operating income

Total operating income increased by CHF 6 million to CHF 938
million, mainly due to higher net interest income and transaction-
based income, partly offset by credit loss expenses compared with
credit loss recoveries in the prior quarter.

Net interest income increased by CHF 18 million to CHF 541
million, reflecting higher allocated revenues from Group Treasury
and higher net interest income from both lending and deposit
products. The deposit margin increased following selective pricing
adjustments, partly offset by the adverse effect of the ongoing
low interest rate environment on our replication portfolios. The
loan margin improved slightly. Average client deposit and loan
volumes were broadly unchanged.

Recurring net fee income decreased by CHF 6 million to CHF
138 million, mainly reflecting lower income from non-asset-based
products.

Transaction-based income increased by CHF 13 million to CHF
247 million, mainly due to higher income from credit card trans-
actions and higher allocated revenues from Group Treasury.

Other income increased slightly to CHF 20 million.

Net credit loss expenses were CHF 8 million compared with net
credit loss recoveries of CHF 12 million in the prior quarter. The
second quarter included losses of CHF 8 million related to net
specific credit loss allowances compared with a recovery of CHF 2
million in the prior quarter. Moreover, the first quarter included a
release of CHF 10 million in collective loan loss allowances. The
balance of collective loan loss allowances was unchanged at CHF
5 million as of 30 June 2014.

Operating expenses

Total operating expenses increased by CHF 37 million to CHF 584
million. Adjusted for restructuring charges of CHF 13 million com-
pared with CHF 15 million in the prior quarter, operating expenses
increased by CHF 39 million to CHF 571 million.

Personnel expenses decreased by CHF 11 million to CHF 342
million. Adjusted for restructuring charges of CHF 6 million in the
second quarter compared with CHF 10 million in the first quarter,
personnel expenses decreased by CHF 7 million to CHF 336 mil-
lion, mainly due to lower expenses for untaken vacation accruals.

General and administrative expenses increased to CHF 234 mil-
lion compared with CHF 192 million in the prior quarter, mainly as
a result of CHF 37 million higher charges for provisions for litiga-
tion, regulatory and similar matters as well as increased profes-
sional fees, partly offset by lower marketing expenses, which in-
cluded a one-time reversal of an accrual. Net charges for services
to other business divisions decreased by CHF 4 million to CHF 27
million, mainly reflecting lower charges to Wealth Management.

Cost/income ratio

The cost/income ratio increased to 61.8% from 59.4%. Adjusted
for restructuring charges, the cost/income ratio increased to
60.4% from 57.8%, reflecting higher expenses only partly offset

by higher income, and was above our target range of 50% to
60%.

Net interest margin

The net interest margin increased 5 basis points to 158 basis
points, reflecting higher net interest income on a slightly higher
average loan volume, and remained within the target range of
140 to 180 basis points.

Net new business volume growth for retail business

The annualized net new business volume growth rate for our re-
tail business was 2.5% compared with 4.3% in the prior quarter,
and was within the target range of 1% to 4%.

In the retail business, both net new client assets and, to a less-
er extent, net new loans were positive. The slight increase in loans
reflected our strategy to grow our business in high-quality loans
moderately and selectively.

Personnel: 2Q14 vs 1Q14

Retail & Corporate employed 9,164 personnel as of 30 June 2014,
a decrease of 76 compared with 9,240 as of 31 March 2014, in-
cluding decreases related to our ongoing cost reduction programs.

Results: 6M14 vs 6M13

Profit before tax increased by CHF 16 million to CHF 740 million.
Adjusted for restructuring charges of CHF 27 million in the first
half of 2014 and CHF 28 million in the first half of 2013, profit
before tax increased by CHF 15 million to CHF 767 million, mainly
reflecting lower operating expenses as well as slightly higher op-
erating income.

Total operating income increased by CHF 3 million to CHF 1,870
million. Net interest income decreased by CHF 9 million to CHF
1,063 million, reflecting a decline in the deposit margin despite
selective pricing adjustments as the ongoing low interest rate en-
vironment continued to have an adverse effect on our replication
portfolios. This decrease was partly offset by higher income result-
ing from an increase in average client deposit volumes. The loan
margin improved in the first half of 2014 while the average loan
volume was broadly stable. Moreover, interest income allocated
from Group Treasury increased. Recurring net fee income increased
by CHF 27 million to CHF 283 million, due to a reclassification of
CHF 28 million of certain fees related to retail bank accounts from
transaction-based income in the first half of 2014. Transaction-
based income decreased by CHF 35 million to CHF 481 million,
mainly reflecting the aforementioned income reclassification and
lower allocated revenues from Group Treasury. Other income in-
creased by CHF 13 million to CHF 39 million, mainly due to higher
income related to our participation in the SIX Group.

Net credit loss recoveries were CHF 4 million compared with
net credit loss expenses of CHF 3 million in the first half of 2013.
The first half of 2014 included net specific credit loss allowances
of CHF 6 million compared with CHF 58 million in the prior year,
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Retail & Corporate

which primarily related to corporate clients. In addition, the first
half of 2014 included a release of CHF 10 million in collective loan
loss allowances compared with a release of CHF 55 million in the
same period a year earlier.

Operating expenses decreased by CHF 13 million to CHF 1,130
million. Adjusted for restructuring charges of CHF 27 million in
the first half of 2014 and CHF 28 million in the first half of 2013,
operating expenses decreased by CHF 12 million to CHF 1,103
million, reflecting the effects of our ongoing cost reduction pro-
grams and a one-time reversal of an accrual, partly offset by CHF
49 million higher charges for provisions for litigation, regulatory
and similar matters. Changes to allocations of Corporate Center
shared service costs in the first half of 2014 had the effect of de-
creasing personnel, general and administrative expenses and, to a
lesser extent, depreciation and impairment of property and equip-
ment by a total of approximately CHF 20 million, which was offset
by decreased net charges to other business divisions.

Personnel expenses decreased by CHF 51 million to CHF 695
million. Adjusted for restructuring charges of CHF 15 million com-
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pared with CHF 9 million in the first half of 2013, personnel ex-
penses decreased by CHF 57 million to CHF 680 million, partly
reflecting outsourcing initiatives, which led to reduced personnel
and higher general and administrative expenses. Moreover, per-
sonnel expenses decreased due to lower variable compensation
expenses as well as the aforementioned changes to allocations of
Corporate Center shared service costs in the first half of 2014.

General and administrative expenses increased by CHF 25 mil-
lion to CHF 426 million, mainly due to the abovementioned high-
er charges for provisions for litigation, regulatory and similar mat-
ters as well as the abovementioned outsourcing initiatives. This
was partly offset by lower marketing expenses, which included a
one-time reversal of an accrual, and lower real estate expenses as
well as the aforementioned changes to allocations of Corporate
Center shared service costs.

Net charges for services to other business divisions decreased
by CHF 15 million to CHF 58 million, mainly as a result of the
aforementioned changes to allocations of Corporate Center
shared service costs.



Global Asset Management

Profit before tax was CHF 105 million in the second quarter of 2014 compared with CHF 122 million in the first quarter.
Adjusted for restructuring charges, profit before tax was CHF 107 million compared with CHF 126 million, mainly due to
charges for provisions for litigation, regulatory and similar matters of CHF 33 million relating to a single matter, partly
offset by higher operating income. Excluding money market flows, net new money inflows were CHF 11.6 billion
compared with CHF 13.0 billion in the prior quarter.

Business division reporting’

As of or for the quarter ended % change from Year-to-date
CHF million, except where indicated 30.6.14 313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net management fees? 427 404 449 6 (5) 831 912
Berforan o W oo O (19) .......... ( 7) ......... e o
Total operating income 465 451 489 3 (5) 916 1,006
Personnel expenses 209 208 239 0 (13) 417 450
General and administrative expenses 1w na 01 u 0 25 208
Services (to)/from other business divisions (4 5 G 0 3 ® (7
Depreciation and impairment of property and equipment 0 0 E o @) 0 3
Amortization and impairment of intangible assets 2 2 2 o o s 4
Total operating expenses? 359 329 352 9 2 688 679
Business division operating profit/(loss) before tax 105 122 138 (14) (24) 228 328
Key performance indicators*
Pre-tax profit growth (%) (13.9) (6.2) (27.4) (30.5) 1.2
o (%) ............................................................ e Sy g B e
ot newmoneygrovvth excludlngmoneymarketﬂows (%) ............................ G (.1...0.)" B e
Gross margin on invested assets (bps) 31 31 33 0 (6) 31 34
Information by business line
Operating Income
Traditional investments 270 261 295 3 (8) 531 614
Sl A&Q .................................................................. gy e PR (.8.) ............. ( 3) ........... Sy s
bl o 5 o Sy S o AR Gy o
e andpnvate equny ...................................................... Gy g g py e Sy o
E e T R R R ( 4) llllllllllll g 5
Total operating income 465 451 439 3 (5) 916 1,006
Gross margin on invested assets (bps)
Traditional investments 20 20 23 0 (13) 20 24
Gea A&Q .................................................................. . Gy G (14) ............. ( 8) ............ G b
Gl o e Sy e g e g S s
R prlvate equlty ....................................................... Gy SRR R e R W s
Total gross margin 31 31 33 0 (6) 31 34

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Net management fees include transaction fees, fund administration revenues (including net interest and trading income from lending activities and foreign exchange hedging as part of the
fund services offering), gains or losses from seed money and co-investments, funding costs and other items that are not performance fees. 3 Refer to “Note 16 Changes in organization” in the “Financial information”
section of this report for information on restructuring charges. 4 Refer to the “Measurement of performance” section of our Annual Report 2013 for the definitions of our key performance indicators. In the second
quarter of 2014, the definition of the net new money growth key performance indicator was amended. Refer to the “Regulatory and legal developments and financial reporting changes” section of this report for more
information.
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Business division reporting’ (continued)

As of or for the quarter ended % change from Year-to-date

CHF million, except where indlicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Information by business line (continued)
Net new money (CHF billion)
Traditional investments . 7.4 (2.0) (5.1)
Infrastructure and private equity 0.1) (0.3) (0.3)
Total net new money . 9.6 (2.0 (5.1)

Net new money excluding money market flows 13.0 (1.3) 3.8
...... ofwh/chfromth/rdpames907658
""" of which: from UBS’s wealth management businesses 29 40 @30 g9 )
o oney o S (34) ........... (0 6) ........................................................ (88)
...... ofwh/chfromth/rdpart/es(07)17(33)
...... ofwh/chfromUBSsWea/thmanagementbusmesses(32)(27)(77)(55)
Invested assets (CHF billion)
Traditional investments 540 517 507 7 540 507
Gl A&Q .................................................................. B g g e e e 2
ol o PR [ R R ( ; ) ............ R s
AR andpnvateeqmty ....................................................... G g g e e g
Total invested assets 621 596 586 4 6 621 586
...... ofWh/chexc/ud/ngmoneymarketfunds563534512570563572
...... ofWh/chmoneymarkerfunds586275(6)(23)5875
Assets under administration by fund services
Assets under administration (CHF billion)? 470 452 422 4 1" 470 422
Net new assets under administration (CHF billion)> 82 168 @y k50 (1.2)
s margm - assetsunderadmmlstranon(bps) ..................................... AR R R g g RS
Additional information
Average attributed equity (CHF billion)* 1.7 1.7 1.8 0 (6) 1.7 1.9
Retun on attributed equity (%) u1 87 07 68 355
Risk-weighted assets (fully applied, CHF billion)® 35 35 36 o G 35 36
Risk-weighted assets (phase-in, CHF billon)s 36 36 31 o ¢ 36 3.7
Retur onrisk-weighted assets, gross (%) 517 88 502 s 16
Leverageratlodenommator(phase|nCHFblIIlon)7 .................................. Sa Ty S S
o |ntang e assets(CHF b||||on) .......................................... RN e g R (7) ............ R e
Personnel (full-time equivalents) 3,752 3,730 3,760 1 0 3,752 3,760

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of new
accounting standards. 2 This includes UBS and third-party fund assets, for which the fund services unit provides professional services, including fund set-up, accounting and reporting for traditional investment funds and al-
ternative funds. 3 Inflows of assets under administration from new and existing funds less outflows from existing funds or fund exits. 4 Refer to the ”Capital management” section of our Annual Report 2013 for more in-
formation on the equity attribution framework. 5 Based on the Basel Ill framework as applicable for Swiss systemically relevant banks (SRB). Refer to the "Capital management” section of this report for more informa-
tion. 6 Based on phase-in Basel Il risk-weighted assets. 7 The leverage ratio denominator is also referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data
represent the average of the total adjusted exposure at the end of the three months preceding the end of the reporting period. Refer to the "Capital management” section of this report for more information.

Results: 2Q14 vs 1Q14

Operating income

Total operating income was CHF 465 million compared with CHF
451 million in the prior quarter. Net management fees were CHF
23 million higher, mainly in traditional investments and global real
estate. Performance fees were CHF 9 million lower, mainly in tra-
ditional investments as well as O’Connor and A&Q.
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Operating expenses

Total operating expenses were CHF 359 million compared with
CHF 329 million in the prior quarter. Adjusted for restructuring
charges of CHF 2 million in the second quarter compared with
CHF 4 million in the prior quarter, operating expenses were CHF
32 million higher, mainly due to charges for provisions for litiga-
tion, regulatory and similar matters of CHF 33 million relating to a
single matter.



Personnel expenses were CHF 209 million compared with CHF
208 million. Adjusted for restructuring charges of CHF 1 million in
the second quarter and CHF 3 million in the first quarter, person-
nel expenses were CHF 3 million higher.

General and administrative expenses were CHF 141 million
compared with CHF 114 million. Adjusted for restructuring charg-
es of CHF 2 million in the second quarter and CHF 1 million in the
first quarter, general and administrative expenses were CHF 26
million higher. This increase was due to the aforementioned
charges for provisions for litigation, regulatory and similar matters
as well as higher professional fees. The first quarter included a
CHF 14 million provision for a possible settlement related to a
fund liquidation.

Cost/income ratio

The cost/income ratio was 77.2% compared with 72.9% in the
prior quarter. Adjusted for restructuring charges, the cost/income
ratio was 76.8% compared with 72.1%, above the target range
of 60% to 70%, largely due to the aforementioned provisions.

Net new money
The annualized net new money growth rate, excluding money
market flows, was 8.7% compared with 10.0% in the prior quar-
ter and above the target range of 3% to 5%.
-> Refer to the “Regulatory and legal developments and financial
reporting changes” section of this report for more information on
updates to the presentation of our key performance indicators

Excluding money market flows, net new money inflows were
CHF 11.6 billion compared with CHF 13.0 billion in the prior quar-
ter. By channel, net inflows from third parties were CHF 8.7 billion
compared with CHF 9.0 billion, mainly into equities and fixed in-
come, and primarily from clients serviced from Switzerland and
Asia Pacific. Net inflows from clients of UBS's wealth management
businesses were CHF 2.9 billion compared with CHF 4.0 billion in
the prior quarter, mainly into alternatives and fixed income, and
primarily from clients serviced from Asia Pacific.

Money market net outflows were CHF 3.6 billion compared
with CHF 3.4 billion in the prior quarter. By channel, net outflows
from third parties were CHF 0.4 billion compared with CHF 0.7
billion and were mainly from clients serviced from the Americas.
Net outflows from clients of UBS’s wealth management business-
es were CHF 3.2 billion compared with CHF 2.7 billion. These net
outflows included the impact of an ongoing initiative by Wealth
Management Americas to increase deposit account balances in
UBS banking entities that led to CHF 0.7 billion in outflows from
money market funds managed by Global Asset Management dur-
ing the quarter. The corresponding increase in deposit account
balances in Wealth Management Americas does not constitute
net new money.

Invested assets
Invested assets were CHF 621 billion as of 30 June 2014 com-
pared with CHF 596 billion as of 31 March 2014. This increase

was due to positive market performance of CHF 14 billion, total
net new money inflows of CHF 8 billion and positive currency
translation effects of CHF 4 billion.

As of 30 June 2014, CHF 190 billion, or 31%, of invested as-
sets were in indexed strategies and CHF 58 billion, or 9%, were
money market assets. On a regional basis, 33% of invested assets
related to clients serviced from Switzerland, 23% from Europe,
Middle East and Africa, 22% from the Americas, and 22% from
Asia Pacific.

Gross margin on invested assets

The total gross margin was 31 basis points, in line with the prior
quarter but slightly below the target range of 32 to 38 basis
points.

Results by business line: 2Q14 vs 1Q14

Traditional investments

Operating income was CHF 270 million compared with CHF 261
million, mainly due to higher net management fees, partly offset
by lower performance fees, mainly in equities.

The gross margin was 20 basis points, in line with the prior
quarter.

Excluding money market flows, net new money inflows from
third parties were CHF 8.1 billion and net inflows from clients of
UBS's wealth management businesses were CHF 1.6 billion, re-
sulting in total net inflows of CHF 9.7 billion compared with CHF
10.8 billion. Equities net inflows were CHF 4.5 billion compared
with CHF 8.2 billion and were mainly into indexed strategies.
Fixed income net inflows were CHF 4.8 billion compared with CHF
1.1 billion. Multi-asset net inflows were CHF 0.4 billion compared
with CHF 1.5 billion.

Invested assets were CHF 540 billion as of 30 June 2014 com-
pared with CHF 517 billion as of 31 March 2014. By mandate
type, CHF 220 billion of invested assets related to equities, CHF
147 billion related to fixed income, CHF 58 billion related to mon-
ey markets and CHF 114 billion related to multi-asset mandates,
including CHF 5 billion of alternative investments not managed by
the O'Connor and A&Q, global real estate or infrastructure and
private equity investment areas.

O’Connor and A&Q
Operating income was CHF 61 million compared with CHF 66
million in the prior quarter due to lower performance fees in both
A&Q multi-manager and O'Connor single-manager funds. As of
30 June 2014, over 80% of O’Connor and A&Q performance fee-
eligible assets were above their high water marks compared with
85% as of 31 March 2014.

The gross margin was 80 basis points compared with 93 basis
points in the prior quarter due to lower performance fees.

Net new money inflows were CHF 1.4 billion compared with
CHF 1.8 billion.

Invested assets were CHF 31 billion as of 30 June 2014 com-
pared with CHF 30 billion as of 31 March 2014.
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Global real estate

Operating income was CHF 80 million compared with CHF 73
million in the prior quarter, largely due to higher transaction fees.
The gross margin was 79 basis points compared with 71 basis
points. Net new money inflows were CHF 0.6 billion compared
with CHF 0.4 billion. Invested assets were CHF 41 billion as of 30
June 2014 compared with CHF 40 billion as of 31 March 2014.

Infrastructure and private equity

Operating income was CHF 11 million compared with CHF 9 mil-
lion in the prior quarter, mainly due to higher performance fees,
partly offset by slightly lower net management fees. The gross
margin was 52 basis points compared with 45 basis points. Net
new money was zero compared with net new money outflows of
CHF 0.1 billion in the prior quarter. Invested assets were CHF 9
billion as of 30 June 2014 compared with CHF 8 billion as of 31
March 2014.

Fund services

Operating income was CHF 43 million compared with CHF 42
million in the prior quarter. The gross margin on assets under ad-
ministration was 4 basis points, in line with the prior quarter. Net
new assets under administration inflows were CHF 8.2 billion
compared with CHF 16.8 billion in the prior quarter. Total assets
under administration were CHF 470 billion as of 30 June 2014
compared with CHF 452 billion as of 31 March 2014.

Personnel: 2Q14 vs 1Q14

Global Asset Management employed 3,752 personnel as of 30
June 2014 compared with 3,730 as of 31 March 2014. The in-
crease of 22 personnel was across the traditional and alternative
businesses.

Results: 6M14 vs 6M13

Profit before tax was CHF 228 million in the first half of 2014
compared with CHF 328 million in the first half of 2013. Adjusted
for a CHF 34 million gain on the sale of our Canadian domestic
business in the first half of 2013, restructuring charges of CHF 6
million in the first half of 2014 and CHF 17 million in the same
period of 2013, profit before tax was CHF 234 million compared
with CHF 311 million.

Total operating income was CHF 90 million lower in the first
half of 2014 at CHF 916 million, or CHF 56 million lower after
adjusting for the aforementioned gain on sale in the first half of
2013. Net management fees were lower, primarily in traditional
investments due to changes in the asset mix. Performance fees
were also lower, mainly in traditional investments, partly offset by
a small increase in O’Connor and A&Q.

Total operating expenses were CHF 688 million compared with
CHF 679 million in the first half of 2013. Adjusted for the afore-
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mentioned restructuring charges, operating expenses were CHF
20 million higher in the first half of 2014 due to the aforemen-
tioned charges for provisions for litigation, regulatory and similar
matters of CHF 33 million and a CHF 14 million provision for a
possible settlement related to a fund liquidation, partly offset by
lower personnel expenses.

Investment performance

Key equity strategies had a mixed second quarter overall, as we
had a number of strategies either outperforming or only mod-
estly underperforming benchmarks. US large cap equity had an-
other strong quarter, further building on a strong 2013. Pan-Euro-
pean equity also had a good quarter and improved its longer-term
record. Pan-European concentrated alpha retained its good long-
term record but underperformed for the quarter due to sector
and style positioning in a period of high rotation in the market.
Swiss equity was only modestly below benchmark over all peri-
ods.

Fixed income strategies had a mixed quarter, with some out-
performing benchmarks, notably global, emerging market and US
bonds. Credit-oriented strategies continued to benefit from tight-
ening credit spreads over the quarter while the contribution from
duration positioning was more mixed with yields falling across
markets.

In global investment solutions, key multi-asset strategies out-
performed benchmarks for the quarter with the exception of
Swiss balanced, which was slightly below benchmark. Asset allo-
cation and security selection contributed positively, while currency
strategy detracted. Income and absolute return strategies outper-
formed for the quarter, as did global convertibles.

In O'Connor and A&Q, core single-manager and multi-manag-
er funds were mainly positive for the quarter.

Global real estate’s direct strategies delivered mostly positive
results for the quarter, with notably strong absolute returns from
UK and Japanese funds. The US real estate and farmland strate-
gies and multi-manager strategies also produced positive absolute
returns in the quarter. Swiss real estate securities strategies were
slightly positive relative to benchmark.

The direct infrastructure fund performed in line with its current
yield objectives but longer-term total returns remained slightly be-
low target. Infrastructure funds of funds continued to perform in
line with their objectives in the quarter, while private equity funds
of funds exceeded their objectives.

Investment performance versus peers, as represented by a
broad range of UBS wholesale funds, was strong overall, with very
strong multi-asset and real estate and alternative fund rankings,
but some weakness in equity fund rankings. Across all asset class-
es, and on an asset-weighted basis, 70% of fund assets ranked in
the top two quartiles over one year, 79% over three years and
85% over five years.



Investment performance - key composites versus benchmarks

CHF 58 billion in actively managed money market funds and CHF
86 billion in actively managed alternatives (including O’Connor
and A&Q, global real estate and infrastructure and private equity).

The table below shows investment performance for approximate-
ly 41% of Global Asset Management’s CHF 286 billion actively
managed invested assets in traditional investments as of 30 June
2014. This figure excludes CHF 190 billion in indexed investments,

Annualized
3 months 1 year 3 years 5 years
Equities

el EqU|ty Comp05|te . I\/ISCIWorIquwty (Fr‘e‘e‘)' R S R
s Large Caquuny Comp05|te sl 1000 e L -
© Pan European Equity Composite vs. MSCI Europe Index (net) + - - -
_Pan European Concentrated Alpha Equiy Compositevs MSCI Bwope Index (net) == b
Swiss Equity Composite vs. SPI (Total Return) Index - - - -
© Asian Equity Composite vs. MSCI All Country Asia ex Japan Index - - - -
© Australian Equity Composite vs. S&P/ASX 300 Acumulation Index 4 . + +
. EmerglngEquny Composnestmergmg Vorats ‘E‘ddi't'y.lkn'déx ....................................................................... e
©US Large Cap Select Growth Equity Composite vs. Russell 1000 Growth Index - + + +

Fixed income
................... L
................... L
................... L
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, S
................................... L
................... L

Global Convertible Bonds Composite (hedged in EUR) vs. UBS Global Convertible Index — Global
Vanilla Hedged EUR + + + +

1 Customized benchmark. 2 Benchmark was changed on 1 May 2013 to US T-Bills 30 Day. Periods prior to May 2013 calculated vs. Consumer Price Index.

(+) above benchmark; (=) under benchmark; (=) equal to benchmark. All are before the deduction of investment management fees. Global composites are stated in US dollar terms, except for Global Bond Composite
which is stated in Swiss franc terms; all others are in appropriate local currencies (unless otherwise stated). A composite is an aggregation of one or more portfolios in a single group that is representative of a particular
strategy, style, or objective. The composite is the asset-weighted average of the performance results of all the portfolios it holds.

Investment performance - collective funds compared with peers

UBS business divisions and Corporate Center

The table shows investment performance versus peers of UBS
Swiss, Luxembourg, German and Irish-domiciled wholesale funds
available to clients of UBS's wealth management businesses
and also distributed through other wholesale intermediaries. The
UBS fund universe includes all actively managed funds totaling

CHF 103 billion as of 30 June 2014. The peer universe includes all
funds registered in countries included in the MSCI Europe Devel-
oped Markets Universe. Money market funds and indexed funds
are excluded.

Percentage of fund assets ranking in first or second quartile 1 year 3 years 5 years
Equities 40

e I P

liissset o

Roal ostate ardl aliomative w0

Total 70

Source: ThomsonReuters LIM 2.7 (Lipper Investment Management) data extracted 7 July 2014 and analyzed by UBS Global Asset Management. Data shown is the asset-weighted percentage of funds achieving first or
second quartile (i.e., above median) ranking in their peer group on a net of fees basis over each time period. Funds are included in the analysis for every time period for which they have a performance record.
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Investment Bank

Investment Bank

Profit before tax was CHF 579 million in the second quarter of 2014 compared with CHF 425 million in the first quarter.
Adjusted for restructuring charges in both quarters and for a gain of CHF 43 million from the partial sale of a financial
investment available-for-sale in the second quarter, profit before tax was CHF 563 million compared with CHF 549
million. This increase was mainly due to higher Corporate Client Solutions revenues, partly offset by lower revenues in
Investor Client Services. Fully applied risk-weighted assets increased to CHF 68 billion as of 30 June 2014 from CHF 62
billion as of 31 March 2014.

Business division reporting’

As of or for the quarter ended % change from Year-to-date
CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Corporate Client Solutions 986 770 71 28 28 1,756 1,769
Adwsory 165 153 163 8 1 318 277
Eauiy Cé‘p‘lfél' Nohare e o by b PR s e
o Cabit‘a'I'Mér'kets ......................................... o o e S g on s
F|nancm‘g‘ colatone e e o (.7.) ,,,,,, (27) ,,,,,, b e
Gk l\/lah‘a‘gé'rﬁ'ekn't .......................................... (17) e (10) e (33) ,,,,,,, b (48) ,,,,,, (28) ,,,,,, (106)
Investor Client Services 1303 1420 1475 ® 1) 273 3,260
Equmes 910 1,037 1,113 (12) (18) 1,947 2,281
foreign Exchange, Rates and Credit 394 32 2 3 9 76 981
Income 2,289 2,190 2,246 5 2 4,479 5,030
CredltIoss(expense)/recovery (6) ........ o R ( 6) s
Total operating income 2,284 2,190 2,250 4 2 4,474 5,033
Personnel expenses 1,142 1,191 980 (4) 17 2,333 2,246
General and administrative expenses 504 a9 as 1 13 1002 902
Services (to)/from other business divisions e : e ®3) @ 6
Depreciation and impairment of property and equipment 62 0 63 E ) R ) B 132 122
Amortization and impairment of intangible assets 3 E E o o 6 6
Total operating expenses? 1,704 1,765 1,475 (3) 16 3,469 3,281
Business division operating profit/(loss) before tax 579 425 775 36 (25) 1,004 1,752

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Refer to “Note 16 Changes in organization” in the “Financial information” section of this report for information on restructuring charges.

42



Business division reporting’ (continued)

As of or for the quarter ended % change from Year-to-date

CHF million, except where indicated 30.6.14 313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Key performance indicators?

Pre-tax profit growth (%) 36.2 43.1 (20.7) (42.7) 319.1
o (%) ............................................................ e Gig b e S
Return on attributed equity (%) 313 21.5 36.9 26.2 43.0
Retumonassetsgross(%) .......................................................... RN R e
Average VaR (1-day, 95% confidence, 5 years of historical data) 1 13 14 (15) (21) 12 14

Additional information

Goodwill and intangible assets (CHF billion) 0.1 0.1 0.1 0 0 0.1 0.1
Compensation ratio (%) 49.9 54.4 43.6 52.1 44.7
Impaired loan portfolio as a % of total loan portfolio, gross (%)? 0.3 0.2 0.5 03 0.5
Personnel (full-time equivalents) 11,763 11,860 12,138 (1) (3) 11,763 12,138

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Refer to the “Measurement of performance” section of our Annual Report 2013 for the definitions of our key performance indicators. 3 Based on third-party view, i.e., without intercom-
pany balances. 4 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. 5 Based on the Basel Il framework as applicable for Swiss sys-
temically relevant banks (SRB). Refer to the “Capital management” section of this report for more information. 6 Based on phase-in Basel Il risk-weighted assets. 7 The leverage ratio denominator is also referred to
as "total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding the end of

UBS business divisions and Corporate Center

the reporting period. Refer to the " Capital management” section of this report for more information. 8 Refer to the “Risk management and control” section of this report for more information on impairment ratios.

Results: 2Q14 vs 1Q14

Operating income

Total operating income increased 4% to CHF 2,284 million from
CHF 2,190 million in the prior quarter as a result of higher reve-
nues in Corporate Client Solutions, partly offset by lower revenues
in Investor Client Services. Adjusted for a gain of CHF 43 million
from the partial sale of our investment, held as a financial invest-
ment available-for-sale, in the financial information services com-
pany Markit following its initial public offering, operating income
increased 2% to CHF 2,241 million from CHF 2,190 million. Cor-
porate Client Solutions revenues increased mainly due to higher
revenues in equity capital markets and debt capital markets. With-
in Investor Client Services, adjusted revenues in both equities and
foreign exchange, rates and credit decreased, mainly as a result of
lower client activity levels. In US dollar terms, adjusted operating
income increased 3%. The second quarter included net credit loss
expenses of CHF 6 million compared with zero in the prior quarter.

Operating expenses

Total operating expenses decreased 3% to CHF 1,704 million
compared with CHF 1,765 million. Adjusted for restructuring
charges of CHF 27 million in the second quarter compared with
CHF 124 million in the prior quarter, operating expenses increased

2% to CHF 1,677 million from CHF 1,641 million, mainly due to
higher personnel expenses and general and administrative ex-
penses. In US dollar terms, adjusted operating expenses also in-
creased 2%.

Personnel expenses decreased to CHF 1,142 million from CHF
1,191 million. The second quarter included restructuring charges
of CHF 6 million compared with CHF 82 million in the prior quar-
ter. On an adjusted basis, personnel expenses increased to CHF
1,136 million from CHF 1,109 million, mainly due to an increase
in variable compensation expenses, partly offset by the effects of
our ongoing cost reduction programs.

General and administrative expenses increased slightly to CHF
504 million from CHF 499 million. The second quarter included
restructuring charges of CHF 21 million compared with CHF 36
million in the prior quarter. On an adjusted basis, general and
administrative expenses increased to CHF 483 million from CHF
463 million, mainly due to CHF 10 million higher charges for pro-
visions for litigation, regulatory and similar matters as well as
higher professional fees and travel and entertainment costs.

Cost/income ratio

The cost/income ratio improved to 74.4% from 80.6%. On an
adjusted basis, the cost/income ratio improved to 74.7% from
74.9% and was within our current target range of 65% to 85%.
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Investment Bank

Risk-weighted assets
Fully applied risk-weighted assets (RWA) increased to CHF 68 bil-
lion as of 30 June 2014 from CHF 62 billion as of 31 March 2014,
and were within our limit of CHF 70 billion RWA. This increase
was mainly due to temporarily higher credit risk RWA arising from
aged trade settlements and from an increase in originated com-
mercial real estate loans in advance of securitization, as well as
higher market risk RWA related to stressed value-at-risk.
- Refer to the “Capital management” section of this report for
more information

Funded assets

Funded assets increased to CHF 182 billion as of 30 June 2014
from CHF 176 billion as of 31 March 2014 and were within our
limit of CHF 200 billion. This increase mainly reflected higher trad-
ing portfolio assets, primarily in equities within Investor Client Ser-
vices, driven by client activity as well as temporary increases re-
lated to aged trade settlements.

- Refer to the “Balance sheet” section of this report for more
information

Return on attributed equity

Annualized return on attributed equity (ROAE) for the first six

months of 2014 was 26.2%, and 29.1% on an adjusted basis, con-

sistent with our annual target of over 15%. Annualized RoAE for

the second quarter was 31.3%, and 30.4% on an adjusted basis.

- Refer to the discussion of “Equity attribution and return on

attributed equity” in the “Capital management” section of this
report for more information

Operating income by business unit: 2Q14 vs 1Q14

Corporate Client Solutions

Corporate Client Solutions revenues increased 28% to CHF 986
million from CHF 770 million, with improved performance in eg-
uity capital markets, debt capital markets and advisory, partly off-
set by lower revenues in financing solutions. In US dollar terms,
revenues also increased 28%.

Advisory revenues increased 8% to CHF 165 million from CHF
153 million, primarily due to increased participation in merger and
acquisition transactions during the second quarter.

Equity capital markets revenues increased 78% to CHF 349
million from CHF 196 million. Revenues improved across all re-
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gions, as the market fee pool rose 41% and participation in initial
public offerings and rights offerings increased.

Debt capital markets revenues increased 22% to CHF 371 mil-
lion from CHF 303 million, due to higher revenues from leveraged
finance, partly offset by lower investment grade revenues. Lever-
aged finance revenues in the second quarter included a gain on
an investment in an associate which was reclassified to a financial
investment available-for-sale following its initial public offering.
Excluding this, leveraged finance revenues were slightly higher in
the second quarter as market activity improved.

Financing solutions revenues decreased 7% to CHF 119 million
compared with CHF 128 million, mainly due to lower revenues in
structured financing.

Risk management revenues declined to negative CHF 17 mil-
lion from negative CHF 10 million, mainly due to the negative ef-
fect of tightening credit spreads during the quarter.

Investor Client Services

Investor Client Services revenues decreased 8% to CHF 1,303 mil-
lion from CHF 1,420 million, due to lower revenues in equities,
partly offset by higher revenues in foreign exchange, rates and cred-
it. Excluding a gain of CHF 43 million from the aforementioned par-
tial sale of a financial investment available-for-sale, adjusted reve-
nues decreased 11% to CHF 1,260 million from CHF 1,420 million.
In US dollar terms, adjusted revenues decreased 11%.

Equities

Equities revenues decreased to CHF 910 million from CHF 1,037
million. Adjusted for gains related to the aforementioned partial
sale of a financial investment available-for-sale, revenues de-
creased to CHF 906 million from CHF 1,037 million, due to lower
revenues in cash and derivatives, partly offset by higher revenues
in financing services.

Cash revenues decreased to CHF 327 million compared with
CHF 387 million, due to a decline in commission income as a re-
sult of lower client activity levels and weaker trading revenues.

Derivatives revenues decreased to CHF 238 million from CHF
319 million. All regions reported lower revenues, due to declines
in client activity and lower volatility levels.

Financing services revenues increased to CHF 350 million from
CHF 335 million, primarily due to higher revenues in equity finance.

Other equities revenues were negative CHF 5 million compared
with negative CHF 3 million in the prior quarter.



Foreign exchange, rates and credit

Foreign exchange, rates and credit revenues increased to CHF 394
million from CHF 382 million. Adjusted for gains related to the
aforementioned partial sale of a financial investment available-
for-sale, revenues decreased to CHF 355 million from CHF 382
million, due to lower revenues in our foreign exchange business.

Foreign exchange revenues declined, mainly due to lower rev-
enues from the emerging market short-term interest rate, foreign
exchange spot and e-trading businesses, reflecting lower client
activity levels compared with the prior quarter.

In rates and credit, adjusted revenues were broadly in line with
the prior quarter. The second quarter included negative debit
valuation adjustments of CHF 6 million, in line with the prior
quarter.

Personnel: 2Q14 vs 1Q14

The Investment Bank employed 11,763 personnel as of 30 June
2014, a decrease of 97 compared with 11,860 as of 31 March
2014, mainly due to decreased front office personnel as well as a
decrease in personnel allocated from Corporate Center shared
services units.

Results: 6M14 vs 6M13

Profit before tax was CHF 1,004 million compared with CHF 1,752
million, mainly as a result of CHF 539 million lower revenues in
Investor Client Services and CHF 188 million higher operating ex-
penses. On an adjusted basis, excluding restructuring charges of
CHF 151 million and a gain related to the aforementioned partial
sale of a financial investment available-for-sale in the first half of
2014, compared with restructuring charges of CHF 37 million and
gains from the sale of our remaining proprietary trading business
in the first half of 2013, profit before tax was CHF 1,112 million
compared with CHF 1,734 million.

Revenues in Corporate Client Solutions decreased 1% to CHF
1,756 million from CHF 1,769 million, mainly as a result of lower
equity capital markets and financing solutions revenues, partly
offset by higher debt capital markets, advisory and risk manage-

ment revenues. The first half of 2013 included revenues from a
large private transaction in equity capital markets. In US dollar
terms, revenues increased 5%.

Investor Client Services revenues declined 17% to CHF 2,723
million from CHF 3,262 million. On an adjusted basis, revenues
decreased 16%. In US dollar terms, adjusted revenues declined
12%. Equities revenues decreased 15% to CHF 1,947 million
from CHF 2,281 million, mainly due to lower revenues in deriva-
tives and other equities. This decrease was partly offset by high-
er revenues in financing services. On an adjusted basis, equities
revenues decreased 13%. Cash revenues declined by CHF 31
million, mainly due to lower commission income as client activ-
ity levels fell, partly offset by improved trading revenues. Deriva-
tives revenues declined by CHF 265 million, across all regions,
mainly as a result of a reduction in client activity levels, lower
volatility levels and trading revenues. Financing services reve-
nues increased by CHF 71 million due to higher equity finance
revenues. Other equities revenues decreased significantly as the
first half of 2013 included gains from the sale of our remaining
proprietary trading business and revenues on equity invest-
ments prior to their transfer to Corporate Center — Non-core
and Legacy Portfolio. Foreign exchange, rates and credit reve-
nues decreased 21% to CHF 776 million from CHF 981 million,
with lower revenues across most products as client activity lev-
els decreased significantly, reflecting the ongoing macroeconom-
ic uncertainty. On an adjusted basis, revenues decreased 25%.

Total operating expenses increased 6% to CHF 3,469 million
compared with CHF 3,281 million. Adjusted operating expenses
increased 2% to CHF 3,318 million compared with CHF 3,244
million, mainly due to higher general and administrative expens-
es. In US dollar terms, adjusted operating expenses increased
8%. Personnel expenses increased 4% to CHF 2,333 million from
CHF 2,246 million. On an adjusted basis, personnel expenses
decreased to CHF 2,246 million from CHF 2,258 million. General
and administrative expenses increased to CHF 1,002 million from
CHF 902 million. On an adjusted basis, general and administra-
tive expenses increased to CHF 945 million from CHF 857 million,
mainly due to higher professional fees partly offset by the effects
of our ongoing cost reduction programs.
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Corporate Center

Corporate Center

Corporate Center reporting — Total’

As of or for the quarter ended % change from Year-to-date
CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Income excluding own credit (215) 8) (65) 231 (222) 181
O aedis e e 138(18)(48) ......... 160(43)
CredltIoss(expense)/recovery3(2) ........... R ( 5)(60) ........... (.2.) ........... ('6')'
Total operating income (145) 80 69 (64) 132
Personnel expenses 166 243 225 (32) (26) 408 512

Total operating expenses* 242 481 1,127 (50) (79) 723 2,116
Operating profit/(loss) before tax (387) (401) (1,058) (3) (63) (788) (1,984)
Additional information

Average attributed equity (CHF billion)® 20.5 . 23.7 (4) (14) 20.9 243

Leverage ratio denominator (phase-in, CHF billion)? 344.0 363.1 (5)

Personnel before allocations (full-time equivalents) 23,649 23,984 24,568 (1) (4) 23,649 24,568
Allocations to business divisions (full-time equivalents) (21,269)  (21487)  (21,844) am () (21,269  (21,844)
Personnel after allocations (full-time equivalents) 2379 2497 2720 G 13 2379 2724

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of new
accounting standards. 2 Represents own credit changes on financial liabilities designated at fair value through profit or loss. The cumulative own credit loss for such debt held on 30 June 2014 amounts to CHF 0.4 billion.
This loss has increased the fair value of financial liabilities designated at fair value recognized on our balance sheet. Refer to “Note 10 Fair value measurement” in the “Financial information” section of this report for more in-
formation. 3 Includes credit loss (expense)/recovery on reclassified and acquired securities. 4 Refer to “Note 16 Changes in organization” in the "Financial information” section of this report for information on restructuring
charges. 5 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. & Based on third-party view, i.e., without intercompany balances. 7 Based on
the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to the " Capital management” section of this report for more information. 8 The leverage ratio denominator is also referred to as “total
adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the three months preceding the end of the reporting pe-
riod. Refer to the "Capital management” section of this report for more information.
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Corporate Center — Core Functions

Corporate Center — Core Functions recorded a profit before tax of CHF 25 million in the second quarter of 2014 compared
with a loss of CHF 176 million in the prior quarter. The second quarter included an own credit gain of CHF 72 million, partly
offset by treasury income remaining in Corporate Center — Core Functions of negative CHF 55 million. Total operating
expenses remaining in Corporate Center — Core Functions after service allocations were negative CHF 2 million and
included a release of CHF 141 million of provisions for litigation, regulatory and similar matters.

Corporate Center reporting — Core Functions’

As of or for the quarter ended % change from Year-to-date
CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1014 2Q13 30.6.14 30.6.13
Treasury income remaining in Corporate Center — Core Functions (55) (46) (124) 20 (56) (101) (341)
R e w s (18) ........ (48) ........ w (43)
Ofher AR 9(19)(33) ..................... 15(61)
Total operating income 23 51 (5) (55) 74 (445)
Personnel expenses 78 139 72 (44) 8 217 218
ool penses ..................................... (82) ......... g LR S e
o (to)/from o b Lo R L G .
Depreciation and impairment of property and equipment o 2 (10) (100) 2 1
PRSI |mpa|rmentof |ntang|b|eassets ............................. PR g R Sy
Total operating expenses? (2) 227 126 225 365
Operating profit/(loss) before tax 25 (176) (131) (151) (811)

Additional information
Average attributed equity (CHF billion)*

Leverage ratio denominator (phase-in, CHF billion)’ . 228.8 (2) 223.2

Personnel before allocations (full-time equivalents) 23,790 24,305 (1) (3) 23,489 24,305
Allocations to business divisions and CC—Non-core and Legacy Portfolio
(full-time equivalents) (22,608) (22,838) (23,299) (G (3) (22,608) (23,299)
Personnel after allocations (full-time equivalents) . 881 951 1006 L (1) 881 1,006

Corporate Center — Core Functions — expenses before service allocations to business divisions and CC - Non-core and Legacy Portfolio

Personnel expenses 928 1,020 1,053 9) (12) 1,948 2,164
General and administrative expenses g8 79 g0 (13 5 1827 2,004
Depreciation and impairment of property and equipment 185 180 180 3 3 65 377
Amortlzatlonand|mpa|rmentof|ntang|bleassets ............................. R R R ST
Total operating expenses before service allocations to business

divisions and CC — Non-core and Legacy Portfolio? 1,962 2,180 2,125 (10) (8) 4,142 4,567
Net allocations to business divisions (1,965) (1953) (1999 R o (3918) (4,201)
* ofwhich: Wealth Management (523 487) so4) 7 4 010 (1,027)
* of which: Wealth Management Americas @) 260) ) 4B (31) (562)
* ofwhich: Retail & Coporate 203 289) @Gl9 o ® 82 (650)
* ofwhich: Global Asset Management 11e) 1) (1299 an 1) 033) (263)
© ofwhich: Investment Bank (647) (661) (592) @ 9 (1309 (1,185)
o which: Non-core and Legacy Portfolo | (115 137) ar) 1 65 053) (514)
Total operating expenses? (2) 227 126 225 365

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of new ac-
counting standards. 2 Represents own credit changes on financial liabilities designated at fair value through profit or loss. The cumulative own credit loss for such debt held on 30 June 2014 amounts to CHF 0.4 billion. This
loss has increased the fair value of financial liabilities designated at fair value recognized on our balance sheet. Refer to “Note 10 Fair value measurement” in the “Financial information” section of this report for more informa-
tion. 3 Refer to “Note 16 Changes in organization” in the "Financial information” section of this report for information on restructuring charges. 4 Refer to the “Capital management” section of our Annual Report 2013 for
more information on the equity attribution framework. 5 Based on third-party view, i.e., without intercompany balances. 6 Based on the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to
the "Capital management” section of this report for more information. 7 The leverage ratio denominator is also referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio require-
ments. Data represent the average of the total adjusted exposure at the end of the three months preceding the end of the reporting period. Refer to the “Capital management” section of this report for more information.
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Corporate Center

Results

Operating income
Total operating income was CHF 23 million in the second quarter,
which included an own credit gain on financial liabilities designated at
fair value of CHF 72 million, partly offset by treasury income remaining
in Corporate Center — Core Functions of negative CHF 55 million. Total
operating income in the prior quarter was CHF 51 million.
- Refer to “Note 10 Fair value measurement” in the “Financial
information” section of this report for more information on own
credit

Treasury income remaining in Corporate Center — Core Func-
tions, after allocations to the business divisions, was negative CHF
55 million. The second quarter included central funding costs of
CHF 182 million which were retained in Group Treasury. These
were partly offset by gains of CHF 56 million on cross-currency
basis swaps which are held as economic hedges, CHF 28 million
of interest income related to preferred securities and a gain of
CHF 13 million related to our macro cash flow hedges. Further-
more, treasury income included revenues from the investment of
equity and from our repurchase agreement unit.

Compared with the prior quarter, treasury income remaining in
Corporate Center — Core Functions decreased to negative CHF 55
million from negative CHF 46 million. This decrease was mainly
due to net losses of CHF 2 million, compared with net gains of
CHF 36 million, related to fair value movements on derivative in-
struments which are used to economically hedge our financial
investments available-for-sale portfolio and gains on sales of these
financial investments, as well as CHF 36 million lower gains relat-
ed to our macro cash flow hedges. These decreases were partly
offset by gains of CHF 56 million on the abovementioned cross-
currency basis swaps which are held as economic hedges com-
pared with a loss of CHF 1 million in the prior quarter.

-> Refer to the “Liquidity and funding management” section of this

report for more information on funding costs

The second quarter included an own credit gain on financial
liabilities designated at fair value of CHF 72 million, primarily as
life-to-date own credit losses partially reversed due to time decay,
partly offset by the impact of a marginal tightening of our funding
spreads over the quarter. The prior quarter included an own credit
gain on financial liabilities of CHF 88 million.

Operating income excluding own credit and treasury income
was CHF 6 million in the second quarter and included a credit of
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CHF 25 million related to the partial release of a provision for
litigation, regulatory and similar matters, which was recorded
as other income, almost entirely offset by CHF 24 million in net
funding costs related to the goodwill and intangible assets that
arose from the PaineWebber acquisition. Compared with the prior
quarter, income related to other items decreased to CHF 6 million
from CHF 9 million, mainly due to CHF 22 million lower gains on
sales of real estate, partly offset by a CHF 19 million higher credit
related to the partial release of a provision for litigation, regula-
tory and similar matters.

Operating expenses before service allocations

On a gross basis before service allocations to the business divi-
sions and Corporate Center — Non-core and Legacy Portfolio, total
operating expenses decreased by CHF 218 million to CHF 1,962
million in the second quarter. Restructuring charges were CHF 67
million compared with CHF 93 million in the prior quarter, mainly
reflecting lower personnel-related restructuring charges. Exclud-
ing restructuring charges, adjusted operating expenses before
service allocations decreased by CHF 192 million to CHF 1,895
million.

Personnel expenses decreased by CHF 92 million to CHF 928
million. On an adjusted basis, excluding net restructuring charges
of CHF 24 million in the second quarter and CHF 60 million in
the first quarter, personnel expenses decreased by CHF 56 million,
mainly due to the effect of further headcount reductions related
to our ongoing cost reduction programs, higher capitalization
of internally generated software and lower expenses for untaken
vacation accruals.

General and administrative expenses decreased by CHF 131
million to CHF 848 million. On an adjusted basis, excluding net
restructuring charges of CHF 43 million in the second quarter and
CHF 32 million in the first quarter, general and administrative
expenses decreased by CHF 142 million to CHF 805 million. This
reduction was mainly due to a release of CHF 141 million of provi-
sions for litigation, regulatory and similar matters in the second
quarter, as well as higher capitalization of internally developed
software. This was partly offset by increased costs for business
outsourcing activities and higher professional fees.

Depreciation and impairment of property and equipment
increased to CHF 185 million from CHF 180 million, mainly reflect-
ing higher amortization of capitalized software.

The business divisions and Non-core and Legacy Portfolio were
charged CHF 1,965 million for shared services, an increase of CHF
12 million.



Operating expenses after service allocations
Total operating expenses remaining in Corporate Center — Core
Functions, after allocations to the business divisions and Non-core
and Legacy Portfolio, decreased to negative CHF 2 million from
positive CHF 227 million, mainly due to a release of CHF 141 mil-
lion of provisions for litigation, regulatory and similar matters, as
well as a decrease of CHF 84 million resulting from the difference
between actual costs incurred for internal services and the associ-
ated guaranteed cost allocations to the business divisions and
Non-core and Legacy Portfolio.

Operating expenses remaining in Corporate Center — Core
Functions related mainly to Group governance functions and oth-
er corporate activities.

Risk-weighted assets

Fully applied Basel lll risk-weighted assets (RWA) were CHF 25 bil-
lion as of 30 June 2014 compared with CHF 23 billion as of 31
March 2014.
- Refer to the “Capital management” section of this report for
more information on RWA

Personnel

As of 30 June 2014, Corporate Center — Core Functions em-
ployed 23,489 personnel compared with 23,790 at the end of
the prior quarter. The decrease of 301 personnel was mainly
related to outsourcing activities and our ongoing cost reduction
programs. As of 30 June 2014, 22,608 personnel were allocated
to the business divisions as well as Non-core and Legacy Portfolio,
based on services consumed. Personnel remaining in Corporate
Center — Core Functions after allocations decreased to 881 from
951 and related to Group governance functions and other corpo-
rate activities.

Results: 6M14 vs 6M13

Corporate Center — Core Functions recorded a loss before tax of
CHF 151 million in the first half of 2014 compared with a loss
before tax of CHF 811 million in the first half of 2013.

Total operating income was CHF 74 million compared with
negative CHF 445 million.

Treasury income remaining in Corporate Center — Core Func-
tions, after allocations to the business divisions, was negative CHF
101 million compared with negative CHF 341 million. This improve-

ment was mainly due to a gain of CHF 62 million related to our
macro cash flow hedges compared with a loss of CHF 90 million
in the first half of 2013. In addition, the first half of 2014 included
gains of CHF 54 million on the aforementioned cross-currency
basis swaps compared with a loss of CHF 85 million in the first
half of 2013. Furthermore, the first half of 2013 included a net
loss of CHF 119 million related to the buyback of debt in a public
tender offer. These improvements were partly offset by increased
central funding costs of CHF 348 million compared with CHF 226
million in the first half of 2013. In addition, the first half of 2013
included foreign currency translation gains of CHF 61 million and
realized gains of CHF 51 million on sales of financial investments
held in the available-for-sale portfolio which was transferred from
Wealth Management Americas to Group Treasury in 2013.

The first half of 2014 included an own credit gain on finan-
cial liabilities designated at fair value of CHF 160 million com-
pared with a loss of CHF 43 million in the same period a year
earlier. Operating income excluding own credit and treasury
income increased to positive CHF 15 million from negative CHF
61 million, mainly as the first half of 2014 included a credit
related to the partial release of a provision for litigation, regula-
tory and similar matters which was recorded as other income
compared with a provision increase in the first half of 2013.

On a gross basis before service allocations to the business divi-
sions and Non-core and Legacy Portfolio, total operating expenses
decreased by CHF 425 million to CHF 4,142 million. Restructuring
charges were CHF 160 million compared with CHF 358 million,
mainly reflecting reduced real estate-related restructuring charges,
partly offset by higher personnel-related restructuring charges.
Excluding restructuring charges, adjusted operating expenses
before service allocations were CHF 3,982 million compared with
CHF 4,209 million. This decrease of CHF 227 million was mainly
due to a release of CHF 141 million of provisions for litigation,
regulatory and similar matters compared with charges of CHF 26
million in the first half of 2013. Furthermore, the decrease result-
ed from the effect of further headcount reductions related to our
ongoing cost reduction programs and lower expenses for variable
compensation. These decreases were partly offset by increased
costs for business outsourcing activities and higher professional
fees.
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Corporate Center

Corporate Center - Non-core and Legacy Portfolio

Corporate Center - Non-core and Legacy Portfolio recorded a loss before tax of CHF 412 miillion in the second quarter of
2014 compared with a loss of CHF 225 miillion in the prior quarter. Total operating income declined by CHF 196 million,
mainly due to a loss of CHF 97 million in Non-core resulting from the exit of the majority of the correlation trading port-
folio. Total operating expenses decreased slightly. The second quarter included a net release of CHF 27 million of provisions
for litigation, regulatory and similar matters compared with charges of CHF 54 million in the prior quarter. The second
quarter also included an impairment charge of CHF 78 miillion related to certain disputed receivables. Fully applied risk-
weighted assets decreased by CHF 8 billion to CHF 52 billion.

Corporate Center reporting — Non-core and Legacy Portfolio’

As of or for the quarter ended % change from Year-to-date

CHF million, except where indicated 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Non core (151) 17 (57) 165 (134) 174
Legacy bty (1 5) ,,,,,,, B s ( 2) ,,,,,,, 105

of which: SNB Stabfund option o an 122 (100 o) o 366
Income (166) 30 78 (136) 584
Credr[I‘o‘s‘s‘('ékhéh'se)/re‘d‘)\'/'e'r\)'H (2) ........ R (.5.) ................. (60) ........ (2) ........ ('6)'
Total operating income (167) 29 73 (138) 577
Personnel expenses 88 104 154 (15) (43) 192 295
General and administrative expenses 130 128 glo 2 8 Ly R 1390
Services (to)/from other business divisions 0 5 X 3 @3 3 %6
Depreciation and impairment of property and equipment 7 7 6 o 7 E 38
Amortization and impairment of intangible assets o o1 (o) 1 1
Total operating expenses? 245 254 1,001 (4) (76) 499 1,750
Operating profit/(loss) before tax (412) (225) (927) 83 (56) (637) (1,173)
Additional information
Average attributed equity (CHF billion)* 5.1 6.0 12.0 (15) (58) 5.6 13.0
Total assets (CHF bilion® 1839 1902 3003 [ Gy 1839 3003
Risk-weighted assets (fully applied, CHF billony 519 601 776 (4 @3 5.9 76
Risk-weighted assets (phase-in, CHF billion)e 519 601 76 (4 @) 5.9 76
Leverage ratio denominator (phase-in, CHF billion)” 1208 1343 g0 1208
Personnel (full-time equivalents) 1,498 1,546 1,718 (3) (13) 1,498 1,718

1 Comparative figures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes and restatements due to the retrospective adoption of
new accounting standards. 2 Includes credit loss (expense)/recovery on reclassified and acquired securities. 3 Refer to “Note 16 Changes in organization” in the “Financial information” section of this report for in-
formation on restructuring charges. 4 Refer to the “Capital management” section of our Annual Report 2013 for more information on the equity attribution framework. 5 Based on third-party view, i.e., without in-
tercompany balances. 6 Based on the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to the “Capital management” section of this report for more information. 7 The leverage ra-
tio denominator is also referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data represent the average of the total adjusted exposure at the end of the
three months preceding the end of the reporting period. Refer to the " Capital management” section of this report for more information.
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Operating income by business unit

Non-core

Income was negative CHF 151 million compared with positive
CHF 17 million in the prior quarter, mainly due to a loss of CHF 97
million in structured credit resulting from the exit of the majority
of the correlation trading portfolio. In addition, income in rates
decreased by CHF 45 million, mainly due to novation and unwind
activity and, to a lesser extent, market movements. Debit valua-
tion adjustments were negative CHF 44 million compared with
negative CHF 19 million in the prior quarter.

Legacy Portfolio

Income was negative CHF 15 million compared with positive CHF
13 million in the prior quarter, mainly due to lower gains on refer-
ence-linked notes and on real estate portfolios due to market
movements.

Credit loss expense/recovery
In the second quarter of 2014, net credit loss expenses were CHF
2 million compared with zero in the prior quarter.

Operating expenses

Total operating expenses decreased to CHF 245 million from CHF
254 million.

Personnel expenses decreased by CHF 16 million to CHF 88
million, mainly due to the effect of further headcount reductions
and decreased variable compensation expenses.

General and administrative expenses increased by CHF 2 million
to CHF 130 million, mainly due to an impairment charge of CHF
78 million related to certain disputed receivables in the second
quarter and higher professional fees. This was largely offset by a
net release of CHF 27 million of provisions for litigation, regulatory
and similar matters compared with charges of CHF 54 million in
the prior quarter. Charges for services from other business divisions
increased by CHF 5 million to CHF 20 million.

Risk-weighted assets

Fully applied risk-weighted assets (RWA) for Non-core and Legacy
Portfolio decreased by CHF 8 billion to CHF 52 billion.

Non-core RWA decreased by CHF 5 billion to CHF 24 billion
as a result of the aforementioned exit of the majority of the
correlation trading portfolio and continued reduction of over-the-
counter derivative exposures by means of negotiated bilateral
settlements with specific counterparties, third-party novations or
trade compressions.

Legacy Portfolio RWA decreased by CHF 3 billion to CHF 28
billion, mainly due to the exit of certain positions across the col-
lateralized loan obligations, reference-linked notes and real estate
securities portfolios.

- Refer to the discussions of “Corporate Center - Non-core and
Legacy Portfolio” and “Capital management” in the “Risk and
treasury management” section of this report for more informa-
tion on risk-weighted assets

Balance sheet assets

Balance sheet assets decreased to CHF 184 billion as of 30 June
2014 from CHF 190 billion as of 31 March 2014. Positive replace-
ment values fell by CHF 7 billion, largely due to a reduction in
Non-core rates, mainly as a result of unwinds and novations.

Leverage ratio denominator

The leverage ratio denominator decreased to CHF 121 billion as of
30 June 2014 from CHF 134 billion as of 31 March 2014, mainly
due to a reduction in average balance sheet assets.

Personnel

As of 30 June 2014, a total of 1,498 personnel were employed
within Non-core and Legacy Portfolio compared with 1,546 as of
31 March 2014. Front office personnel decreased to 160 from
195 and personnel allocated from Corporate Center shared
services units decreased to 1,339 from 1,351.

Results: 6M14 vs 6M13

Non-core and Legacy Portfolio recorded a loss before tax of CHF
637 million in the first half of 2014 compared with a loss of CHF
1,173 million in the first half of 2013.

Total operating income was negative CHF 138 million com-
pared with positive CHF 577 million.

Non-core income was negative CHF 134 million compared
with positive CHF 174 million. This decrease related mainly to a
loss of CHF 97 million in the first half of 2014 in structured credit
resulting from the exit of the majority of the correlation trading
portfolio. Furthermore, the prior-year period benefited from favor-
able market conditions at the beginning of the year ahead of any
material unwind activity resulting from the implementation of our
strategy.

Legacy Portfolio income decreased to negative CHF 2 million
from positive CHF 409 million, mainly as the first half of 2013
included a gain of CHF 359 million from the revaluation of our
option to acquire the SNB StabFund’s equity.

Total operating expenses decreased by CHF 1,251 million to
CHF 499 million, largely due to CHF 938 million lower charges for
provisions for litigation, regulatory and similar matters as well as
CHF 200 million lower restructuring charges.
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Risk and treasury management

key developments

Risk management and control

Overall, the credit risk profile of the Group was broadly unchanged
over the quarter, although we continued to see increases in credit
risk exposures arising from growth in lending in our wealth man-
agement businesses. Net credit loss expenses remained low. Mar-
ket risks remained at a low level and risks in Corporate Center —
Non-core and Legacy Portfolio continued to be managed down,
including the execution of a series of risk transfers to substantially
exit the Non-core correlation trading portfolio market risk.

Balance sheet

As of 30 June 2014, our balance sheet assets stood at CHF 983
billion, broadly unchanged from 31 March 2014, as continued
reductions in positive replacement values, in both Corporate Cen-
ter — Non-core and Legacy Portfolio and the Investment Bank, and
lower cash balances in Corporate Center — Core Functions were
offset by increases in trading portfolio assets in the Investment
Bank, an increase in due from banks in Corporate Center — Core
Functions and increased lending in our wealth management busi-
nesses. Funded assets, which represent total assets excluding
positive replacement values and collateral delivered against over-
the-counter derivatives, increased by CHF 7 billion to CHF 749
billion. Excluding currency effects, funded assets increased by ap-
proximately CHF 4 billion.

Liquidity and funding management

Our liquidity position remained strong during the quarter. We fur-
ther strengthened our funding profile through the issuance of
USD 2.5 billion of low-trigger, loss-absorbing, Basel lll-compliant
subordinated notes and a EUR 1.0 billion 7-year covered bond.

Capital management

Our fully applied common equity tier 1 (CET1) capital ratio im-
proved 0.3 percentage points to 13.5% as of 30 June 2014. Fully
applied CET1 capital increased by CHF 0.7 billion to CHF 30.6 bil-
lion, mainly due to the second quarter net profit. On a phase-in
basis, our CET1 capital ratio also increased 0.3 percentage points
to 18.2%, mainly due to a CHF 0.7 billion increase in phase-in
CET1 capital to CHF 41.9 billion. Risk-weighted assets decreased
slightly by CHF 0.1 billion to CHF 226.7 billion on a fully applied
basis and were stable at CHF 229.9 billion on a phase-in basis.
Our Swiss SRB leverage ratio improved 0.4 percentage points to
4.2% on a fully applied basis and 0.3 percentage points to 5.3%
on a phase-in basis. These improvements were both almost en-
tirely due to the issuance of USD 2.5 billion of low-trigger, loss-
absorbing, Basel lll-compliant subordinated notes.
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Risk management and control

Risk profile of the Group

Overview of risks arising from our business activities

The table below presents the key drivers of tangible attributed
equity by business division and Corporate Center, which are risk-
weighted assets (RWA), Swiss SRB leverage ratio denominator
(LRD) and risk-based capital (RBC), as well as the average tangible
attributed equity, total assets and adjusted operating profit before
tax. Along with the description of key risks by business division
and Corporate Center presented in our Annual Report 2013, this
table provides an overview of how the activities in our business
divisions and Corporate Center are reflected in our risk measures,
along with their respective performance.

ing banking products and traded products), market risk (including
interest rate risk in the banking book), country risk and opera-
tional risk.

The “Capital management” section of this report provides an
update on the development of RWA, LRD and attributed equity
during the quarter. RBC was broadly stable at CHF 32 billion for
the Group as of 30 June 2014.

- Refer to the “Capital management” section of this report and
our Annual Report 2013 for more information on RWA, LRD and
our equity attribution framework

- Refer to “Statistical measures” in the “Risk management and
control” section of our Annual Report 2013 for more information

The table is followed by sections providing an update for the on RBC
second quarter of 2014 on developments in credit risk (compris-
Risk measures and performance
Wealth CC - Non-core
Wealth Management Retail & Global Asset Investment CC - Core and Legacy
Management Americas Corporate Management Bank Functions Portfolio
CHF billion, as of or
for the quarter ended 30.6.14 31.3.14 30.6.14 313.14 30.6.14 313.14 30.6.14 31.3.14 30.6.14 313.14 30.6.14 313.14 30.6.14 31.3.14
Risk-weighted assets
(phase-in)' 22.6 21.8 25.0 24.6 33.0 33.6 3.6 3.6 68.3 62.5 25.6 23.8 51.9 60.1
of which: credit risk 12.2 12.0 8.3 8.1 31.5 32.1 2.4 2.4 374 336 6.9 58 21.8 259
. Of which: marketrisk 00 00 1o Mo 00 00 00 00 %2 78 B9 (0 69 107
of which: operational
risk 10.2 9.5 15.7 15.4 1.4 1.4 1.1 1.1 21.5 20.9 9.6 9.4 23.1 23.5
Leverage ratio
denominator (phase-in)? 129.0 125.4 56.5 56.0 164.8 164.2 14.2 13.7 278.2 2717 223.2 228.8 120.8 1343
Risk-based capital* 1.8 1.8 1.4 1.3 3.6 3.7 0.7 0.8 6.8 7.2 12.9 12.8 4.4 49
Average tangible
attributed equity 2.6 2.7 2.0 2.1 4.1 4.2 0.4 0.5 7.2 7.7 11.9 11.7 5.1 6.0
Total assets 118.7 115.4 47.4 45.4 142.7 142.7 14.2 13.3 244.8 2421 231.0 2334 183.9 190.2
Operating profit/(loss)
before tax (adjusted)® 0.4 0.7 0.2 0.3 0.4 0.4 0.1 0.1 0.6 0.5 0.0 (0.3) (0.4) 0.2)

1 Based on the Basel Il framework as applicable for Swiss systemically relevant banks (SRB). Refer to the “Capital management” section of this report for more information.
3 The leverage ratio denominator is also referred to as “total adjusted exposure” and is calculated in accordance with Swiss SRB leverage ratio requirements. Data

diversification effect allocated to CC — Core Functions.

represent the average of the total adjusted exposure at the end of the three months preceding the end of the reporting period. Refer to the “Capital management” section of this report for more information.
"Statistical measures” in the “Risk management and control” section of our Annual Report 2013 for more information on risk-based capital.

2 Negative market risk numbers are due to the

4 Refer to
5 Adjusted results are non-GAAP financial measures as defined by SEC Regula-

tions. Refer to the table "Adjusted results” in the “Group performance” section of this report for more information.
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Credit risk — internal risk view

Except where stated otherwise, the exposures detailed in this sec-
tion are based on our internal management view of credit risk
which differs in certain respects from the measurement require-
ments of IFRS.

Banking products

Gross banking products exposures increased slightly by CHF 2
billion to CHF 469 billion over the quarter, of which CHF 299 bil-
lion related to loans. The majority of these loan exposures were
within our Retail & Corporate and wealth management business-
es and were secured by residential and commercial properties or
by securities.
- Refer to the “Risk, treasury and capital management” section of
our Annual Report 2013 for more information on credit risk,
impairment and default

In Wealth Management Americas, impairments related to se-
curities-backed loan facilities collateralized by Puerto Rico munici-
pal securities and related funds increased to USD 24 million from
USD 23 million. Our total net lending exposure collateralized by
Puerto Rico municipal securities and closed-end funds as of 30
June 2014 was USD 660 million, reduced from USD 814 million at
the end of the prior quarter, primarily due to share buybacks by
some of the closed-end funds. The associated collateral had a
market value of USD 2.0 billion as of 30 June 2014. Secondary
trading inventory in closed-end funds and Puerto Rico debt securi-
ties was USD 30 million as of 30 June 2014.

- Refer to the “Risk, treasury and capital management” section of
our Annual Report 2013 for more information on our exposures
to Puerto Rico municipal securities and associated closed-end
funds

The overall size and composition of our Swiss mortgage port-
folio in Retail & Corporate and Wealth Management, and the dis-
tribution of exposures across loan-to-value (LTV) buckets, re-

mained consistent with the position as of 31 March 2014. Average
LTV for newly originated loans was 59% compared with the aver-
age LTV for the portfolio as a whole of 54%, unchanged com-
pared with the prior quarter. In the Swiss residential mortgage
loan book, over 99.8% of the aggregate amount of loans would
continue to be covered by the real estate collateral even if the
value assigned to that collateral were to decrease by 20%, and
98.7% would remain covered if collateral values decreased by
30%, both of which were largely unchanged as of 30 June 2014
compared with the prior quarter.

Our Swiss corporate lending portfolio consists of loans to
multinational and domestic counterparties. Although this portfo-
lio is well-diversified across industries, these Swiss counterparties
are, in general, highly reliant on the domestic economy and the
economies to which they export, predominantly the European
Union (EU). We continue to closely monitor developments in
these economies.

Net banking products exposure in the Investment Bank in-
creased by CHF 1.9 billion over the quarter, mainly in connection
with real estate loans which are expected to be securitized.

Traded products

Credit exposure arising from traded products, after reflecting the
effects of master netting agreements but before deduction of
specific credit valuation adjustments and credit hedges, was sta-
ble at CHF 44 billion. CHF 21 billion of this exposure arises from
over-the-counter (OTC) derivatives, primarily within Corporate
Center — Non-core and Legacy Portfolio and the Investment Bank,
for which the exposure was stable at CHF 16 billion. As counter-
party risk for traded products exposure is managed at a counter-
party level, no split between exposures in the Investment Bank
and those in Non-core and Legacy Portfolio is provided. A further
CHF 15 billion of traded products credit risk relates to securities
financing transactions, primarily within the Investment Bank and
Corporate Center — Core Functions, largely unchanged compared
with the prior quarter.
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Allowances and provisions for credit losses'

Allowances
Estimated liquidation and provisions for

IFRS exposure, gross?  Impaired exposure  proceeds of collateral credit losses® Impairment ratio (%)
CHF million, except where indicated 30.6.14  31.3.14 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 313.14
Group
Balances with central banks 76,490 86,420
oo g6 o G R oo R oo =
R 0125 9546 oo s b s G SO PR e
R s 1827 e o Sy G R PR i
o 060 e R RIS oo 0o
Total 475,315 476,726 1,191 1,2214 236 268 685 695 0.3 0.3
Wealth Management
Balances with central banks 393 293
oo banks i i
Lomne s B B PRIEEEEEES G o PR =
a7 son Ja0
oo v L
Total 111,264 107,875 72 74 4 5 65 69 0.1 0.1
Wealth Management Americas
Balances with central banks 0 0
Do e G
L o5 e o o S R e G PR i
o T s jee T T T T
RIS e R
Total 39,482 37,773 27 32 2 11 26 22 0.1 0.1
Retail & Corporate
Balances with central banks 1 0
Do o e s o G oo R or o
Lo 3t 1m0 o SRR o s e e 0
s e o5 o e s ;o o G R
RS Jies Jon o RS o 0
Total 156,276 156,555 923 952 184 206 513 531 0.6 0.6
Global Asset Management
Balances with central banks 0 0
Do o banks G
Lo R Jg
e 7 PR RN
Lo s PR Jg
Total 681 545 0 0 0 0 0 0 0.0 0.0

1 Excludes CHF 3 million allowances for securities financing (31 March 2014: CHF 3 million). 2 The measurement requirements of IFRS differ in certain respects from our internal management view of credit risk. 3 Includes
CHF 7 million (31 March 2014: CHF 10 million) in collective loan loss allowances for credit losses. 4 In the second quarter of 2014, we corrected the total Group impaired exposure for 31 March 2014 from CHF 1,121 mil-
lion to CHF 1,221 million. Other figures in this table were not affected by this correction.
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Allowances and provisions for credit losses (continued)’

IFRS exposure, gross?

Impaired exposure

Allowances
and provisions for
credit losses?

Estimated liquidation
proceeds of collateral

Impairment ratio (%)

CHF million, except where indicated 30.6.14 313.14 30.6.14 31314 30.6.14 313.14 30.6.14 31.3.14 30.6.14 313.14
Investment Bank

Balances with central banks 151 334

R . 532 ....... 7901 ....................................................................... G
Lo 11184 ..... : 1468 ......... W e . g 0y =
oo 5740 ....... 5821 .......... o s W R os e
Lo g 36956 ...... 39243 ........... S oo 0o
Total 62,563 64,767 85 66 0 0 61 54 0.1 0.1
Corporate Center — Core Functions

Balances with central banks 75,944 85,793

Do o bans 12565 ....... 5094 .................................................................................................
Loane ; 880 ....... 1 549 .......................................................... AR G
Claratans oo R
Lo Comer s PR .
Total 91,399 92,468 0 0 0 0 0 0 0.0 0.0
Group, excluding CC - Non-core and Legacy Portfolio

Balances with central banks 76,490 86,420

Do 27462 ...... 19319 .......... R G R TR oo e
Lo 293863 ..... ; 87525 ....... 1009 ....... 1039 ......... o g oy i S
Gl 17283 ...... 17723 .......... e o s IR R o RN
Lo comiment 46568 ...... 48997 ........... g g RS oo o
Total 461,666 459,984 1,107 1,124 190 222 665 676 0.2 0.2
CC - Non-core

Balances with central banks 0 0

Do fom bans o Sy G
lomne ey 05 R e oo TR o5
oo sos e PR G oo o
Loancomm|tment55457 ....... 7818 ........... R oo 0
Total 6,597 9,208 24 37 0 0 12 11 0.4 0.4
CC - Legacy Portfolio

Balances with central banks 0 0

Do fombanks Sy
Lomne 6634 ....... 7031 .......... G o FEREE 6 g PR he 0o
Comranioas o g
Lo oo w Ly
Total 7,052 7,534 61 60 47 46 8 8 0.9 0.8
1 Excludes CHF 3 million allowances for securities financing (31 March 2014: CHF 3 million). 2 The measurement requirements of IFRS differ in certain respects from our internal management view of credit risk. 3 Includes

CHF 7 million (31 March 2014: CHF 10 million) in collective loan loss allowances for credit losses.
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Composition of Wealth Management loan portfolio, gross

30.6.14 31.3.14
CHF million % CHF million %
Secured by residential property 34,562 32.8 34,010 333
Securedbycommeraal/mdustrlalproperty2166 ................ St 217821
cecured by e 12804 ............... Ly 12165 ............... e
cecured by e 45895 ............... e . 4044 ............... B
Securedbyguaranteesandothercollateral9434 ................ oo 9239 ................ 00
et o o e o
Total loans, gross 105,334 100.0 102,174 100.0
Total loans, net of allowances and credit hedges 105,269 102,105
Composition of Wealth Management Americas loan portfolio, gross
30.6.14 31.3.14
CHF million % CHF million %
Secured by residential property 6,152 16.6 5,862 16.8
cecured by P property ....................................................................................................................................
Securedbycash779 ................ Sy e
cecured by e 28323 ............... el 26769 ............... e
cecured by guarantees RN : 498 ................ PR 1 389 ................ s
s o e e 06
Total loans, gross 36,953 100.0 34,996 100.0
Total loans, net of allowances and credit hedges 36,927 34,973
1 Includes credit card exposure.
Composition of Retail & Corporate loan portfolio, gross
30.6.14 31.3.14
CHF million % CHF million %
Secured by residential property 99,930 72.8 99,615 72.6
cecured by el s property .................................................................. 20139 ............... g 20409 ............... s
Securedbycash243 ................ oy B e
Securedbysecurltles796 ................ e g 0
Securedbyguaranteesandothercollateral6592 ................ PR 6383 ................ e
Unsecuredloans9641 ................ o 976671
Total loans, gross 137,341 100.0 137,290 100.0
Total loans, net of allowances and credit hedges 136,854 136,787
Investment Bank: banking products’
CHF million 30.6.14 31.3.14
Total exposure, before deduction of allowances, provisions and hedges 52,300 51,904
L aIIowancesprowsmns ..................................................................................................................... (42) ............... (35)
Less: credit protection bought (credit default swaps, notional)> 8632 (10,135)
Net exposure after allowances, provisions and hedges 43,626 41,734

1 Risk view, excludes balances with central banks, internal risk adjustments and the vast majority of due from banks exposures. 2 The effect of portfolio hedges, such as index credit default swaps (CDS), and loss protection
from the subordinated tranches of structured credit protection have not been reflected in this table.
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Investment Bank: distribution of net banking products exposure, across internal UBS ratings

and loss given default (LGD) buckets

CHF million, except where indicated

30.6.14 313.14

LGD buckets

Weighted Weighted
Moody's Investors Standard & Poor’s average average
Internal UBS rating Service mapping mapping  Exposure 0-25%  26-50%  51-75% 76-100% LGD (%)  Exposure  LGD (%)
Investment grade Aaa to Baa3 AAA to BBB— 24,928 7,588 10,604 2,432 4,304 46 23,932 45
Sub-investmentgrade 18,698 10,120 7,005 929 643 25 17802 8
ofwhich:6-9 BaltoBl BB+toB+ 11,163 6346 4211 382 23 22 11986 28
ofwhich: 10-12 B2t0Caa BtoCCC 7437 3,701 2,783 547 406 29 5660 28
ofwhich: 13 and defaulted Caandlower  CCandlower 97 73 1m0 o 13 2 % 19
Net banking products exposure,
after application of credit hedges 43,626 17,708 17,610 3,361 4,947 37 41,734 38
Investment Bank and CC — Non-core and Legacy Portfolio: OTC derivatives exposure’
CHF million 30.6.14 31.3.14
Total exposure, before deduction of credit valuation allowances, provisions and hedges 15,641 15,943
Less: credit valuation adjustments and provisions 5700 (685)
Less cre‘d‘lt‘ brbfédlon de'gh't'('c'r'edlt d‘e‘fé'u'l't'sWéps n‘dt‘léh'a'l)' """""""""""""""""""""""""""""""" (816) """"" (791)
Net exposure after credit valuation adjustments, provisions and hedges 14,255 14,467

1 Net replacement value includes the impact of netting agreements (including cash collateral) in accordance with Swiss federal banking law.

Market risk

The tables on the next page show minimum, maximum, average
and period-end value-at-risk (VaR) by business division and Cor-
porate Center and general market risk type. Market risk, mea-
sured as 1-day, 95% confidence level management VaR, de-
creased by CHF 1 million to CHF 11 million as of 30 June 2014,
remaining at low levels by historical standards. There were no
material changes to our VaR model in the second quarter of 2014
and there were no group backtesting exceptions in the second
quarter or in the 12 months preceding the end of the quarter.

Also shown on the next pages are the statistics for regulatory
VaR, stressed VaR and incremental risk charge (IRC) for the Group
and by business division and Corporate Center, and the Group’s
comprehensive risk measure (CRM) used to calculate market risk
Basel Il RWA.

The higher maximum stressed VaR during the quarter was driv-
en by a significant foreign exchange trade which was substan-
tially de-risked within a short time period. The effect of the activ-
ity on stressed VaR was more pronounced than the effects on
regulatory VaR and management VaR due to the longer historical
data period used for stressed VaR, which includes the significant
period of stress during the financial crisis. Stressed VaR for the
Corporate Center — Non-core and Legacy Portfolio increased as a
result of the execution of a series of risk transfers to substantially

exit the correlation trading portfolio market risk, which had pro-
vided some natural hedge benefits, and due to position expiries
and market movements.

The Group’s CRM decreased significantly by CHF 267 million to
CHF 35 million as of 30 June 2014 as a result of the abovemen-
tioned risk transfers. Following these risk transfers, certain re-
maining correlation trading portfolio positions were migrated
from CRM to the IRC calculation, in line with the regulatory capi-
tal treatment of such positions. This resulted in an increase in di-
versification benefits and consequential reduction in the IRC for
the quarter.

The resulting RWA for each model, and for risks-not-in-VaR,
are shown in the table “Basel Ill RWA by risk type, exposure and
reporting segment” in the “Capital management” section of this
report.

- Refer to the “Risk, treasury and capital management” section of
our Annual Report 2013 for more information on market risk
measures and the derivation of market risk Basel Ill RWA from
the results of the models

Interest rate risk in the banking book

The interest rate sensitivity to a +1-basis-point parallel shift in yield
curves was CHF 1.0 million as of 30 June 2014, unchanged com-
pared with 31 March 2014. The decrease in sensitivity to a 100
and 200-basis-point parallel drop in yield curves during the second
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quarter was mainly in US dollar and was primarily caused by the floored to ensure that the resulting interest rates are not negative.
flattening of the US dollar yield curve, which reduced positive  This effect results in nonlinear behavior of the sensitivity, in par-
gains from negative yield curve shifts for the financial investment  ticular in US dollar when combined with prepayment risk on US
available-for-sale portfolio and mortgage whole-loan portfolio in mortgages and related products.

Wealth Management Americas, and caused a slight lengthening - Refer to “Interest rate risk in the banking book” in the “Risk,
of the effective duration of client deposits. Due to the low level of treasury and capital management” section of our Annual Report
interest rates, downward moves by 100/200 basis points are 2013 for more information

Management value-at-risk (1-day, 95% confidence, 5 years of historical data) by business division and
Corporate Center and general market risk type’

For the quarter ended 30.6.14

Interest Credit  Foreign Commod-
CHF million Equity rates  spreads exchange ities
Min 6 7 8 2 2
LR G o G S .
PP Average .................... g g g PR S
L EEEIE e S g g S S
Total management VaR, Group 10 17 13 11 Average (per business division and risk type)
Wealth Management 0 0 0 0 0 0 0 0
WealthManagementAmerlcas1 .......... PR S o S PR o
Rl & Corporate ................................................. G G G G PR PR PR PR o
GIobaIAssetManagement .......................................... o Gy P P PR P P o
st B g 6 G g g . s S 5
Corporate ot o P R PRSI R PR S R i
Diverslication affactas T ( .4.) ......... ( i) ......... R (4) e (2) ......... PR .
Group, excluding CC — Non-core and Legacy Portfolio 9 17 12 10 8 7 6 4 2
CC - Non-core and Legacy Portfolio 7 10 9 7 2 6 7 1 0

For the quarter ended 31.3.14

Interest Credit Foreign  Commod-
CHF million Equity rates spreads  exchange ities
Min 6 7 9 2 1
P SO R o TR o =
PP AT Average .................... g g o S 5
PP AA A AT Sy S e .
Total management VaR, Group 10 19 13 12 Average (per business division and risk type)
Wealth Management 0 0 0 0 0 0 0 0
WealthManagementAmencas1 .......... S R o . . )
cela Corporate ................................................. SR o SR G R R R S .
Clobal s setManagement ........................................... S G S G . . . o o
R g ISR s g g g S S 5
Corporate Contor Core Farions ;o s S S R S [ S .
Diverdifcation affactas T W ET PR R P R .
Group, excluding CC - Non-core and Legacy Portfolio 9 23 13 9 9 8 7 3 2
CC - Non-core and Legacy Portfolio 9 1 10 10 2 5 9 1 0

1 Statistics at individual levels may not be summed to deduce the corresponding aggregate figures. The minima and maxima for each level may occur on different days, and likewise the VaR for each business line or risk type,
being driven by the extreme loss tail of the corresponding distribution of simulated profits and losses for that business line or risk type, may be driven by different days in the historical time-series, rendering invalid the simple
summation of figures to arrive at the aggregate total. 2 Difference between the sum of the standalone VaRs for the business divisions and the “Corporate Center — Core Functions” shown and the VaR for the “Group, ex-
cluding CC — Non-core and Legacy Portfolio” as a whole. 3 As the minimum and maximum occur on different days for different business divisions, it is not meaningful to calculate a portfolio diversification effect.
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Regulatory value-at-risk (10-day, 99% confidence, 5 years of historical data) by business division and
Corporate Center and general market risk type’

For the quarter ended 30.6.14

Interest Credit  Foreign Commod-
CHF million Equity rates  spreads exchange ities
Min 25 19 37 9 9
LR o EEE e R "
P PP A Average ..................... S S R e o
L EEEIE L e Ho Sy R o 5
Total regulatory VaR, Group 37 73 48 43 Average (per business division and risk type)
Wealth Management 0 0 0 0 0 0 0 0 0
WeaIthManagementAmerlcas .................................................... I ERES PR S PR PR o
Rl & Corporate .................................................. G P G PRETRE R PR PR o
GIobaIAssetManagement ............................................ o G o G PR g PR PR o
et B oo T R o PR FURE o PR e
Corporate oo Core P g 6 Lo 5 R L S PR I
Diversiicaton affactzs (1 ;5') ......... (1 .7.) .......... R (16) e (7) e (3) .......... .
Group, excluding CC — Non-core and Legacy Portfolio 33 77 44 41 33 24 33 23 11
CC - Non-core and Legacy Portfolio 19 40 30 23 4 17 30 8 0

For the quarter ended 31.3.14

Interest Credit Foreign  Commod-
CHF million Equity rates spreads  exchange ities
Min 25 18 43 4 5
P SO N R s G . o
PP AT Average ..................... S oo . P 0
PP A AT VRN b G R e 5
Total regulatory VaR, Group 35 58 44 39 Average (per business division and risk type)
Wealth Management 0 0 0 0 0 0 0 0 0
Weatih ManagementAmerlcas ......................................... S L R R S g R .
celd Corporate ................................................... R s G R S R R .
bl A setManagement ............................................ s o s G R R R S .
st Ban 5o o R G R g 5o S e
Corporate Contor Core Fartions R ISR o o PR o S PRI .
Divraicaton afecti T T B R R P B .
Group, excluding CC - Non-core and Legacy Portfolio 33 60 41 34 31 28 39 15 10
CC - Non-core and Legacy Portfolio 32 43 38 36 3 15 48 13 0

1 Statistics at individual levels may not be summed to deduce the corresponding aggregate figures. The minima and maxima for each level may occur on different days, and likewise the VaR for each business line or risk type,
being driven by the extreme loss tail of the corresponding distribution of simulated profits and losses for that business line or risk type, may be driven by different days in the historical time-series, rendering invalid the simple
summation of figures to arrive at the aggregate total. 2 Difference between the sum of the standalone VaRs for the business divisions and the ”Corporate Center — Core Functions” shown and the VaR for the “Group, ex-
cluding CC — Non-core and Legacy Portfolio” as a whole. 3 As the minimum and maximum occur on different days for different business divisions, it is not meaningful to calculate a portfolio diversification effect.
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Risk management and control

Stressed value-at-risk (10-day, 99% confidence, historical data from 1 January 2007 to present) by business division and
Corporate Center and general market risk type’

For the quarter ended 30.6.14

Interest Credit  Foreign Commod-

CHF million Equity rates  spreads exchange ities

Min 54 47 79 12 17
PP o e o e 2
PP S S o o e
IR Sy o e o e

Total stressed VaR, Group 69 Average (per business division and risk type)

Wealth Management 0 0 0 0 0 0 0 0 0
WeaIthManagementAmerlcas ....................................... o Sy e o PR S PR PR o
Rl & Corporate .................................................. g Gy PR g PRETRE PR o
GIobaIAssetManagement ............................................ o G o G PR R PR PR o
et B o ey o R P P P o e
Corporate oo Core Fariaer o G JPR PR P o s Sy
Diverslicaton affactzs T T (54) ......... (52) .......... R (39) ......... (16) e ( 4) .......... .

Group, excluding CC — Non-core and Legacy Portfolio 55 248 88 87 69 63 101 66 28

CC - Non-core and Legacy Portfolio 60 115 Al 89 18 64 59 15 0

For the quarter ended 31.3.14
Interest Credit Foreign  Commod-
CHF million Equity rates spreads  exchange ities

Average 56 79 92 47 23
L ESER G T g S e
Total stressed VaR, Group 63 112 71 72 Average (per business division and risk type)

Wealth Management 0 0 0 0 0 0 0 0 0
Weatih Managem R o o N e R S S R .
cela Corporate ................................................... SR G s G R R R R .
ol A setManagement ............................................ s R s o R R R , .
st Ban o PR e SR L o W o e
Corporate Comtor Core Farione b 5o oo o [ w g St )
Divacaton afecii T s B R aeT T R .
Group, excluding CC - Non-core and Legacy Portfolio 51 121 63 55 55 53 115 39 23
CC - Non-core and Legacy Portfolio 60 83 66 61 9 63 73 26 0

1 Statistics at individual levels may not be summed to deduce the corresponding aggregate figures. The minima and maxima for each level may occur on different days, and likewise the VaR for each business line or risk type,
being driven by the extreme loss tail of the corresponding distribution of simulated profits and losses for that business line or risk type, may be driven by different days in the historical time-series, rendering invalid the simple
summation of figures to arrive at the aggregate total. 2 Difference between the sum of the standalone VaRs for the business divisions and the ”Corporate Center — Core Functions” shown and the VaR for the “Group, ex-
cluding CC — Non-core and Legacy Portfolio” as a whole. 3 As the minimum and maximum occur on different days for different business divisions, it is not meaningful to calculate a portfolio diversification effect.
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Incremental risk charge by business division and Corporate Center

For the quarter ended 30.6.14 For the quarter ended 31.3.14
CHF million Min. Max. Average  30.6.14 Min. Max. Average 31.3.14

Wealth Management

Diversification effect'?

Group, excluding CC - Non-core and Legacy Portfolio 200 298
CC - Non-core and Legacy Portfolio 34 66
Diversification effect?3 (135) (153) (106) (105)
Total incremental risk charge, Group 93 186 148 165 105 195 165 182

1 Difference between the sum of the standalone IRC for the business divisions and the “Corporate Center — Core Functions” shown and the IRC for the “Group, excluding CC — Non-core and Legacy Portfolio” as a
whole. 2 As the minimum and maximum occur on different days for different business divisions, it is not meaningful to calculate a portfolio diversification effect. 3 Difference between the sum of the two standalone
IRC for “Group, excluding CC — Non-core and Legacy Portfolio” and the “CC — Non-core and Legacy Portfolio” and the IRC for the Group as a whole.

Group: comprehensive risk measure

For the quarter ended 30.6.14 For the quarter ended 31.3.14
CHF million Min. Max. Average  30.6.14 Min. Max. Average 313.14
Total comprehensive risk measure, Group 35 303 144 35 302 335 315 302
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Risk management and control

Interest rate sensitivity — banking book'

30.6.14

CHF million -200 bps —-100 bps +1 bp +100 bps +200 bps
CHF (34.5) (12.6) 0.1 9.6 18.0
WR g Joy (07) ............ (64 3) ........... ( s 3)
CE g ce oo S Ly
R R s s e s
e (31) ............ (111) .............. o et s
Total impact on interest rate-sensitive banking book positions 309.9 160.3 1.0 96.1 204.0

of which: Wealth Management Americas 250.9 128.7 0.9 87.9 180.9
T gy o (0 1) ............ (16 4) ............ (34 5)
* ofwhich: Coporate Center - Core Functions 353 152 04 399 888
* of which: CC— Non-core and Legacy Portfolio 74 67 02 (152 (30.9)

31.3.14

CHF million —200 bps —100 bps +1bp +100 bps +200 bps
CHF (34.1) (6.6) 0.3 283 57.1
WR g o 0wy ey
g R ws o o s
Gp Sae Goe L oo s
e wy g9 oo s e
Total impact on interest rate-sensitive banking book positions 4243 213.8 1.0 99.7 233.0

of which: Wealth Management Americas 402.9 201.7 0.8 76.1 173.6
e S b cs (25
* ofwhich: Coporate Center - Core Functions 53 06 04 7V 1004
* of which: CC— Non-core and Legacy Portfolio a1 54 0y (114 (23.2)

1 Does not include interest rate sensitivities for credit valuation adjustments on monoline credit protection, US and non-US reference-linked notes. Also not included are the interest rate sensitivities of our inventory of
student loan auction rate securities, as from an economic perspective these exposures are not materially affected by parallel shifts in US dollar interest rates, holding other factors constant.

Country risk

We continue to monitor the situation in Ukraine and the possibili-
ties for broader economic contagion, including the potential ef-
fects of economic sanctions against Russian persons and entities.

Exposures to selected eurozone countries

Our exposure to peripheral European countries remains limited,

but we nevertheless remain watchful regarding the potential

broader implications of adverse developments in the eurozone.

-> Refer to “Country risk” in the “Risk, treasury and capital

management” section of our Annual Report 2013 for informa-
tion on our country risk framework and related exposure
measures
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Exposures to selected eurozone countries

Trading inventory

Traded products (securities and
(counterparty risk from derivatives and  potential benefits/
Banking products securities financing) after master net-  remaining exposure
CHF million Total (loans, guarantees, loan commitments) ting agreements and net of collateral from derivatives)
Net of Exposure Netof  of which: Exposure Net of Net long
30.6.14 hedges'  before hedges hedges'  unfunded before hedges hedges per issuer
France 10,349 9,595 2,539 1,907 547 1,478 1,357 6,332

Sovereign, agencies and central bank 287

'L'dc'aillgéi/‘e'r e T

B T ey R
Ot B3y T
Portugal 414

S overe|gnagenc e oy T T
Localgover T
B S T g g g g &
i oy o Ly QT s
Greece 54 54 7 7 5 0 0 47
S overelgnagenc TS w T s
Localgover R,
B g R R G -
i G G S S R RS 2
Other* 184 184 141 141 9 16 16 27

1 Not deducted from the “Net of hedges” exposures are total allowances and provisions for credit losses of CHF 39 million (of which: Malta CHF 13 million, France CHF 11 million and Austria CHF 9 million). 2 Includes
corporates, insurance companies and funds. 3 The majority of the Ireland exposure relates to funds and foreign bank subsidiaries. 4 Represents aggregate exposures to Andorra, Cyprus, Estonia, Latvia, Malta, Monaco,
Montenegro, San Marino, Slovakia and Slovenia.
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Risk management and control

Exposure from single-name credit default swaps referencing Greece, Italy, Ireland, Portugal or Spain (GIIPS)

Protection bought

Net position
(after application of counterparty master

Protection sold netting agreements)

of which: counter-

of which: counter-
party domicile is the

party domiciled in ~ same as the reference
CHF million GIIPS country entity domicile
Buy Sell

30.6.14 Notional RV Notional RV Notional RV Notional RV notional  notional PRV NRV

Greece 377 (15) 6 0 0 0 (380) 4 85 (88) 3 (13)
faly 30,535 (294) 363 | 2 148 (1) (28695) 125 6164 (4,324) 102  (271)
felnd 3498  (65) 35 1 o 0 (3202 80 1,090  (793) 52 (36)
Potugll 399 (50 148 1 o 0o @373 9 1,247 (1,050 19 (59
Spain 12,250  (298) 306 36 115 38 (11,683) 273 3,921 (3354) 121  (146)
Total 50,629 (722) 848 36 260 38 (47,732) 492 12,507 (9,609) 297 (526)

Operational risk

Integration of the Compliance function with the Operational Risk
Control unit progressed during the second quarter and was ex-
tended to include a range of major programs focusing on the miti-
gation of conduct risk. This work will further enhance Risk Control’s
ability to control the Group’s primary and consequential risks in a
fully integrated way. In acknowledgment of the importance of pub-
lic trust and consumer and investor protection, we continue to en-
hance our Conduct Risk Framework, in part leveraging the Opera-
tional Risk Framework to promote a culture and set of behaviors
that avoid unfairly impacting clients or counterparties.

Over the past months, we have reviewed regional, divisional
and central functions across Compliance and Operational Risk
Control and defined a single target operating model, whereby
primary execution elements are organized on a regional basis that
is intended to ensure clear and unambiguous ownership for con-
trol and oversight and a clear regulatory point of contact. This
structure is underpinned by central functions that provide centers
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of expertise that are expected to define minimum standards for
critical activities.

In a further substantial step to enhance the effectiveness of
Compliance and Operational Risk Control, we have initiated a
comprehensive review of roles and responsibilities to ensure focus
on our core mandate and to ensure a clear delineation between
the roles of the first and second lines of defense.

This new structural and organizational set-up, measures to en-
hance our monitoring and surveillance capability and planned
implementation of new data analysis technology, are expected to
allow us to more proactively identify, analyze and mitigate risk.

The parameters for our advanced measurement approach
model, used for the calculation of the operational risk regulatory
capital for the second quarter of 2014, were unchanged.

-> Refer to “Swiss SRB Basel lll capital information” in the “Capital
management” section of this report for more information on the
development of operational risk RWA during the quarter and on
the incremental RWA resulting from the supplemental opera-
tional risk capital analysis mutually agreed to by UBS and FINMA



Corporate Center — Non-

Legacy Portfolio

During the second quarter, Non-core and Legacy Portfolio balance
sheet assets declined by CHF 6 billion to CHF 184 billion, mainly
reflecting CHF 6 billion lower positive replacement values (PRV) in
Non-core.

Risk-weighted assets (RWA) for Non-core and Legacy Portfolio
declined by CHF 8 billion to CHF 52 billion, and the Swiss sys-
temically relevant banks (SRB) leverage ratio denominator de-
creased by CHF 14 billion to CHF 121 billion.

Non-core

Non-core balance sheet assets decreased by CHF 5 billion to CHF
161 billion during the second quarter, mainly due to CHF 6 billion
lower PRV from our over-the-counter (OTC) rates and credit de-
rivative exposures that make up the majority of our remaining
Non-core portfolios. The main PRV reduction occurred in our rates
portfolio due to negotiated bilateral settlements with specific
counterparties (unwinds), third-party novations, including trans-
fers to central clearing houses (trade migrations), and agreements
to net down trades with other dealer counterparties (trade com-
pressions), partly offset by fair value changes due to interest rate
movements. Rates reduction activity continues to be prioritized by
comparing exit costs to RWA and capital consumption along with
trade complexity in order to maximize shareholder value. Within
credit, we executed a series of risk transfers to exit the majority of
the correlation trading portfolio, which involved entering into a
large number of back-to-back trades to transfer market risk
and gave rise to a temporary intra-quarter increase in PRV of ap-
proximately CHF 9 billion. Subsequently, we de-recognized a sig-
nificant portion of these trades from our balance sheet through
novations to third parties, thereby transferring credit risk and re-
ducing PRV so they remained in line with the first quarter. These
novations are an ongoing process, which will continue to transfer
credit risk and further reduce PRV on these trades through the
remainder of 2014.

Funded assets decreased by CHF 1 billion to CHF 3 billion.
Remaining funded assets largely consist of corporate loans and
of bonds held to hedge OTC derivative positions. Funded assets
and PRV classified as Level 3 in the fair value hierarchy totaled
CHF 3 billion, or 2%, of total Non-core balance sheet assets as of
30 June 2014.

Non-core RWA totaled CHF 24 billion as of 30 June 2014, a
decrease of CHF 5 billion compared with 31 March 2014. The

core and

Swiss SRB leverage ratio denominator decreased by CHF 13 billion
to CHF 99 billion compared with 31 March 2014.

-> Refer to “Corporate Center - Non-core and Legacy Portfolio” in
the “Risk management and control” section of our Annual
Report 2013 for more information on Corporate Center — Non-
core

Legacy Portfolio

Legacy Portfolio balance sheet assets decreased by CHF 1 billion
to CHF 23 billion during the second quarter. There were no indi-
vidually significant trade reductions but rather a number of small-
er position reductions across the collateralized loan obligations
(CLO) and reference-linked notes (RLN) portfolios. Funded assets
and PRV classified as Level 3 in the fair value hierarchy totaled CHF
3 billion, or 14%, of total Legacy Portfolio balance sheet assets as
of 30 June 2014.

Legacy Portfolio RWA totaled CHF 28 billion as of 30 June
2014, a decrease of CHF 3 billion compared with 31 March 2014.
The Swiss SRB leverage ratio denominator decreased by CHF 1 bil-
lion to CHF 22 billion compared with 31 March 2014.

- Refer to “Corporate Center — Non-core and Legacy Portfolio” in
the “Risk management and control” section of our Annual
Report 2013 for more information on Corporate Center - Legacy
Portfolio

An overview of the composition of Non-core and Legacy Port-
folio is presented on the following pages, including position and
RWA information for the second quarter of 2014 and the prior
quarter. The groupings of positions by category and the order in
which these are listed are not necessarily representative of the
magnitude of the risks associated with them, nor do the metrics
shown in the tables necessarily represent the risk measures used
to manage and control these positions. For example, OTC deriva-
tives trading is largely conducted on a collateralized basis and un-
der bilateral International Swaps and Derivatives Association
(ISDA) or ISDA-equivalent master netting agreements, which al-
low for the close-out and netting of PRV with negative replace-
ment values in the event of default. The funded assets and PRV
measures presented are intended to provide additional transpar-
ency regarding progress in the execution of our strategy to exit
these positions. All positions are affected by market factors out-
side the control of UBS, for example, by interest rate movements.
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Corporate Center — Non-core and Legacy Portfolio

Composition of Non-core

CHF billion
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Total

144.6
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2-9 I
X

1 Fully applied and phase-in Basel Ill RWA. 2 Funded assets are defined as total IFRS balance sheet assets less positive replacement values (PRV) and collateral delivered against over-the-counter (OTC) derivatives
(CHF 19.4 billion as of 30.6.14 and CHF 17.3 billion as of 31.3.14). 3 Positive replacement values (gross exposure excluding the impact of any counterparty netting).
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Composition of Legacy Portfolio

CHF billion

@
N

1 Fully applied and phase-in Basel Il RWA. 2 Funded assets are defined as total IFRS balance sheet assets less positive replacement values (PRV) and collateral delivered against over-the-counter (OTC) derivatives (CHF
1.3 billion as of 30.6.14 and CHF 1.0 billion as of 31.3.14). 3 Positive replacement values (gross exposure excluding the impact of any counterparty netting). 4 Index of CMBS. 5 On 25 July 2014, this loan was
fully repaid and associated RWA and funded assets were reduced to zero.
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Balance sheet

Balance sheet

As of 30 June 2014, our balance sheet assets stood at CHF 983 billion, broadly unchanged from 31 March 2014, as
continued reductions in positive replacement values, in both Corporate Center — Non-core and Legacy Portfolio and the
Investment Bank, and lower cash balances in Corporate Center — Core Functions were offset by increases in trading
portfolio assets in the Investment Bank, an increase in due from banks in Corporate Center — Core Functions and in-
creased lending in our wealth management businesses. Funded assets, which represent total assets excluding positive
replacement values and collateral delivered against over-the-counter derivatives, increased by CHF 7 billion to CHF 749
billion. Excluding currency effects, funded assets increased by approximately CHF 4 billion.

Assets

Product category view

Positive replacement values (PRV) decreased by CHF 11 billion,
mainly reflecting a continued reduction in Non-core and Legacy
Portfolio which primarily resulted from a reduction in over-the-
counter (OTC) rates derivative exposures due to negotiated bilat-
eral settlements with specific counterparties, third-party nova-
tions, including transfers to central clearing houses, and
agreements to net down trades with other dealer counterparties,
partly offset by fair value changes due to interest rate movements.
In addition, PRV were lower in the Investment Bank mainly as
foreign exchange contracts matured. Cash and balances with
central banks decreased by CHF 10 billion, mainly reflecting a re-
balancing of our multi-currency portfolio of unencumbered, high-
quality, liquid assets managed centrally by Group Treasury, a ma-
jority of which are short-term, from balances with central banks
into interbank lending. Collateral trading assets, which consist of

Assets: development during the second quarter of 2014

reverse repurchase agreements and cash collateral on securities
borrowed, declined by CHF 3 billion, primarily reflecting a reduc-
tion in Group Treasury in Corporate Center — Core Functions. In
addition, financial investments available-for-sale decreased by
CHF 1 billion. These decreases were partly offset by an increase in
lending assets of CHF 13 billion, primarily resulting from the
abovementioned re-balancing of our multi-currency portfolio
managed centrally by Group Treasury, combined with increased
Lombard and residential mortgage lending in our wealth manage-
ment businesses. Trading portfolio assets increased by CHF 7 bil-
lion, primarily in the Investment Bank, driven by client activity as
well as temporary increases related to aged trade settlements.
Other assets increased by CHF 5 billion, primarily reflecting an in-
crease in prime brokerage receivables and cash collateral receiv-
ables on derivative instruments.
-> Refer to the “Balance sheet” and Notes 10 through 13 in
the “Financial information” section of this report for more
information

Balance sheet development — assets

CHF billion CHF billion
o o = ™ @ ul = = =
¥ o o s < o o - I
1,020 2 R - - A R = = R
1,410 1,367
1,129
940 - B o 9,0;1 - . l . 1,049 1,018 g3 983
900 - o7 765! .742* .739' .742' -749'
900 L fe Tqg R R e B B =
il 135 120 124 123 126 132
n
450 - .ﬂ m B | =3
31.3.14 Positive Cash  Collateral Financial Lending? Trading Other 30.6.14 0 — | oo NN oo NN 51 NN 7o BENN o1 BN cc BN s |
replace- and trading'  invest- ortfolio . . . , .
msnt balances 9 ments P W Cash and balances with central banks [ Lending? M Collateral trading® I Trading portfolio
values  with central available- M Financial investments available-for-sale Other M Positive replacement values
banks for-sale

1 Consists of reverse repurchase agreements and cash collateral on securities borrowed.
2 Consists of due from banks, financial assets designated at fair value and loans.
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1 Total assets excluding positive replacement values and collateral delivered against OTC derivatives.
2 Consists of due from banks, financial assets designated at fair value and loans.
3 Consists of reverse repurchase agreements and cash collateral on securities borrowed.



Total assets and funded assets

30.6.14 31.3.14
CC—Non- CC—Non-
core and Other core and Other
Investment  CC — Core legacy  business Investment  CC — Core Legacy  business
CHF billion Bank  Functions Portfolio divisions UBS Bank  Functions Portfolio divisions UBS
Total IFRS assets 245 231 184 323 983 242 233 190 317 983
Less: positive replacement values (55) 0 (147) (3) (205) (59) 0 (153) (3) (215)
Less: collateral delivered against OTC derivatives' (8) 0 (21) 0 (29) (7) 0 (18) 0 (26)
Funded assets 182 231 17 320 749 176 233 19 314 742

1 Mainly consists of cash collateral receivables on derivative instruments and reverse repurchase agreements.

Divisional view

Non-core and Legacy Portfolio total assets decreased by CHF 6
billion to CHF 184 billion, primarily as a result of the reduction in
PRV, and funded assets decreased by CHF 2 billion to CHF 17 bil-
lion, mainly due to reductions in both trading portfolio and lend-
ing assets. There were no individually significant trade reductions
but rather a number of smaller position reductions across the col-
lateralized loan obligations (CLO) and reference-linked notes
(RLN) portfolios. Corporate Center — Core Functions assets de-
creased by CHF 2 billion to CHF 231 billion, primarily within Group
Treasury, mainly reflecting the abovementioned reduction in col-
lateral trading assets. The overall size of our multi-currency port-
folio of unencumbered, high-quality, liquid assets managed cen-
trally by Group Treasury was broadly unchanged. Investment Bank
total assets increased by CHF 3 billion to CHF 245 billion, and
funded assets increased by CHF 6 billion to CHF 182 billion, main-
ly due to the abovementioned increases in trading portfolio as-
sets, primarily in Equities within Investor Client Services. Wealth

Liabilities: development during the second quarter of 2014
CHF billion

Management and Wealth Management Americas total assets in-
creased by CHF 3 billion and CHF 2 billion to CHF 119 billion and
CHF 47 billion, respectively, primarily reflecting higher Lombard
and residential mortgage lending. Global Asset Management and
Retail & Corporate total assets were broadly unchanged at CHF
14 billion and CHF 143 billion, respectively.

Liabilities

Total liabilities were broadly unchanged at CHF 931 billion. Nega-
tive replacement values decreased by CHF 7 billion, largely in line
with the abovementioned reduction in PRV. This was partly offset
by a CHF 3 billion increase in other liabilities, mainly due to an
increase in prime brokerage payables, partially offset by a reduc-
tion in cash collateral payables on derivative instruments. In addi-
tion, short-term borrowings, which include short-term debt is-
sued and interbank borrowing, increased by CHF 2 billion,
primarily reflecting increased net issuances of certificates of de-

Balance sheet development - liabilities and equity
CHF billion, except where indicated

31.3.14  Negative Dueto
replace-  customers trading' borrow- term debt
ment ings® issued*
values

Collateral ~ Other? ~ Short-term  Long- 30.6.14

1 Consists of repurchase agreements and cash collateral on securities lent. 2 Includes trading
portfolio liabilities and cash collateral payables on derivative instruments. 3 Consists of
short-term debt issued and due to banks. 4 Consists of long-term debt issued and financial
liabilities designated at fair value.

E
B
]
H

—
0
W Equity' Long-term debt issued>*> M Due to customers? Collateral trading*
M Short-term borrowings® Other M Negative replacement values

1 Consists of equity attributable to UBS shareholders, equity attributable to preferred noteholders
and equity attributable to non-controlling interests. 2 Percentages based on total liabilities and
equity excluding negative replacement values. 3 Consists of long-term debt issued and financial
liabilities designated at fair value. 4 Consists of repurchase agreements and cash collateral on
securities lent. 5 Consists of short-term debt issued and due to banks.
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Balance sheet

posit. Long-term debt outstanding, which consists of financial li-
abilities designated at fair value and long-term debt issued in-
creased by CHF 1 billion, primarily due to the issuance of USD 2.5
billion of low-trigger, loss-absorbing, Basel lll-compliant subordi-
nated notes and a EUR 1.0 billion covered bond, partly offset by
redemptions and maturities. Customer deposits and collateral
trading liabilities were broadly unchanged.
- Refer to the “Liquidity and funding management” section of this
report for more information
- Refer to the “Balance sheet” and Notes 10 through 14 in the
“Financial information” section of this report for more information

Equity

Equity attributable to UBS shareholders increased by CHF 509 mil-
lion to CHF 49,532 million.

Total comprehensive income attributable to UBS shareholders
was CHF 1,183 million, reflecting the net profit attributable to
UBS shareholders of CHF 792 million and other comprehensive
income (OCI) attributable to UBS shareholders of CHF 390 million

Equity attributable to UBS shareholders:
development during the second quarter of 2014
CHF million

49,500 -
o (938)

48,500 -

31.3.14 Net Foreign Financial Cash  Defined Distribution ~Employee Treasury Other 30.6.14
profit currency invest-  flow  benefit of capital  share shares
trans-  ments  hedges plans  contribution and share
lation  available- reserve options
for-sale (within share plans
premium) (within share
premium)
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(net of tax). Second quarter OCl included positive OCI related to
cash flow hedges and financial investments available-for-sale of
CHF 262 million and CHF 16 million, respectively, as well as for-
eign currency translation gains of CHF 87 million and net gains on
defined benefit plans of CHF 26 million.

Share premium decreased by CHF 703 million, mainly reflect-
ing the payment of CHF 938 million to UBS shareholders out of
the capital contribution reserve, partly offset by an increase of
CHF 231 million related to employee share plans.

-> Refer to the “Statement of changes in equity” in the “Financial
information” section, and to “Total comprehensive income attrib-
utable to UBS shareholders: 2Q14 vs 1Q14" in the “Group
performance” section of this report for more information

Intra-quarter balances

Balance sheet positions disclosed in this section represent quarter-
end positions. Intra-quarter balance sheet positions fluctuate in
the ordinary course of business and may differ from quarter-end
positions.



Liquidity and funding management

Our liquidity position remained strong during the quarter. We further strengthened our funding profile through the
issuance of USD 2.5 billion of low-trigger, loss-absorbing, Basel lll-compliant subordinated notes and a EUR 1.0 billion

7-year covered bond.

Strategy and objectives

We manage our liquidity and funding risk with the overall objec-
tive of optimizing the value of our business franchise across a
broad range of market conditions and in consideration of current
and future regulatory constraints. In line with the implementation
of our strategy, as our balance sheet assets are reduced, we gen-
erate capacity within our liquidity and funding positions. We em-
ploy a number of measures to monitor our liquidity and funding
positions under normal and stressed conditions. In particular, we
use stress scenarios to apply behavioral adjustments to our bal-
ance sheet and calibrate the results from these internal stress
models with external measures, primarily the evolving regulatory
requirements for the liquidity coverage ratio (LCR) and the net
stable funding ratio (NSFR).

Liquidity

Our funding diversification and global scope help protect our li-
quidity position in the event of a crisis. Our contingent funding
sources include a large, multi-currency portfolio of unencum-
bered, high-quality, liquid assets, a majority of which are short
term, managed centrally by Group Treasury, as well as available
and unutilized liquidity facilities at several major central banks,
and contingent reductions of liquid trading portfolio assets. We
regularly assess and test all material, known and expected cash
flows, as well as the level and availability of high-grade collateral
that could be used to raise additional funding if required.

The LCR provides banks with a measurement that helps them
to ensure that they hold enough highly liquid assets to survive
short-term (30-day) severe general market and firm-specific stress.
The NSFR assigns a required stable funding factor to assets (repre-
senting the illiquid part of the assets) and assigns all liabilities an
available stable funding factor (representing the stability of a lia-
bility) in order to ensure that banks are not overly reliant on short-
term funding and have sufficient long-term funding for illiquid
assets. The Bank for International Settlements (BIS) future mini-
mum regulatory requirement is 100% for both the LCR (as of
2019) and NSFR (as of 2018).

In June 2014, the Swiss Federal Council adopted the revised
Liquidity Ordinance and in July 2014 FINMA issued the final ver-
sion of its revised circular “Liquidity risks — banks.” The revised
ordinance and the circular represent the implementation of the
Basel Ill LCR in Switzerland and include some differences com-
pared with the BIS guidance. As a Swiss SRB, we will have to com-
ply with an LCR of 100% as of 1 January 2015.

-> Refer to the “Regulatory and legal developments and financial

reporting changes” section of this report for more information

In the interim, our LCR and NSFR ratios are calculated on a pro-
forma basis, using current supervisory guidance from FINMA. Our
pro-forma ratio calculations will continue to evolve to incorporate
any changes in the regulatory requirements as they become more
defined and implementable. Furthermore, calculations will be re-
fined as new models and the associated systems are enhanced.

As of 30 June 2014, UBS was in compliance with the existing
FINMA liquidity requirements. Our estimated pro-forma NSFR was
105%, down from 107% as of 31 March 2014, due to an increase
in required stable funding. Our estimated pro-forma regulatory
LCR stood at 117%, an increase from 110% as of 31 March 2014,
reflecting decreased projected net cash outflows, as well as an
increase in the liquidity asset buffer to CHF 151 billion from CHF
146 billion. For our management LCR we consider, in addition to
the liquidity asset buffer, further high-quality and unencumbered
contingent funding sources of CHF 54 billion as of 30 June 2014,
which primarily consisted of local liquidity reserves and unutilized
funding capacity, resulting in a management LCR of 158% as of
30 June 2014. In aggregate, the sources of available liquidity con-
sidered for the management LCR represented 27% of our funded
balance sheet assets as of 30 June 2014.

- Refer to the “Regulatory and legal developments” section of our
Annual Report 2013 for more information on recent Basel Il
guidance

-> Refer to the “Treasury management” section of our Annual
Report 2013 for more information on the liquidity asset buffer
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Liquidity and funding management

Funding

The percentage contribution of repurchase agreements and secu-
rities lending remained at 4.7% (as shown in the “Funding by
product and currency” table on the next page). Our overall cus-
tomer deposits remained at 59% of our total funding sources.
Our ratio of customer deposits to outstanding loan balances was
129% compared with 132% as of 31 March 2014.

Our outstanding long-term debt, including structured debt re-
ported as financial liabilities at fair value, increased by CHF 1 bil-
lion to CHF 125 billion as of 30 June 2014, remaining at 19% of
our funding sources. Excluding structured debt, long-term debt —
which comprises both senior and subordinated debt and is pre-
sented within Debt issued on the balance sheet — grew by CHF 1
billion to CHF 56 billion as of 30 June 2014. Senior debt com-
prises both publicly and privately placed notes and bonds, as well
as covered bonds and Swiss Pfandbriefe.

Pro-forma liquidity coverage ratio (LCR)

During the second quarter of 2014, we continued to raise me-
dium- and long-term funds through medium-term note programs
and private placements and through Swiss Pfandbriefe issuances.
In April, we issued a EUR 1.0 billion 7-year 1.375% fixed rate
covered bond. In addition, in May, we contributed to our targeted
loss-absorbing capital through the issuance of USD 2.5 billion of
low-trigger, loss-absorbing, Basel lll-compliant subordinated
notes. These 10-year notes will pay a non-deferrable coupon at a
rate of 5.125%. We also had three maturities during the quarter:
two public senior unsecured bonds, a EUR 1.0 billion 5-year
5.625% fixed rate note and a EUR 0.5 billion 2-year floating rate
note, and a CHF 0.4 billion 10-year subordinated issue. In addi-
tion, CHF 0.3 billion of Swiss Pfandbriefe matured during the sec-
ond quarter. Our short-term interbank deposits (presented as Due
to banks on the balance sheet), together with our outstanding
short-term debt, represented 5.8% of total funding sources com-
pared with 5.5% as of 31 March 2014.

CHF billion, except where indicated 30.6.14 31.3.14
Cash outflows 230 239
o oo o7
Net cash outflows 129 133
qum dltyasset LR e e
Regulatory LCR (%) 117 110
Additional contingent funding sources' 54 56
Management LCR (%) 158 152
1 Additional contingent funding sources including dedicated local liquidity reserves and additional unutilized borrowing capacity.
Pro-forma net stable funding ratio (NSFR)
CHF billion, except where indicated 30.6.14 31.3.14
Available stable funding 358 358
Reqmredstablefundlng R SRR e
NSFR (%) 105 107
Pro-forma liquidity asset buffer

30.6.14 31.3.14
CHEF billion Level 1 Level 2 Total Level 1 Level 2 Total
Cash and balances with central banks 76 0 76 86 0 86

of which: corporate bonds and municipal bonds, including bonds issued

by financial institutions 0 15 15 0 14 14
fevere repu o ag‘ré‘e'rﬁ L R S S R o .
Coma bl pledgesz ............................................................ o oo e Lo N S
Total 123 28 151 122 24 146

1 Term receivable from central bank.
subsequently been pledged to central banks.
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Funding by product and currency

All currencies All currencies’ CHF! EUR! usp! Others!
In CHF billion 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 31.3.14 30.6.14 313.14
Securities lending 12.3 13.4 1.9 2.0 0.4 0.4 0.3 0.4 0.9 1.0 0.3 0.2
Repurchaseagreements ,,,,,,,,,,,,,,,,,,,,, s g ey oo oo 0 s o e e o
Do to bar O E S PR oa s P e e s
ot gty e pa seaa T PR e s e PR i
e savmgs/deposns ,,,,,,,,,,,,,,,,,,,,, s v e o o e o s O Sy oo o
Demanddeposns ,,,,,,,,,,,,,,,,,,,,,,,,, S Ges ea e se o sa S es ay se i
Flduqarydeposns ,,,,,,,,,,,,,,,,,,,,,,,,,, o5 o oy oo oo e e R PR PR i
Tlmedeposns ,,,,,,,,,,,,,,,,,,,,,,,,,,,, s AP e PR s o s fo e Sy 23
Longtermdebtlssued3 ,,,,,,,,,,,,,,,,,,,,, as i1 e s e e ce e e S Lo 0
Cashcollateralpayables T B BT T B
derivative instruments 43.7 46.7 6.6 7.1 0.2 0.3 2.8 34 2.9 2.6 0.7 0.7
o b'rb'kérééé bé)}éblés ,,,,,,,,,,,,,,,,,,,, s o se SR PR e ho s 0o o
Total 663.9 660.2 100.0 100.0 27.3 27.9 18.3 18.5 42.8 41.5 11.6 12.0

1As a percent of total funding sources. 2 Short-term debt issued is comprised of certificates of deposit, commercial paper, acceptances and promissory notes, and other money market paper. 3 Long-term debt issued
also includes debt with a remaining time to maturity of less than one year.

Asset funding
CHF billion, except where indicated
As of 30.6.14

Due to banks

Financial investments available-for-sale

48

146

inancial liabilities designated at fair value? 69 125
eld at amortized cost 56

81
CE—

Assets Liabilities and equity

1 Short-term debt issued is comprised of certificates of deposit, commercial paper, acceptances and promissory notes, and other money market paper. 2 Long-term debt issued also includes debt with a remaining time
to maturity of less than one year. 3 Including structured over-the-counter debt instruments.
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Capital management

Capital management

Our fully applied common equity tier 1 (CET1) capital ratio’ improved 0.3 percentage points to 13.5% as of 30 June 2014.
Fully applied CET1 capital increased by CHF 0.7 billion to CHF 30.6 billion, mainly due to the second quarter net profit.
On a phase-in basis, our CET1 capital ratio also increased 0.3 percentage points to 18.2%, mainly due to a CHF 0.7 billion
increase in phase-in CET1 capital to CHF 41.9 billion. Risk-weighted assets decreased slightly by CHF 0.1 billion to

CHF 226.7 billion on a fully applied basis and were stable at CHF 229.9 billion on a phase-in basis. Our Swiss SRB leverage
ratio improved 0.4 percentage points to 4.2% on a fully applied basis and 0.3 percentage points to 5.3% on a phase-in
basis. These improvements were both almost entirely due to the issuance of USD 2.5 billion of low-trigger, loss-absorb-
ing, Basel lll-compliant tier 2 subordinated notes.

1 Unless otherwise indicated, all information in this section is based on the Basel Ill framework as applicable for Swiss systemically relevant banks (SRB).

Our capital requirements

1Q14 2Q-4Q14 2015 } 2019

Progressive buffer:
5.4% Low-trigger LAC"?

» 5.4%
Systemic

Progressive buffer: surcharge

3.4% Low-trigger LAC'2

i ; ; Buffer:
Progressive buffer: Progressive buffer: .
2.8% Low-trigger LAC' 2.8% Low-trigger LAC"2 3.0% High-trigger LAC"?
Buffer:
2.3% High-trigger LAC"? 18.4%¢ { [I0R
3.0% CET1 capital® ) 8.5%
- EYfae 13.0% 4 BN Buffer
uffer: : ) 2.9% CET1 capital® Conservation buffer:
BECRN 5o eT1 capital (RN ) 501, CET1 capital ° . 7% CET1 captal
- 3 Base: Base:
ase: ase: 4.5% CET1 capital 9 i
4.0% CET1 capital 4.0% CET1 capital : i A @) el
) 4.5%
Base

1 Loss-absorbing capital. High-trigger loss-absorbing capital qualifies as progressive buffer capital until the end of 2017. 2 Numbers are based on latest information available and current supervisory guidance from FINMA. 3 Can
be substituted by CET1 capital. 4 Includes the effect of the countercyclical buffer requirement. s Capital requirements for 2015 and 2019 do not include a countercyclical buffer requirement, as potential future developments
cannot be accurately predicted and may vary from period to period. 6 The total capital ratio requirement for 2019 would be reduced to 17.5% if the progressive buffer capital requirement is reduced as expected.
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Swiss SRB Basel III capital framework

As UBS is considered a systemically relevant bank (SRB) under
Swiss banking law, we are required to comply on both a Group
and UBS AG (Parent Bank) basis with regulations based on the
Basel Il framework as applicable for Swiss SRB. All our capital
disclosures therefore focus on Swiss SRB Basel Il capital informa-
tion. Differences between the Swiss SRB and BIS Basel Il capital
regulations are outlined in the subsection “Differences between
Swiss SRB and BIS Basel Il capital.”

Regulatory framework

The Basel Il framework came into effect in Switzerland on 1 Janu-
ary 2013 and includes prudential filters for the calculation of capi-
tal. These prudential filters consist mainly of capital deductions for
deferred tax assets recognized for tax loss carry-forwards and ef-
fects related to defined benefit plans. As these filters are being
phased in between 2014 and 2018, their effects are gradually fac-
tored into our calculations of capital, risk-weighted assets (RWA)
and capital ratios on a phase-in basis and are entirely reflected in
our capital, RWA and capital ratios on a fully applied basis.

Effective January 2014, we have deducted from our phase-in
CET1 capital 20% of deferred tax assets recognized for tax loss
carry-forwards as well as 20% of the effects related to defined
benefit plans. These consist of: (i) the cumulative difference be-
tween IAS 19 (revised) accounting applied under IFRS and fully
applied Basel Il CET1 calculations versus a pro-forma IAS 19 treat-
ment applied for Basel Ill CET1 phase-in calculations and (i) the
Swiss defined benefit plan under IAS 19 (revised). In addition, the
difference between fully applied and phase-in RWA, related to the
adoption of 1AS 19 (revised), has been reduced by 20%.

Furthermore, based on current Swiss Financial Market Supervi-
sory Authority (FINMA) regulation, capital instruments which
were treated as hybrid tier 1 capital and as tier 2 capital under the
Basel 2.5 framework are being phased out under Basel Il between
2013 and 2019. On a phase-in basis, our capital and capital ratios
include the applicable portion of these capital instruments not yet
phased out. Our capital and capital ratios on a fully applied basis
do not include these capital instruments.

Capital requirements

In Switzerland, all banks must comply with the Basel Ill capital
framework, as required by the Swiss Capital Adequacy Ordinance
and regulations issued by FINMA. UBS, Credit Suisse and Zurcher
Kantonalbank are required to comply with specific Swiss SRB rules.

As of 30 June 2014, our total capital requirement was 11.5%
of our RWA compared with 11.4% as of 31 March 2014. The re-
quirement as of 30 June 2014 consisted of: (i) base capital of 4.0%
of RWA, (ii) buffer capital of 4.6% of RWA, reflecting a negligible

effect of the increase in the countercyclical buffer capital require-
ment, and (iii) progressive buffer capital of 2.8% of RWA. We sat-
isfied these base and buffer (including the countercyclical buffer)
capital requirements through our CET1 capital. High- and low-
trigger loss-absorbing capital exceeded the progressive buffer
capital requirement.

National regulators can put in place a countercyclical buffer
requirement of up to 2.5% of RWA for credit exposures in their
jurisdiction. In February 2013, the Swiss Federal Council decided
to activate a countercyclical buffer requirement of 1% of RWA for
mortgage loans on residential property in Switzerland, effective
30 September 2013. In January 2014, this requirement was in-
creased to 2%, effective 30 June 2014. This increase had only a
negligible effect on our CET1 buffer capital requirement.

Our requirement for the progressive buffer is dynamic and de-
pends on our leverage ratio denominator (LRD) and our market
share in the loans and deposits business in Switzerland. The pro-
gressive buffer requirement for 2019 currently stands at 5.4%,
down from the previously disclosed 6.0%, reflecting the reduction
in our LRD from 2012 to 2013 as well as updated market share
information for 2013 provided by FINMA in July 2014. We expect
the requirement on a fully applied basis to reduce further to 4.5%,
due to our planned further reduction of the LRD related to the
implementation of our strategy and future expected changes in
the market share calculation. This would result in a total capital
ratio requirement of 17.5% in 2019. Furthermore, banks gov-
erned under the Swiss SRB framework are eligible for an addi-
tional capital rebate on the progressive buffer, if they take actions
that facilitate recovery and resolvability beyond the minimum re-
quirements to ensure the integrity of systemically important func-
tions in the case of impending insolvency. We have announced a
series of measures intended to improve our resolvability, including
the proposed establishment of a group holding company, estab-
lishment of a new banking subsidiary in Switzerland, a revised
business and operating model for UBS Limited and the implemen-
tation of an intermediate holding company in the US. We antici-
pate that these measures will allow UBS to qualify for a further
reduction in the progressive buffer capital requirement.

- Refer to “Supplemental information for UBS AG (Parent Bank)
and UBS Limited” in the “Financial information” section of this
report for more information on capital requirements for UBS AG
(Parent Bank)

- Refer to the “Our strategy” section of our Annual Report 2013
and the “Regulatory and legal developments and financial
reporting changes” section of this report for more information
on our targets

- Refer to the “Regulatory and legal developments and financial
reporting changes” section of this report for more information
on our establishment of a group holding company
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Swiss SRB Basel Ill available capital versus capital requirements

Phase-in
Requirements Actual information
Capital ratio
(%)  Capital Capital ratio (%) Capital Capital type
CHF million, except where indlicated 30.6.14 30.6.14 30.6.14 31.3.14 31.12.13  30.6.14 31.3.14  31.12.13
Base capital 4.0 9,196 . . 35 9,196 9,195 8,000 CET1
Buffercaplt R ie 10673 .................. .............. S 326611 ....... 31992 s 34180* ......... G

Phase-out capital 1.2 1.3 1.3 2,734 2,957 2,971 Tier 2

Total 11.5% 26,376 23.9 22.7 22.2 54,987 52,222 50,815

1 Swiss SRB Basel Il CET1 capital exceeding the base capital requirement is allocated to the buffer capital. 2 During the transition period until end of 2017, high-trigger loss-absorbing capital (LAC) can be included in
the progressive buffer. 3 Prior to the implementation of the Basel Il framework, FINMA also defined a total capital ratio target for UBS Group of 14.4% which is effective until the Swiss SRB Basel lll transitional capi-
tal requirement exceeds a total capital ratio of 14.4%.

Swiss SRB Basel lll capital information

Phase-in Fully applied
CHF million, except where indlicated 30.6.14 31.3.14 31.12.13 30.6.14 31.3.14 31.12.13
Tier 1 capital 41,858" 41,187" 42,179 30,590 29,937 28,908
R eqwty o cap/ta/ ............................................................ 41858 ....... J 7 o 42 e 30590 ....... 29937 ....... 28908 .
o capltal ....................................................................................... 13130 ....... 5 035 ......... 8636 ....... 10396 ......... 8078 ......... 5665 .
BRI h/ghtr/gger /ossabsorb/ng . ap/ra/ .......................................................... oz o s s o o5
ofWh/ch/owmgger/ossabsorb/ngcap/tal9453 ........ 7127 ........ 47709453 ........ 7727 ........ 4710
R phaseout cap/t N 2734 ......... 2957 ........ 2977 ..........................................
Total capital 54,987 52,222 50,815 40,987 38,015 34,573

Common equity tier 1 capital ratio (%)

Total capital ratio (%) 23.9 22.7 22.2 18.1 16.8 15.4

Risk-weighted assets 229,908 229,879 228,557 226,736 226,805 225,153

1 Includes additional tier 1 capital in the form of hybrid instruments, which was entirely offset by the required deductions for goodwill.
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Swiss SRB Basel III capital information

Capital information disclosures in this section focus on UBS
Group. Capital information for UBS AG (Parent Bank) is included
in the “Supplemental information for UBS AG (Parent Bank) and
UBS Limited” in the “Financial information” section of this report.

Capital ratios

As of 30 June 2014, our fully applied CET1 capital ratio was
13.5%, an increase of 0.3 percentage points compared with 31
March 2014. On a phase-in basis, our CET1 capital ratio also in-
creased 0.3 percentage points during the quarter to 18.2%.

The increase in both our fully applied and phase-in CET1 capi-
tal ratio was mainly attributable to a CHF 0.7 billion increase in
both our fully applied and phase-in CET1 capital.

During the second quarter, our fully applied and phase-in total
capital ratios increased 1.3 percentage points to 18.1% and 1.2
percentage points to 23.9%, respectively. This was primarily due to
the issuance of USD 2.5 billion of low-trigger, loss-absorbing, Basel
lll-compliant subordinated notes in May 2014, which qualify as tier
2 capital and progressive buffer capital in compliance with Swiss
SRB Basel Il rules.

-> Refer to the “Our strategy” section of our Annual Report 2013
and the “Regulatory and legal developments and financial
reporting changes” section of this report for more information
on our targets

Post-stress CET1 capital ratio

In addition to our fully applied CET1 capital ratio target of
13.0%, our commitment to progressive capital returns to share-
holders with a payout ratio of at least 50% is also based on our
objective of achieving and maintaining a post-stress CET1 capital
ratio of at least 10% on a fully applied basis. At the end of the
second quarter, our post-stress CET1 capital ratio exceeded this
10% objective.

To calculate our post-stress CET1 capital ratio, we forecast
capital one year ahead based on, among other things, internal
projections of earnings, expenses and distributions to sharehold-
ers. We also forecast one-year developments in RWA. We adjust
these forecasts based on assumptions as to how they may change
as a result of a severe stress event. We then further deduct from
capital the stress loss estimated using our combined stress test

(CST) framework to arrive at the post-stress CET1 capital ratio.
Changes to our results, business plans and forecasts, in the as-
sumptions used to reflect the effect of a stress event on our busi-
ness forecasts or in the results of our CST, could have a material
effect on our stress scenario results and on our calculated fully
applied post-stress CET1 capital ratio.

Our CST framework relies on various risk exposure measure-
ment methodologies which are predominantly proprietary, on
our selection and definition of potential stress scenarios, and on
our assumptions regarding estimates of changes in a wide range
of macroeconomic variables and certain idiosyncratic events for
each of those scenarios. We periodically review these methodolo-
gies and assumptions are subject to periodic review and change
on a regular basis. Our risk exposure measurement methodolo-
gies may change in response to developing market practice and
enhancements to our own risk control environment; input pa-
rameters for models may change due to changes in positions,
market parameters and other factors. Our stress scenarios, the
events comprising a scenario and the assumed shocks and mar-
ket and economic consequences applied in each scenario are
subject to periodic review and change. A change in the CST sce-
nario used to calculate the fully applied post-stress CET1 capital
ratio, or in the assumptions used in a particular scenario may
cause the post-stress CET1 capital ratio to fluctuate materially
from period to period.

Our business plans and forecasts are subject to inherent un-
certainty, our choice of stress test scenarios and the market and
macroeconomic assumptions used in each scenario are based on
judgment and assumptions about possible future events, our risk
exposure methodologies are subject to inherent limitations, rely
on numerous assumptions and rely on data which may have in-
herent limitations. In particular, certain data is not available on a
monthly basis and we may therefore rely on prior month/quarter
data as an estimate. All of these factors may result in our post-
stress CET1 capital ratio, as calculated using our methodology for
any period, being materially higher or lower than the actual effect
of a stress scenario.

-> Refer to the “Risk management and control” section of our

Annual Report 2013 for more information on our combined
stress test framework
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Eligible capital

Common equity tier 1 and tier 1 capital

Our CET1 capital mainly comprises share capital, share premium
(which primarily consists of additional paid-in capital related to
shares issued) and retained earnings. A detailed reconciliation of
IFRS equity to CET1 capital is provided in the table “Reconciliation
IFRS equity to Swiss SRB Basel lll capital” on the following page.

As of 30 June 2014, our phase-in tier 1 capital was equal to
our phase-in CET1 capital, as additional tier 1 capital in the form
of hybrid capital instruments was entirely offset by required de-
ductions for goodwill. These hybrid tier 1 capital instruments are
not eligible as capital under Basel lll and are therefore not includ-
ed in our fully applied tier 1 capital.

During the second quarter of 2014, our fully applied and
phase-in CET1 capital both increased by CHF 0.7 billion, to CHF
30.6 billion and CHF 41.9 billion, respectively, mainly due to the
second quarter net profit.

The analysis of our second quarter 2014 CET1 capital move-
ment is shown in the table “Swiss SRB Basel Il capital movement.”

Tier 2 capital
During the second quarter of 2014, our fully applied tier 2 capital
increased by CHF 2.3 billion to CHF 10.4 billion. On a phase-in

Swiss SRB capital ratios
In %

basis, our tier 2 capital increased by CHF 2.1 billion to CHF 13.1
billion. These increases were both mainly due to the issuance of
USD 2.5 billion of low-trigger, loss-absorbing, Basel lll-compliant
tier 2 subordinated notes, which qualify as tier 2 capital and pro-
gressive buffer capital in compliance with Swiss SRB Basel Il rules.

As of 30 June 2014, low-trigger loss-absorbing capital ac-
counted for CHF 9.5 billion of tier 2 capital and consisted of one
euro-denominated and four US dollar-denominated subordinated
notes with a write-down threshold set at a 5% phase-in CET1
capital ratio, after giving effect to the write-down of any high-
trigger loss-absorbing capital. Furthermore, our tier 2 capital in-
cluded high-trigger loss-absorbing capital of CHF 0.9 billion, in
the form of awards under our deferred contingent capital plan
(DCCP), with a write-down threshold set at a 7% phase-in CET1
capital ratio, or 10% with respect to awards granted to members
of the Group Executive Board for the performance year 2013. In
addition, our loss-absorbing capital instruments would be written
down if FINMA determines that a write-down is necessary to en-
sure UBS’s viability, or if UBS receives a commitment of govern-
mental support that FINMA determines to be necessary to ensure
UBS’s viability.

The remainder of tier 2 capital on a phase-in basis of CHF 2.7
billion consisted of outstanding tier 2 instruments which will be
phased out by 2019, based on current FINMA regulation.

Common equity tier 1 (CET1) capital ratio

Total capital ratio

31.3.14

30.6.13 30.9.13 31.12.13 30.6.14

M Fully applied B Phase-in
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Swiss SRB Basel Ill capital movement

CHF billion Phase-in Fully applied

Common equity tier 1 capital as of 31.3.14 41.2 29.9

" ovementsdur/ng R quarterof R
it proﬂtattnbutable o UBS shorehotders g e
~ Own credit related to financial liabilities designated at fair value and replacement values, et of tax 00 00
* Compensation and own shares-related capital components (including share premium) 00 00
et pa p L R A W (.0, .1,).
 Deferred tax assets recognized for tax loss camy-forwards 00 02
o Forelgncurrency ton affec o e
e (02) .............. (.0, .2,).
T L
Commoneqmt y dord capltal eFR0eaa Mo 06
Tier 2 capital as of 31.3.14 11.0 8.1

Tier 2 capital as of 30.6.14 13.1 10.4
Total capital as of 30.6.14 B0 410
Total capital as of 31.3.14 52.2 38.0

Reconciliation IFRS equity to Swiss SRB Basel Il capital

Phase-in Fully applied
CHF million 30.6.14 31.3.14 31.12.13 30.6.14 31.3.14 31.12.13
Equity attributable to UBS shareholders 49,532 49,023 48,002 49,532 49,023 48,002
Equity attributable to preferred note holders and non-controlling interests 1,918 1,913 1,935 1,918 1,913 1,935
Total IFRS equity 51,450 50,937 49,936 51,450 50,937 49,936
Equity attributable to preferred note holders and non-controlling interests (1,918) (1,913) (1,935) (1,918) (1,913) (1,935)

Common equity tier 1 capital 41,858 41,187 42,179 30,590 29,937 28,908
Hybrid capital subject to phase-out 3,087 3,089 3,113

Goodwill, net of tax, offset against hybrid capital (3,087 (089 @13
Additional tier 1 capital 0 0 0

Tier 1 capital 41,858 41,187 42,179 30,590 29,937 28,908
Tier 2 capital 13,130 11,035 8,636 10,396 8,078 5,665
Total capital 54,987 52,222 50,815 40,987 38,015 34,573

1 Phase-in number net of tax, fully applied number pre-tax. 2 Includes the reversal of deferred tax assets recognized for tax loss carry-forwards (CHF 690 million) related to the cumulative IAS 19R retained earnings imple-
mentation effect. It also includes the reversal of CHF 346 million deferred tax liabilities related to the net defined benefit plans and post-employment assets of CHF 1.7 billion for the Swiss plan as of 30 June 2014 which do
not count as Basel Ill capital. 3 Includes goodwill relating to significant investments in financial institutions of CHF 334 million. 4 Includes an accrual for distribution of capital contribution reserves, the net charge for the
compensation-related increase in high-trigger loss-absorbing capital and other items.
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Additional capital information

In order to improve the consistency and comparability of regula-
tory capital instruments disclosures across market participants, BIS
and FINMA Basel Il Pillar 3 rules require banks to disclose the main
features of eligible capital instruments and their terms and condi-
tions. This information is available in the “Bondholder informa-
tion” section of our Investor Relations website.

- Refer to “Bondholder information” at www.ubs.com/investors
for more information on the capital instruments of UBS Group
and UBS AG (Parent Bank)

In order to fulfill BIS and FINMA Basel lll Pillar 3 composition of
capital disclosure requirements, a full reconciliation of regulatory
capital elements to the published IFRS balance sheet will be dis-
closed in our Basel lll Pillar 3 First Half 2014 Report, which will be
published by the end of August 2014 on our Investor Relations
website.

- Refer to the “Pillar 3, SEC filings & other disclosures” section

under www.ubs.com/investors

The scope of consolidation for the purpose of calculating
Group regulatory capital is generally the same as the scope under
IFRS and includes subsidiaries directly or indirectly controlled by
UBS AG that are active in the banking and finance sector. How-
ever, subsidiaries consolidated under IFRS that are active in sectors
other than banking and finance are excluded from the regulatory
scope of consolidation. More information on the IFRS scope of
consolidation as well as the list of significant subsidiaries included
in this scope as of 31 December 2013 are available in the “Finan-
cial information” section of our Annual Report 2013. Details as of
30 June 2014 on entities which are treated differently under the
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regulatory and the IFRS scope of consolidation will be disclosed in
our Basel lll Pillar 3 First Half 2014 Report.

- Refer to “Note 1 Summary of significant accounting policies,”
and “Note 30 Interests in subsidiaries and other entities” in the
“Financial information” section of our Annual Report 2013 for
more information

We have estimated the loss in capital that we could incur as a
result of the risks associated with the matters described in “Note
14 Provisions and contingent liabilities” to our consolidated finan-
cial statements. We have utilized for this purpose the advanced
measurement approach (AMA) methodology that we use when
determining the capital requirements associated with operational
risks, based on a 99.9% confidence level over a 12-month hori-
zon. The methodology takes into consideration UBS and industry
experience for the AMA operational risk categories to which
those matters correspond, as well as the external environment
affecting risks of these types, in isolation from other areas. On this
standalone basis, we estimate the loss in capital that we could
incur over a 12-month period as a result of our risks associated
with these operational risk categories at CHF 3.1 billion as of 30
June 2014. Because this estimate is based upon historical data for
the relevant risk categories, it does not constitute a subjective as-
sessment of UBS's actual exposures in those matters and does not
take into account any provisions recognized for those matters. For
this reason, and because some of those matters are not expected
to be resolved within the next 12 months, any possible losses that
we may incur with respect to those matters may be materially
more or materially less than this estimated amount.

- Refer to “Note 14 Provisions and contingent liabilities” in the

“Financial information” section of this report for more information



Differences between Swiss SRB and BIS Basel Il capital

Our Swiss SRB Basel Il and BIS Basel lll capital have the same basis
of calculation, on both a fully applied and phase-in basis, except
for two specific items. Firstly, the amount of our high-trigger loss-
absorbing capital, in the form of awards under our deferred con-

tingent capital plan (DCCP), is higher by CHF 278 million as re-
ported under Swiss SRB as of 30 June 2014 as a result of differing
regulatory treatment than under BIS Basel lll. Secondly, a portion
of unrealized gains on financial investments available-for-sale, to-
taling CHF 59 million as of 30 June 2014, is recognized as tier 2
capital under BIS Basel lll, but not under Swiss SRB regulations.

Differences between Swiss SRB and BIS Basel Il capital information

As of 30.6.14 Phase-in Fully applied
Differences Swiss Differences Swiss
CHF million, except where indicated Swiss SRB BIS SRB versus BIS Swiss SRB BIS SRB versus BIS
Tier 1 capital 41,858 41,858 0 30,590 30,590 0
 of which: common equity tier 1 capital - 41858 41858 0 3050 3050 0
Tier 2 capital 13130 12911 M9 103% w177 219
* of which: high-trigger loss-absorbing capital 93 665 78 93 65 278
of which: low-trigger loss-absorbing capital 9453 9453 o 9453 9453 0
of which: phase-out capital and other tier 2 capital 274 2792 s9 59 (59)
Total capital 54,987 54,768 219 40,987 40,768 219
Common equity tier 1 capital ratio (%) 18.2 18.2 0.0 13.5 13.5 0.0
Ter 1 capital ratio (%) 182 182 00 Bs Bs 0.0
o cabi‘té'l o o iy g O g wo o
Risk-weighted assets 229,908 229,908 0 226,736 226,736 0

Risk-weighted assets

Our risk-weighted assets (RWA) under BIS Basel Il are the same as
under Swiss SRB Basel Ill. RWA on a fully applied basis are the
same as on a phase-in basis, except for differences related to the
adoption of IAS 19 (revised) Employee Benefits, which are phased
in between 2014 and 2018. On a fully applied basis, net defined
benefit-related assets/liabilities are determined in accordance with
IAS 19 (revised), and any net defined benefit asset that is recog-
nized is deducted from CET1 capital rather than being risk-weight-
ed. On a phase-in basis, defined benefit-related assets/liabilities
are determined in accordance with the previous IAS 19 require-
ments (“corridor method”), and any defined benefit-related asset
that is recognized is risk-weighted at 100%.

Detailed information on RWA as of 30 June 2014 and 31
March 2014 as well as any variances are presented in the tables
“Basel lll risk-weighted assets by risk type, exposure and reporting
segment” on the following pages. Phase-in RWA were stable at
CHF 229.9 billion in the second quarter of 2014. Market risk RWA
decreased by CHF 2.3 billion, which was entirely offset by a CHF
1.4 billion increase in operational risk RWA, a CHF 0.5 billion in-
crease in credit risk RWA and a CHF 0.4 billion increase in non-
counterparty-related risk RWA. On a fully applied basis, RWA
decreased slightly by CHF 0.1 billion to CHF 226.7 billion.

- Refer to the discussions of “Corporate Center — Non-core and

Legacy Portfolio” in the “Risk and treasury management” section
of this report for more information on risk-weighted assets

Credit risk

Phase-in credit risk RWA increased by CHF 0.5 billion to CHF
120.5 billion as of 30 June 2014 compared with CHF 120.0 billion
as of 31 March 2014. Credit risk RWA increased by CHF 3.8 billion
in the Investment Bank and by CHF 1.1 billion in Corporate Cen-
ter — Core Functions, which was partly offset by reductions of CHF
4.1 billion in Corporate Center — Non-core and Legacy Portfolio
and CHF 0.6 billion in Retail & Corporate.

The increase of CHF 3.8 billion in the Investment Bank was
mainly due to a CHF 2.7 billion increase related to exposures to
Corporates which was primarily driven by temporarily higher RWA
arising from aged trade settlements and from an increase in orig-
inated commercial real estate loans in advance of securitization. A
methodology change relating to the add-on agreed with FINMA
for the probability of default calibration level on managed funds
contributed to an increase of CHF 0.5 billion.

The increase of CHF 1.1 billion in Corporate Center — Core
Functions was mainly due to a CHF 0.7 billion increase related to
exposures to Banks, primarily due to book size increases in nostro
accounts.

The decrease of CHF 4.1 billion in Corporate Center — Non-
core and Legacy Portfolio was mainly due to the sale of securitiza-
tion exposures in the banking book and lower RWA for credit
valuation adjustments (CVA), resulting in a CHF 3.7 billion reduc-
tion in the exposure segment Other.
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Non-counterparty-related risk

Phase-in non-counterparty-related risk RWA increased slightly by
CHF 0.4 billion to CHF 13.4 billion, mainly as a result of an in-
crease in deferred tax assets arising from temporary differences.

Market risk
Phase-in market risk RWA decreased by CHF 2.3 billion to CHF
13.2 billion, mainly due to the exit of the majority of the correla-
tion trading portfolio in Corporate Center — Non-core which re-
duced the comprehensive risk measure-related RWA by CHF 2.4
billion. RWA related to securitizations/re-securitizations in the
trading book decreased by CHF 1.1 billion due to exposure reduc-
tions in our Legacy Portfolio. These decreases were partly offset
by a CHF 0.9 billion increase in stressed value-at-risk, mainly in the
Investment Bank.
- Refer to the “Risk management and control” section of this
report for more information on market risk developments
- Refer to the “Risk management and control” section of our
Annual Report 2013 for more information on the comprehensive
risk measure

Operational risk
Phase-in operational risk RWA increased by CHF 1.4 billion to CHF
82.8 billion as of 30 June 2014. Incremental operational risk RWA
based on the supplemental operational risk capital analysis mutu-
ally agreed to by UBS and FINMA increased by CHF 1.3 billion to
CHF 25.8 billion as of 30 June 2014.
- Refer to the “Regulatory and legal developments” section of our
Annual Report 2013 for more information on the incremental
RWA resulting from the supplemental operational risk capital
analysis mutually agreed to by UBS and FINMA

Sensitivity to currency movements

The majority of our capital and a significant portion of our RWA
are denominated in Swiss francs, but we also hold RWA and some
eligible capital in other currencies, primarily US dollars, euros and
British pounds. A significant depreciation of the Swiss franc
against these currencies can adversely affect our key ratios, and
Group Treasury is mandated with the task of minimizing such ef-
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Phase-in Basel I risk-weighted assets

CHF billion

300 ...........................................................................
243
240 ................ 222 ............ 72297’71307j ,,,,,,,,, rlzgj .....
‘‘‘‘‘‘ 55 .. -0 SR . O L PO
A 8 8 83 ... ..
.
13 3

30.6.13

30.9.13 31.12.13 31.3.14 30.6.14

W Credit risk Non-counterparty-related risk M Market risk Operational risk

[ : j of which incremental RWA

fects. If the Swiss franc depreciates against other currencies, con-
solidated RWA increase relative to our capital, and vice versa. The
Group Asset and Liability Management Committee, a committee
of the UBS Group Executive Board, can adjust the currency mix in
capital, within limits set by the Board of Directors, to balance the
effect of foreign exchange movements on the fully applied CET1
capital and capital ratio. Limits are in place for the sensitivity of
both CET1 capital and capital ratio to a +10% change in the value
of the Swiss franc against other currencies. As of 30 June 2014,
we estimate that a 10% depreciation of the Swiss franc against
other currencies would increase CET1 capital by CHF 1,064 mil-
lion (31 March 2014: CHF 990 million) and would decrease the
CET1 capital ratio by 15 basis points (31 March 2014: 19 basis
points). Conversely, we estimate that a 10% appreciation of the
Swiss franc against other currencies would decrease CET1 capital
by CHF 962 million (31 March 2014: CHF 896 million) and would
increase the CET1 capital ratio by 14 basis points (31 March 2014:
18 basis points).



Basel Ill risk-weighted assets by risk type, exposure and reporting segment

30.6.14

Wealth Global CC - Non-

Total

Wealth Manage- Asset Invest- core and capital
Manage- ment  Retail & Manage- ment CC - Core Legacy Total require-

CHF billion ment Americas Corporate ment Bank Functions Portfolio RWA

ment’

Credit risk

Non-counterparty-related risk

Market risk

Comprehensive risk measure (CRM)

Securitization/re-securitization in the trading book

Operational risk

of which: incremental RWA*

Total RWA, phase-in

Phase-out items

Total RWA, fully applied 22.1 24.8 31.5 3.5 68.0 24.8 51.9 226.7

1 Calculated based on our Swiss SRB Basel Il total capital requirement of 11.5% of RWA. 2 Includes stressed expected positive exposures. 3 Includes securitization/re-securitization exposures in the banking book,
equity exposures in the banking book according to the simple risk weight method, credit valuation adjustments, settlement risk and business transfers. 4 Corporate Center — Core Functions market risk RWA were neg-

ative as this included the effect of portfolio diversification across businesses. 5 Incremental RWA reflect the effect of the supplemental operational risk capital analysis mutually agreed to by UBS and FINMA.
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Basel lll risk-weighted assets by risk type, exposure and reporting segment (continued)

31.3.14

Wealth Global CC - Non- Total

Wealth Manage- Asset Invest- core and apital

Manage- ment  Retail & Manage- ment CC - Core Legacy Total  require-

CHF billion ment Americas Corporate ment Bank Functions Portfolio RWA ment'

Credit risk 120.0 13.7
vancod IKE approach ............................................................................................................... g s
Sovere/gnsf ........................................................................................................................ R
e s s
. Corporatesz ...................................................................................................................... S e
R S . e
e [P o

Standardized approach 25.0 2.9
Sovere/gns T TS
e T o 0
. Corporates ....................................................................................................................... e e
. Centralcounterpart/esz ............................................................................................................... oy
el FP R
pthers 0

Non-counterparty-related risk 13.0 1.5

Market risk

Comprehensive risk measure (CRM)

Securitization/re-securitization in the trading book 3.0 0.3
Operational risk 81.4 9.3
TR S T ST R e
Total RWA, phase-in 229.9 26.2
Phase-out items 3.1

Total RWA, fully applied 21.4 24.4 32.2 3.5 62.2 23.0 60.1 226.8

1 Calculated based on our Swiss SRB Basel Ill total capital requirement of 11.4% of RWA. 2 Includes stressed expected positive exposures. 3 Includes securitization / re-securitization exposures in the banking book,
equity exposures in the banking book according to the simple risk weight method, credit valuation adjustments, settlement risk and business transfers. 4 Corporate Center — Core Functions market risk RWA were neg-
ative as this included the effect of portfolio diversification across businesses. 5 Incremental RWA reflect the effect of the supplemental operational risk capital analysis mutually agreed to by UBS and FINMA.
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Basel lll risk-weighted assets by risk type, exposure and reporting segment (continued)

30.6.14 vs. 31.3.14
Wealth Global CC - Non-

Wealth Manage- Asset Invest- core and

Manage- ment  Retail & Manage- ment CC - Core Legacy Total
CHF billion ment Americas Corporate ment Bank Functions Portfolio RWA
Credit risk 0.2 0.2 (0.6) 0.0 3.8 1.1 (4.1) 0.5
ianead /RBapproach ...................................................... (07) T (0 7) ....... (0 7) ....... FEEE (07) ....... (46) ....... (75)
Sovere/gn50000000007 ........ (02)00 ....... e
e T (04) ....... 05
Corporates ............................................................ (02) o (05) SP PR R (04) ....... (03) ....... e
RS PR R (02)00000000 ....... 0o
pghar oo oo oo (0” ........ S (37) ....... (23)
Standardized approach 0.1 0.0 0.0 0.1 0.1 1.2 0.5 2.0
Sovere/gns ............................................................ SRR SR oo oo oo s o o
e oo o oo (02) Cag (07) ....... e
”for‘p‘br‘a't'és ............................................................ o (b .7.) ....... oo o wo e PR i
Centra/counterpart/es .................................................... TR o TR o oo TR e
el PR PR PR TR TR PR TR 0r
b TR R PR TR (b 6) ....... PR TR (02)
Non-counterparty-related risk 0.0 0.0 0.0 0.0 0.0 0.4 0.0 0.4
Market risk 0.0 0.0 0.0 0.0 1.4 0.1 (3.8) (2.3)

Comprehensive risk measure (CRM) 0.0 0.0 (2.4)
© Securitization/re-securitization in the trading book 00 00 00 00 00 00 12 (1)
Operational risk 0.7 0.3 0.0 0.0 0.6 0.2 (0.4) 1.4
T RN R R o R R T AR L
Total RWA, phase-in 0.8 0.4 (0.6) 0.0 5.8 1.8 (8.2) 0.0
Phase-out items 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.1
Total RWA, fully applied 0.7 0.4 (0.7) 0.0 5.8 1.8 (8.2) (0.1)
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Swiss SRB leverage ratio

Our total leverage ratio requirements and ratios

Phase-in, except where indicated

1Q14 2Q14

5.3%
5.0%

Fully applied
p 2019

2015

4.4%"
3.1%?
2.7% 2.7%

Total leverage ratio (phase-in) W Total leverage ratio (fully applied)

M Total leverage ratio requirement?

1 The total leverage ratio requirement for 2019 would be reduced to 4.2% if the total capital ratio requirement is reduced as expected. 2 Numbers are based on latest information available and current supervisory guidance from
FINMA. 3 Defined as the respective total capital ratio requirement (excluding the countercyclical buffer requirement) multiplied by 24%.

Swiss SRB leverage ratio requirements

The Swiss SRB leverage ratio is calculated by dividing the sum of
period-end CET1 capital and loss-absorbing capital by the three-
month average total adjusted exposure (“leverage ratio denomi-
nator”) which consists of IFRS on-balance sheet assets and off-
balance sheet items, based on the regulatory scope of
consolidation and adjusted for netting of securities financing
transactions and derivatives and other items.

The table “Swiss SRB leverage ratio requirements” shows our
total leverage ratio requirement, as well as the requirements by
capital components and our actual leverage ratio information. As
of 30 June 2014, our CET1 capital covered the leverage ratio re-
quirements for the base and buffer capital components, while our
high- and low-trigger loss-absorbing capital satisfied our leverage
ratio requirement for the progressive buffer component.

The Swiss SRB leverage ratio requirement is equal to 24% of
the total capital ratio requirement (excluding the countercyclical
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buffer requirement). As of 30 June 2014, the effective total lever-
age ratio requirement was 2.7%, resulting from multiplying the
total capital ratio requirement (excluding the countercyclical buf-
fer requirement) of 11.3% by 24%.

In June 2014, FINMA opened a consultation on its new draft
circular “Leverage ratio — banks,” covering the calculation rules
for the leverage ratio in Switzerland. For Swiss SRB, the new circu-
lar revises the way the leverage ratio denominator (LRD) is calcu-
lated in order to align it with Bank for International Settlements
(BIS) rules issued in January 2014. This change will become effec-
tive as of 1 January 2015, with a one-year transition period under
which the current Swiss SRB definition may still be used. Our cur-
rent expectation is that, post-optimization, the resulting increase
in the LRD will not be significant. The new FINMA circular does
not define the minimum requirements for the leverage ratio.

- Refer to the “Regulatory and legal developments and financial

reporting changes” section of this report for more information
related to FINMA circulars and our new LRD target by 2016



Swiss SRB leverage ratio requirements

Phase-in

Requirements

Actual information

Swiss SRB- Swiss SRB
leverage ratio leverage ratio
(%)" capital Swiss SRB leverage ratio (%) Available Swiss SRB Basel Il capital Capital type
CHF million, except where indicated 30.6.14 30.6.14 30.6.14 31.3.14 31.12.13 30.6.14 31.3.14 31.12.13
Basecapital 10 AT o 10 08 9411 942 8634 CETT
Buffercapital ] L1 10655 33 32 33 32387 316451 33545 CETT
Progressive buffer 0.7 6,701 1.1 0.8 0.6 10,3963 8,0783 5,665° LAC
Total 2.7 26,827 5.3 5.0 4.7 52,254 49,265 47,844

1 Requirements for base capital (24% of 4%), buffer capital (24% of 4.5%) and progressive buffer capital (24% of 2.8%). 2 Swiss SRB Basel Ill CET1 exceeding the base capital requirements is allocated to the buffer
capital. 3 During the transition period until end of 2017, high-trigger loss-absorbing capital can be included in the progressive buffer.

Developments during the second quarter of 2014

As of 30 June 2014, our fully applied total Swiss SRB leverage
ratio was 4.2%, an increase of 0.4 percentage points compared
with 31 March 2014. On a phase-in basis, our total Swiss SRB le-
verage ratio was 5.3%, an increase of 0.3 percentage points com-
pared with 31 March 2014. Both these improvements were al-
most entirely due to the aforementioned increase in low-trigger,
loss-absorbing capital.

The leverage ratio denominator (LRD) decreased by CHF 7.4
billion to CHF 986.6 billion on a phase-in basis. Average on-bal-
ance sheet assets declined by CHF 10.9 billion, primarily following
reductions in positive replacement values and, to a lesser extent,
in financial investments available-for-sale and collateral trading
assets, partly offset by increases in lending assets and trading
portfolio assets. Off-balance sheet items, consisting of loan com-

mitments, underwriting commitments and guarantees, decreased
by CHF 3.6 billion to CHF 91 billion. As a result of the reduction in
on-balance sheet replacement values, both netting of derivative
exposures and the current exposure method add-on declined, re-
sulting in a CHF 6.5 billion net increase in LRD. The decrease in
our LRD was mainly attributable to exposure reductions of CHF
13.5 billion in Corporate Center — Non-core and Legacy Portfolio
and CHF 5.6 billion in Corporate Center — Core Functions, partly
offset by exposure increases of CHF 11.7 billion, mainly in the In-
vestment Bank and Wealth Management.

- Refer to the “Risk management and control” section of this
report for more information on exposures held in Corporate
Center — Non-core and Legacy Portfolio

- Refer to the “Balance sheet” section of this report for
more information on balance sheet movements
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Swiss SRB leverage ratio

CHF million, except where indicated Average 2Q14 Average 1Q14 Average 4Q13
Total on-balance sheet assets' 977,185 988,093 1,017,335
Netting of securities financing transactions (5,672) (5,482) (1,537)
Nettlng vt exposures ............................................................................................ (162181) .......... (177317) .......... (196992)
Current exposure method (CEM) add-on for derivative exposures 79,428 88082 105352
Ot balonce shostitams I oo 5 461 C 96256 .
" of which: commitments and guarantees — unconditionally cancellable (10%) 18497 19645 21,538
" of which: commitments and guarantees — other than unconditionally cancellable (100%) 72545 7497 74719
Assets of entities consolidated under IFRS but not in regulatory scope of consolidaton 18510 1773% 17,878
ltems deducted from tier 1, phase-in (atperiodend) (11735 (s (10,428)
Total adjusted exposure (“leverage ratio denominator”), phase-in? 986,577 993,970 1,027,864
Additional items deducted from tier 1, fully applied (at period-end) (6025 6071) (7,617)
Total adjusted exposure ("“leverage ratio denominator”), fully applied? 980,552 987,899 1,020,247
As of

30.6.14 31.3.14 31.12.13
Common equity tier 1 capital (phase-in) 41,858 41,187 42,179
'L'ds's'-ébs‘dr'b'ih'g ) cap|ta| ........................................................................................................ o 8078 .............. 5665 .
Common equity tier 1 capital including loss-absorbing capital 52,254 . 49265 47,844
Swiss SRB leverage ratio phase-in (%) 5.3 5.0 4.7

As of

30.6.14 313.14 31.12.13
Common equity tier 1 capital (fully applied) 30,590 29,937 28,908
'L'ds's'-éb‘s‘dr'ta'ihg ) capltal ........................................................................................................ e s ees
Common equity tier 1 capital including loss-absorbing capital 40987 38015 34,573
Swiss SRB leverage ratio fully applied (%) 4.2 3.8 3.4

1 Represent assets recognized on the balance sheet in accordance with IFRS measurement principles, but based on the regulatory scope of consolidation. Refer to the “Supplemental disclosures required under Basel Ill Pillar 3
regulations” section of our Annual Report 2013 for more information on the regulatory scope of consolidation. 2 In accordance with current Swiss SRB leverage ratio requirements, the leverage ratio denominator excludes
forward starting repos, securities lending indemnifications and CEM add-ons for exchange-traded derivatives (ETD), both proprietary and agency transactions, and for OTC derivatives with a qualifying central counterparty.
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Swiss SRB leverage ratio denominator by reporting segment

Average 2Q14

Wealth Global CC - Non-
Wealth  Manage- Asset core and
Manage- ment Retail & Manage- Investment CC - Core Legacy
CHF billion ment  Americas Corporate ment Bank Functions  Portfolio Total LRD
Total on-balance sheetassets' e 464 1429 34 2453 2382 1893 772
Netting of securities financing transactions 00 .00 00 00 . (9 .. B7) 00 (7).
Netting of derivative exposures ©n .00 ©2 00 . @ ©0 0213 (0622
Current exposure method (CEM) add-on for derivative exposures W00 IR 00 . 31500 L 794,
Offtbalance sheetitems 09 s 20 00 . Bl T2 10,
of which: commitments and guarantees — unconditionally
| Gancellable (10%) 8T 39 .00 02 00 00 ] 185
of which: commitments and guarantees — other than
. unconditionally cancellable (100%) A3 M2 A L 29 00 T 23
Assets of entities consolidated under IFRS but not in regulatory
scope of consolidation 6.3 0.2 0.0 10.7 0.9 0.3 0.0 18.5
Items deducted from tier 1, phase-in (at period-end) (11.7) (11.7)
Total adjusted exposure (“leverage ratio denominator”),
phase-in? 129.0 56.5 164.8 14.2 278.2 223.2 120.8 986.6
Additional items deducted from tier 1, fully applied (at period-end) (6.0) (6.0)
Total adjusted exposure (“leverage ratio denominator”),
fully applied? 129.0 56.5 164.8 14.2 278.2 2171 120.8 980.6

1 Represent assets recognized on the balance sheet in accordance with IFRS measurement principles, but based on the regulatory scope of consolidation. Refer to the “Supplemental disclosures required under Basel Il
Pillar 3 regulations” section of our Annual Report 2013 for more information on the regulatory scope of consolidation. 2 In accordance with current Swiss SRB leverage ratio requirements, the leverage ratio denomina-
tor excludes forward starting repos, securities lending indemnifications and CEM add-ons for exchange-traded derivatives (ETD), both proprietary and agency transactions, and for OTC derivatives with a qualifying central
counterparty.

Average 1Q14

Wealth CC—Non-
Wealth Manage- Global Asset core and
Manage- ment Retail & Manage-  Investment  CC— Core Legacy
CHF billion ment Americas  Corporate ment Bank  Functions Portfolio  Total LRD

Total on-balance sheet assets’

of which: commitments and guarantees — unconditionally

| Gancellable (10%) 3] 00 40 00 03 00 00 ] 196
of which: commitments and guarantees — other than

.. unconditionally cancellable (100%) ... 8 07 67 00 g 0092 750,

Assets of entities consolidated under IFRS but not in regulatory

scopecfconsoldsfon 6202 0110108 03 00 177

Items deducted from Swiss SRB Basel lll tier 1, phase-in

(at period-end) (11.8) (11.8)

Total adjusted exposure (“leverage ratio denominator”),

phase-in? 125.4 56.0 164.2 13.7 271.7 228.8 134.3 994.0

Additional items deducted from Swiss SRB Basel Il tier 1,

fully applied (at period-end) 6.1) 6.1)

Total adjusted exposure (“leverage ratio denominator”),

fully applied? 125.4 56.0 164.2 13.7 271.7 222.7 134.3 987.9

1 Represent assets recognized on the balance sheet in accordance with IFRS measurement principles, but based on the regulatory scope of consolidation. Refer to the “Supplemental disclosures required under Basel Il Pillar 3
regulations” section of our Annual Report 2013 for more information on the regulatory scope of consolidation. 2 In accordance with current Swiss SRB leverage ratio requirements, the leverage ratio denominator excludes
forward starting repos, securities lending indemnifications and CEM add-ons for exchange-traded derivatives (ETD), both proprietary and agency transactions, and for OTC derivatives with a qualifying central counterparty.
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Swiss SRB leverage ratio denominator by reporting segment (continued)

Average 4Q13
Wealth CC—Non-
Wealth Manage- Global Asset core and
Manage- ment Retail & Manage-  Investment ~ CC— Core Legacy
CHF billion ment Americas  Corporate ment Bank  Functions Portfolio  Total LRD
Total on-balance sheet assets’ ] 049 453 1428 40 2459 2451 2294 1,017.3
Netting of securities financing transactions 00 00 00 00 an. o4 00 (1.5)
Netting of derivative exposures ©n o0 03) 00 490 00 (1476)  (197.0)
Current exposure method (CEM) add-on for derivative exposures 1200 U 00 M4 00 686 1054
Off-balance sheettems 96 1T a0 00 M2 00 96 %3
of which: commitments and guarantees — unconditionally
| Gancellable (10%) 8] "o 42 00 04 00 00 215
of which: commitments and guarantees — other than
. unconditionally cancellable (100%) ST 06 ] s 00 B9 00 6 47
Assets of entities consolidated under IFRS but not in regulatory
scope of consolidation 6.6 0.2 0.0 10.0 0.9 0.2 0.0 17.9
Items deducted from Swiss SRB Basel Il tier 1, phase-in
(at period-end) (10.4) (10.4)
Total adjusted exposure (“leverage ratio denominator”),
phase-in? 122.1 57.2 164.7 14.0 275.3 234.5 160.0 1,027.9
Additional items deducted from Swiss SRB Basel Il tier 1,
fully applied (at period-end) (7.6) (7.6)
Total adjusted exposure (“leverage ratio denominator”),
fully applied? 122.1 57.2 164.7 14.0 275.3 226.9 160.0 1,020.2

1 Represent assets recognized on the balance sheet in accordance with IFRS measurement principles, but based on the regulatory scope of consolidation. Refer to the “Supplemental disclosures required under Basel Il
Pillar 3 regulations” section of our Annual Report 2013 for more information on the regulatory scope of consolidation. 2 In accordance with current Swiss SRB leverage ratio requirements, the leverage ratio denomina-
tor excludes forward starting repos, securities lending indemnifications and CEM add-ons for exchange-traded derivatives (ETD), both proprietary and agency transactions, and for OTC derivatives with a qualifying central
counterparty.

94



Equity attribution and return on attributed equity

The equity attribution framework reflects our objectives of main-
taining a strong capital base and managing performance, by guid-
ing each business towards activities that appropriately balance
profit potential, risk and capital usage. This framework, which
includes some forward-looking elements, enables us to integrate
Group-wide capital management activities with those at a busi-
ness division level and to calculate and assess return on attributed
equity (ROAE) in each of our business divisions.

Tangible equity is attributed to our business divisions by apply-
ing a weighted-driver approach that combines phase-in Basel Il
capital requirements with internal models to determine the
amount of capital required to cover each business division’s risk.

Risk-weighted assets (RWA) and leverage ratio denominator
(LRD) usage are converted to their common equity tier 1 (CET1)
equivalents based on capital ratios as targeted by industry peers.
Risk-based capital (RBC) is converted to its CET1 equivalent based
on a conversion factor that considers the amount of RBC expo-
sure covered by loss-absorbing capital. In addition to tangible eg-
uity, we allocate equity to support goodwill and intangible assets
as well as certain Basel lll capital deduction items. The amount of
equity attributed to all business divisions and Corporate Center
corresponds to the amount we believe is required to maintain a
strong capital base and to support our businesses adequately, and
can differ from the Group’s actual equity during a given period.

- Refer to the “Risk management and control” section of our

Annual Report 2013 for more information on risk-based capital

Average total equity attributed to the business divisions and
Corporate Center was CHF 39.7 billion in the second quarter of

2014, a decrease of CHF 1.5 billion compared with the prior quar-
ter. This decrease was largely due to lower attributed equity in the
Investment Bank and Corporate Center — Non-core and Legacy
Portfolio. Attributed equity in the Investment Bank decreased by
CHF 0.5 billion to CHF 7.4 billion reflecting projected decreases in
all three tangible attributed equity drivers (RWA, LRD and RBC).
Corporate Center — Non-core and Legacy Portfolio attributed eg-
uity decreased by CHF 0.9 billion to CHF 5.1 billion due to lower
projected resource consumption, mainly related to RWA.

Average equity attributable to UBS shareholders increased to
CHF 49.3 billion in the second quarter from CHF 48.5 billion in the
first quarter. The difference between average equity attributable
to UBS shareholders and average equity attributed to the business
divisions and Corporate Center increased to CHF 9.6 billion in the
second quarter from CHF 7.3 billion in the prior quarter. This dif-
ference mainly results from holding higher levels of equity than
required under the Basel Ill phase-in rules.

Annualized RoAE is a pre-tax profitability measure that is an
indicator of efficiency in the usage of the firm’s financial resources.

The return on equity (RoE) for the Group decreased t0 6.4% in
the second quarter of 2014 from 8.7% in the first quarter due to
a decrease in net profit attributable to UBS shareholders in addi-
tion to a slight increase in average equity attributable to UBS
shareholders. The RoE of the Group was lower than the average
of the ROAE of the business divisions as a result of the negative
ROAE of the Corporate Center and due to the fact that more eg-
uity was attributable to UBS shareholders than the total equity
attributed to the business divisions and Corporate Center.
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Capital management

Average attributed equity

For the quarter ended Year-to-date

CHF billion 30.6.14 31.3.14 30.6.13 30.6.14 306.13
Wealth Management 3.4 34 3.6 34 3.7
e aIthManagemen L R e S R S )y
i Corporate ............................................................................................... PPRER Ly R Ly i
GIobaIAssetManagement ........................................................................................ Sy
RS S Sy R o 5y
Corporate RIS Sos Sy S g Sy
RIS ey B B 5
...... ofwh/chGroup/tems’1117727677277
R Legac y P R Sy s o Se 0
Average equity attributed to the business divisions and Corporate Center 39.7 41.2 44.7 40.5 45.2
Difference 9.6 73 2.5

Average equity attributable to UBS shareholders 49.3 48.5 47.2

1 Group items within the Corporate Center carries common equity not allocated to the business divisions, reflecting equity that we have targeted above a 10% common equity tier 1 ratio. In addition, this includes
attributed equity for PaineWebber goodwill and intangible assets, for centrally held risk-based capital items and for certain Basel Il capital deduction items.

Return on attributed equity and return on equity’

For the quarter ended Year-to-date
In % 30.6.14 31.3.14 30.6.14 30.6.13
Wealth Management 41.8 72.8 57.3 66.9
WealthManagementAmerlcas ........................................................... e g u, o4
eila Corporate ..................................................................... e gy g Gy
Clonal Acs etManagemen R sag o es e
RN sy o sey so
Corporate oo Care Far et we wETTT ey B0y
Corporate Center — Non-core and Legacy Portfolio (323 (500 309 (2300 (181)
UBS Group 6.4 8.7 7.6 7.2

1 Return on attributed equity shown for the business divisions and Corporate Center and return on equity shown for UBS Group.
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UBS shares

Total UBS shares issued increased by 647,429 shares in the second  Treasury shares, which are primarily held to hedge employee share

quarter of 2014 due to the exercise of employee share options. and option participation plans, decreased by 1,005,104 shares on
a net basis.
UBS shares
As of Change from
30.6.14 313.14 30.6.13 31.3.14 306.13

Shares outstanding

Shares issued 3,844,030,621 3,843,383,192 3,839,378,864 647,429 4,651,757
R emp/oyeeopt/on p/ans .................................................................................................... i J651 757
Teasuyshares 91,236,602 92,241,706 71,621,067 (1005104 19,615,535
Shares outstanding 3,752,794,019 3,751,141,486 3,767,757,797 1,652,533 (14,963,778)
As of or for the quarter ended % change from
30.6.14 31.3.14 30.6.13 313.14 30.6.13

Earnings per share (CHF)'

Diluted 0.21 0.27 0.18 (22) 17

Shareholders’ equity (CHF million)

Equity attributable to UBS shareholders 49,532 . 49023 AaTO13 L >
Less: goodwill and intangible assets 6,229 6,211 6,647 0 (6)
Tangible shareholders" equity 43,303 42,812 40,426 1 7

Book value per share (CHF)
Total book value per share 13.20 13.07 12.49 1 6

Tangible book value per share 11.54 11.41 10.73 1

Market capitalization and share price
Share price (CHF) 16.27 18.26 16.08 (11) 1

Market capitalization (CHF million)? 62,542 70,180 61,737 (11) 1

1 Refer to “Note 9 Earnings per share (EPS) and shares outstanding” in the "Financial information” section of this report for more information. 2 Market capitalization is calculated based on the total UBS shares issued
multiplied by the UBS share price at period end.
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UBS shares

UBS share price chart vs DJ Banks Titans Index

in %

1 January 2012—-30 June 2014

1Q12

2Q12

3Q12

4Q13

1Q14

2Q14

— UBS registered share CHF

— DJ Banks Titans Index CHF

For current share price refer to: www.ubs.com/quotes

UBS shares are registered shares with a par value of CHF 0.10 per
share. They are traded and settled as Global Registered Shares.
Global Registered Shares provide direct and equal ownership for
all shareholders, irrespective of the country and stock exchange
on which they are traded. The shares are currently listed on the
SIX Swiss Exchange and the New York Stock Exchange.
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Ticker symbols

Trading exchange Bloomberg Reuters

SIX Swiss Exchange UBSN VX UBSN.VX

New York Stock Exchange | UBSUN uBsSN
Security identification codes

N CH0024899483 .
Valoren 2489948
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Financial
information

Unaudited






Interim consolidated financial statements

(unaudited)

Income statement

For the quarter ended % change from Year-to-date

CHF million, except per share data Note 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Interest income 3 3,337 3,191 3,541 5 (6) 6,528 7,025
Interest expense 3 2,095 (1620 2333) 9 (1) ERAY (4,336)
Net interest income 3 1,242 1,572 1,208 (21) 3 2,814 2,689
CredltIoss(expense)/recovery ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (14) ,,,,,,,,,, o (.3.) ,,,,,,,,,,,,,,,,,,,,,, o ao (18)
Net interest income after credit loss expense 1,229 1,600 1,205 (23) 2 2,829 2,671
Net fee and commission income 4 a2% a2 4236 P 8408 8,360
Nettrading income 3 1347 1357 1760 m 23 2,704 3,982
Othar incoma S e o w PR R e e
Total operating income 7,147 7,258 7,389 (2) (3) 14,405 15,164
Personnel expenses 6 3,842 3,967 3,855 (3) 0 7,809 7,955
General and administrative expenses 1 18711 1679 229 "no (19 350 4,298
Depreciation and impairment of property and equipment - 197 199 9% o 1 3% 04
Amortization and impairment of intangible assets 19 0 0 G I 390 a0
Total operating expenses 5,929 5,865 6,369 1 (7) 11,794 12,697
Operating profit/(loss) before tax 1,218 1,393 1,020 (13) 19 2,611 2,467
Taxexpense/(beneﬂt) ............................................ g . s ( 7) ,,,,,,,,, Gy e e
Net profit/ (loss) 904 1,054 895 (14) 1 1,958 1,884
Net profit/(loss) attributable to preferred noteholders 111 0 204 (46) m 204
Net profit/ (loss) attributable to non-controlling interests [ o1 o 2 2
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Earnings per share (CHF)
Basic 9 0.21 0.28 0.18 (25) 17 0.49 0.45
Dioned g oo oy cg (22) ,,,,,,,,,, G g 0
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Interim consolidated financial statements (unaudited)

Statement of comprehensive income

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Comprehensive income attributable to UBS shareholders
Net profit/(loss) 792 1,054 690 1,846 1,678

Other comprehensive income

Other comprehensive income that may be reclassified to the income statement

Income tax relating to foreign currency translation movements (1) 2 0 1 (3)
Subtotal foreign currency translation, net of tax 87 (174) (201) (87) 327
Financial investments available-for-sale

Net unrealized gains/(losses) on financial investments available-for-sale, before tax 101 8 (102 189 (82)
Impairment charges redlassified to the income statement from equity 6 o 9 6 YA
Realized gains reclassified to the income statement from equty 86) @) 69) (1299 (133)
Realized losses reclassified to the income statement from equity 3 ER 7 e
Income tax relating to net unrealized gains/(losses) on financial investments available-for-sale (8 (18 7 [P R a8
Subtotal financial investments available-for-sale, net of tax 16 31 (129) 47 (126)
Cash flow hedges

Effective portion of changes in fair value of derivative instruments designated as cash flow hedges,
before tax 639 538 (756) 1177 (777)
Net (gains)/losses reclassified to the income statement from equity @4 (68) (345 G720 (665)
Income tax relating to cash flow hedges 73 60 28 13 299
Subtotal cash flow hedges, net of tax 262 210 (873) 472 (1,143)
Total other comprehensive income that may be reclassified to the income statement,

net of tax 364 67 (1,204) 432 (942)

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

Defined benefit plans

Gains/(losses) on defined benefit plans, before tax 48 454 596 502 971
Income tax relating to defined benefitplans @ (o 76 132 (198)
Subtotal defined benefit plans, net of tax 26 344 520 370 773
Total other comprehensive income that will not be reclassified to the income statement,

net of tax 26 344 520 370 773
Total other com prehenswemcom L o o (684) ......... ol (170) .
Total comprehensive income attributable to UBS shareholders 1,183 1,465 6 2,648 1,509
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Statement of comprehensive income (continued)

For the quarter ended Year-to-date

CHF million 30.6.14 31.3.14 306.13 30.6.14 30.6.13
Comprehensive income attributable to preferred noteholders
Net profit/(loss) 111 0 204 m 204
Other comprehensive income
Other comprehensive income that will not be reclassified to the income statement
Foreign currengy translation movements, before tax 1 e %9 (N 425
Income tax relating to foreign currency translation movements o o o o 0
Subtotal foreign currency translation, net of tax 1 (16) 369 (15) 425
Total other comprehensive income that will not be reclassified to the income statement,
net of tax 1 16) 369 (15) 425
Total comprehensive income attributable to preferred noteholders 12 6) 52 % 629
Comprehensive income attributable to non-controlling interests
Net profit/(loss) 1 0 1 2 2
Other comprehensive income
Other comprehensive income that will not be reclassified to the income statement
Forelgncurrency wandlation movements before t g oo o 0
Income tax relating to foreign currengy translation movements o o o o 0
Subtotal foreign currency translation, net of tax (1) (2) 1 (2)
Total other comprehensive income that will not be reclassified to the income statement,
net of tax 2 Q) ) 1 )
Total comprehensive income attributable to non-controlling interests 3 a a 31
Total comprehensive income
Net profit/(loss) 904 1,054 895 1,958 1,884
Other comprehensive income 393 394 (317) 788 254
* of which: other comprehensive income that may be reclassified to the income statement 364 67 (12000 #32 (942)
* of which: other comprehensive income that will not be reclassified to the income statement 29 327 87 A 119
Total comprehensive income 1,298 1,448 578 2,746 2,138
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Interim consolidated financial statements (unaudited)

Balance sheet

% change from
CHF million Note 30.6.14 313.14 31.12.13 313.14 31.12.13

Assets

Cash and balances with central banks

Other assets 22,468

Total assets 982,605 982,530 1,018,374 0 (4)
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Balance sheet (continued)

% change from

CHF million Note 30.6.14 31.3.14 31.12.13 31.3.14 31.12.13
Liabilities
Due to banks 13,260

12

Other liabilities 68,166
Total liabilities 931,155
Equity
Share capital 384 384 384 0 0
e prem e 33216 ......... 33919 ......... 33952 ............. ( 2) ............ ( 2) .
Treasury e (1448) ........ (1464) ........ (1031 ) ............ ( 1 ) ........... o
Equity classified as obligation to purchase own shares any @ (46) (2 (76)
cetained o rnlngs ........................................................................................ 26322 ......... 25529 ......... 24475 ............. Lo .
Cumulative net income recognized directly in equity, netof tax (8932) 93220 ©733) @ (8)
Equity attributable to UBS shareholders 49,532 49,023 43,002 1 3
: qU|t yattr bl topreferr ol 1879 .......... 1877 .......... 1893 ............. AR ( .1 ) .
Eqwtyattrlbutable tononcontrolllnglnterests ................................................................. o e PR g ( 5)
Total equity 51,450 50,937 49,936 1 3
Total liabilities and equity 982,605 982,530 1,018,374 0 (4)
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Interim consolidated financial statements (unaudited)

Statement of changes in equity

Equity classified Cumulative net
as obligation income recognized
to purchase own directly in equity,
CHF million Share capital Share premium Treasury shares shares  Retained earnings net of tax
Balance as of 1 January 2013 384 3389%8 o S 2297 ®s22)
Issuance of sharecapital L O
Acquisition of treasury shares e 03)
Disposition of treasury shares e SO ORR
Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity 182
Premium on shares issued and warrants exercised LRSS
Employee share and share optionplans )
Tax (expense)/ benefit recognized in share premium
Oidends O
Equity classified as obligation to purchase own shares —

movements

Total comprehensive income for the period recognized in equity 1,678 (170)
Balance as of 30 June 2013 384 33,433 (970) (57) 22,975 (8,692)
Balance as of 1 January 2014 384 33,952 (1,031) (46) 24,475 (9,733)
ISR cap L QT B T
AchIS|t|0n e 'a's'u'r'y LR (840) ..........................................................................
Dlsposmonoftreasuryshares R

Treasury share gains/(losses) and net premium/(discount)
on own equity derivative activity 25

Equity classified as obligation to purchase own shares —
movements 35

Total comprehensive income for the period recognized in equity 1,846 801
Balance as of 30 June 2014 384 33,216 (1,448) (11) 26,322 (8,932)
1 Reflects the payment of CHF 0.25 (2013: CHF 0.15) per share of CHF 0.10 par value out of capital contribution reserve of UBS AG (Parent Bank).
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of which: of which: Total equity

of which: Financial of which: of which: Property attributable
Foreign currency investments Cash flow  Defined benefit revaluation to UBS Preferred Non-controlling
translation  available-for-sale hedges plans surplus shareholders noteholders interests Total equity

(7,512) 142 1,935 (3,498) 0 49,532 1,879 39 51,450
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Interim consolidated financial statements (unaudited)

Statement of cash flows

Year-to-date
CHF million 30.6.14 30.6.13

Cash flow from/(used in) operating activities

Net profit/ (loss) 1,958 1,884

Income taxes paid, net of refunds (249) (213)
Net cash flow from/(used in) operating activities 5,791 31,857

Cash flow from/(used in) investing activities

Purchase of subsidiaries, associates and intangible assets 0 (49)

Net (investment in)/ divestment of financial investments available-for-sale? 5,942 2,323

Net cash flow from/(used in) investing activities 5,308 1,894

Cash flow from/(used in) financing activities
Net short-term debt issued/ (repaid) (2,157) 5,942

Net changes of non-controlling interests (4) (6)

Net cash flow from/(used in) financing activities (5,559) (21,412)

1 Includes dividends received from associates. 2 Includes gross cash inflows from sales and maturities (CHF 69,092 million for the six months ended 30 June 2014, CHF 82,725 million for the six months ended 30 June
2013) and gross cash outflows from purchases (CHF 63,150 million for the six months ended 30 June 2014, CHF 80,402 million for the six months ended 30 June 2013).
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Statement of cash flows (continued)

Year-to-date

CHF million 30.6.14 30.6.13
Effects of exchange rate differences on cash and cash equivalents (202) 1,712
Netincrease/(decrease) in cash and cash equivalents 5339 14051
Cash and cash equivalents at the beginning of the period 108,632 99,108
Cash and cash equivalents at the end of the period 113,972 113,159

Cash and cash equivalents comprise:

Money market paper?
Total®

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

Cashreceivedasinterest L ...5Ad 6,051
Cashpaidasinterest w8 4122
Cash received as dividends on equity investments, investment funds and associates* 1,144 904

1 Includes positions recognized on the balance sheet under Due from banks and Cash collateral receivables on derivative instruments with bank counterparties. 2 Money market paper is included on the balance sheet
under Trading portfolio assets and Financial investments available-for-sale. 3 CHF 7,215 million and CHF 8,982 million of cash and cash equivalents were restricted as of 30 June 2014 and 30 June 2013, respectively.
Refer to “Note 25 Restricted and transferred financial assets” in the Annual Report 2013 for more information. 4 Includes dividends received from associates reported within cash flow from/(used) investing activities.
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Notes to the interim consolidated

financial statements

Note 1 Basis of accounting

The consolidated financial statements (the “Financial State-
ments”) of UBS AG and its subsidiaries (“UBS” or the “Group”)
are prepared in accordance with International Financial Reporting
Standards (IFRS), as issued by the International Accounting Stan-
dards Board (IASB), and are stated in Swiss francs (CHF), the cur-
rency of Switzerland where UBS AG is incorporated. These interim
Financial Statements are presented in accordance with IAS 34,
Interim Financial Reporting.

In preparing these interim Financial Statements, the same ac-
counting policies and methods of computation have been applied
as in the annual Financial Statements for the period ended 31 De-
cember 2013, except for the changes described in “Note 1 Basis of
accounting” in the “Financial information” section of the first
quarter 2014 report, in particular the adoption of Offsetting Finan-
cial Assets and Financial Liabilities (Amendments to IAS 32, Finan-
cial Instruments: Presentation) on 1 January 2014, which resulted
in a restatement of prior year balance sheet comparatives. These
interim Financial Statements are unaudited and should be read in
conjunction with the audited Financial Statements included in the
Annual Report 2013. In the opinion of management, all necessary
adjustments have been made for a fair presentation of the Group’s
financial position, results of operations and cash flows.

In preparing these interim Financial Statements, management
is required to make estimates and assumptions that affect report-
ed income, expenses, assets, liabilities and the disclosure of con-
tingent assets and liabilities. Assessing available information and
the application of judgment are necessary elements in making
such estimates. Actual results in the future could differ from such
estimates, and such differences may be material to the Financial
Statements. Estimates and their underlying assumptions are re-
viewed on an ongoing basis. Revisions to estimates resulting from
these reviews are recognized in the period in which they occur.
For more information on areas of estimation uncertainty consid-
ered to require critical judgment, refer to item 2 of “Note 1a)
Significant accounting policies” in the Annual Report 2013.

Recent accounting developments

IFRS 9, Financial instruments

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

tions to the previous version (as issued in 2010), including new
classification and measurement requirements for financial assets,
notably the introduction of a new fair value through other compre-
hensive income (OCI) classification, the addition of a single for-
ward-looking expected credit loss impairment model, replacing the
incurred loss model of IAS 39, and the incorporation of a reformed
approach to hedge accounting (separately issued in 2013). The fi-
nal standard includes the previously issued guidance under which
any gain or loss arising on a financial liability designated at fair
value through profit or loss that is attributable to changes in the
credit risk of that liability (own credit) is to be presented in OCl and
not recognized in profit or loss. There is no subsequent recycling of
realized gains or losses on own credit from OCl to profit or loss. The
mandatory effective date of the new standard will be 1 January
2018, with earlier adoption permitted. UBS is currently assessing
the impact of the new requirements on the Financial Statements.
Refer to “Note 1¢) International Financial Reporting Standards and
Interpretations to be adopted in 2014 and later and other adjust-
ments” in the Annual Report 2013 for more information.

IFRS 15, Revenue from Contracts with Customers

In May 2014, the IASB issued IFRS 15, Revenue from Contracts
with Customers, which establishes principles for revenue recogni-
tion that apply to all contracts with customers. The standard re-
quires an entity to recognize revenue as goods or services are
transferred to the customer in an amount that reflects the consid-
eration to which the entity expects to be entitled in exchange for
those goods or services. It also establishes a cohesive set of disclo-
sure requirements regarding information about the nature,
amount, timing and uncertainty of revenue and cash flows from
contracts with customers. The standard is effective for UBS re-
porting periods beginning on 1 January 2017, with early adoption
permitted. Entities can choose to apply the standard retrospec-
tively or use a modified approach in the year of adoption. UBS is
currently assessing the impact of the new standard on the Group’s
Financial Statements.

Amendments to IFRS 11 Joint Arrangements, IAS 16 Property,
Plant and Equipment and IAS 38 Intangible Assets

In May 2014, the IASB issued amendments to IFRS 11, Joint
Arrangements, |AS 16, Property, Plant and Equipment and IAS
38, Intangible Assets. The amendments will have no material im-
pact on the Group’s Financial Statements. UBS's joint arrange-
ments are immaterial both individually and in aggregate (refer to
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Notes to the interim consolidated financial statements

Note 1 Basis of accounting (continued)

“Note 30 Interests in subsidiaries and other entities” in the An-
nual Report 2013), and UBS does not use revenue-based depre-
ciation methodologies which the amendments to IAS 16 and IAS
38 will prohibit.

Other
Fair value measurements — funding valuation adjustments

During the second half of 2014, UBS expects to complete its anal-
ysis of how the costs and benefits of funding associated with un-

Note 2 Segment reporting

collateralized derivative receivables and payables can be incorpo-
rated into the Group’s valuation techniques. Currently, there are
diverse views within the industry as to how such inputs should be
quantified and applied. Upon completion of the analysis, UBS ex-
pects to incorporate funding valuation adjustments into the fair
value measurement of the aforementioned items, prospectively,
as a change in accounting estimate. Refer to “Note 1¢) Interna-
tional Financial Reporting Standards and Interpretations to be ad-
opted in 2014 and later and other adjustments” in the Annual
Report 2013 for more information.

UBS’s internal accounting policies, which include management
accounting policies and service level agreements, determine the
revenues and expenses directly attributable to each reportable
segment. Internal charges and transfer pricing adjustments are
reflected in operating results of the reportable segments. Transac-
tions between the reportable segments are carried out at inter-
nally agreed rates or at arm’s length and are also reflected in the
operating results of the reportable segments.

Revenue-sharing agreements are used to allocate external cli-
ent revenues to reportable segments where several reportable
segments are involved in the value-creation chain. Commissions
are credited to the reportable segments based on the correspond-
ing client relationship. Net interest income is generally allocated
to the reportable segments based on their balance sheet posi-
tions. Assets and liabilities of the reportable segments are funded
through and invested with Group Treasury within Corporate Cen-
ter — Core Functions, and the net interest margin is reflected in
the results of each reportable segment. Interest income earned
from managing UBS'’s consolidated equity is allocated to the re-
portable segments based on average attributed equity. Total inter-
segment revenues for the Group are immaterial as the majority of
the revenues are allocated across the segments by means of reve-
nue-sharing agreements.

Effective from 2014 onwards, each year, as part of the annual
business planning cycle, Corporate Center — Core Functions
agrees with the business divisions and Corporate Center — Non-
core and Legacy Portfolio cost allocations for services at fixed
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amounts or at variable amounts based on formulas, depending
on capital and service consumption levels as well as the nature of
the services performed. Because actual costs incurred may differ
from those expected, however, Corporate Center — Core Func-
tions may recognize significant under- or over-allocations depend-
ing on various factors. Each year these cost allocations will be re-
set, taking account of the prior years’ experience and plans for
the forthcoming period. Until December 2013, the operating ex-
penses of Corporate Center — Core Functions were allocated to
the reportable segments based on internally determined alloca-
tion bases. These allocations were adjusted on a periodic basis
and differences may have arisen between actual costs incurred
and amounts recharged.

Segment balance sheet assets are based on a third-party view,
i.e., the amounts do not include intercompany balances. This view
is in line with internal reporting to management. Certain assets
managed centrally by Corporate Center — Core Functions (includ-
ing property and equipment and certain financial assets) are allo-
cated to the segments on a basis different to which the corre-
sponding costs and/or revenues are allocated. Specifically, certain
assets are reported in Corporate Center — Core Functions, where-
as the corresponding costs and/or revenues are entirely or par-
tially allocated to the segments based on various internally deter-
mined allocations. Similarly, certain assets are reported in the
business divisions, whereas the corresponding costs and/or reve-
nues are entirely or partially allocated to Corporate Center — Core
Functions.



Note 2 Segment reporting (continued)

Wealth
Wealth  Management Retail &  Global Asset  Investment
Management Americas Corporate  Management Bank Corporate Center UBS
Non-core
Core  and Legacy
CHF million Functions Portfolio
For the six months ended 30 June 2014
Netinterestincome 1013 SEATN 1063 ® 44 ) 0 2814
Non-interest income 2,849 2,876 803 924 4,075 246 (195) 11,577
Income' 3862 3330 1866 a aam "o (136) 14391
Credit loss (expense)/recovery 3 15 4 0 (6) 0 (2) 14
Total operating income )

Personnel expenses

Amortization and impairment of intangible assets 3 23 0 4 6 2 1 39
Total operating expenses? 2,891 2,892 1,130 688 3,469 225 499 11,794
Operating profit/(loss) before tax 974 453 740 228 1,004 (151) (637) 2,611
o expe nse/(beneflt) ...................................................................................................................................................... oy
Net profit/(loss) 1,958

As of 30 June 2014
Total assets 118,704 47,383 142,660 14,199 244,807 230,995 183,856 982,605

For the six months ended 30 June 20133

Net interest income 1,031 424 1,072 (13) 258 (124)* 414
Nominterestincome. 2847 .......... 2836 ........... b0 1019 ......... 4772 .......... (322)4 ......... 3 a0y
Income! 3,877 3,260 1,870 1,006 5,030 (445) 584
CredltIoss(expense)/recovery(11) ............. o (.3.) ............. o g o ( 6) ...............
Total operating income 3,866 3,260 1,867 1,006 5,033 (445) 577

Personnel expenses 1,704 2,297 746 450 2,246 218 295

Amortization and impairment of intangible assets 3 25 0 4 6 0 1 40
Total operating expenses? 2,646 2,833 1,143 679 3,281 365 1,750 12,697
Operating profit/(loss) before tax 1,221 427 724 328 1,752 (811) (1,173) 2,467
o expe nse/(beneflt) ................................................................................................................................................. e
Net profit/(loss) 1,884

As of 31 December 2013
Total assets 109,758 45,491 141,369 14,223 244,990 247,407 215,135 1,018,374

1 Refer to “Note 10 Fair value measurement” for more information on own credit in Corporate Center — Core Functions. 2 Refer to “Note 16 Changes in organization” for information on restructuring charges. 3 Fig-
ures in this table may differ from those originally published in quarterly and annual reports due to adjustments following organizational changes. 4 In the second quarter of 2014, net interest income and non-interest
income figures for the six months ended 30 June 2013 were corrected. Net interest income in Corporate Center — Core Functions was decreased by CHF 186 million with a corresponding increase in non-interest income.
In addition, net interest income in Corporate Center — Non-core and Legacy Portfolio was increased by CHF 186 million with a corresponding decrease in non-interest income.
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Note 3 Net interest and trading income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest and trading income
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689
ot tradlngmcome ............................................................. 1347 .......... 1357 .......... 1760 ............. (.1.) .......... (23) ......... 2704 .......... 3982 .
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671
Wealth Management 671 671 744 0 (10) 1,342 1,470
WealthManagementAmerlcas326 ........... R o A S A s
RetalI&Corporate626 ........... oy e PR ( 2) ......... 1228 .......... 1245
GIobaIAssethIanagement(S) ............ ( 1)5 ........... o ( 6) ........... e
et B 1155 .......... 1257 .......... 1281 ............. ('8') .......... (1 0) ......... 2412 .......... 31 e
i Corporate et St e ey S PR e 8
© of which: Investor Client Services 874 1003 1000 1) a 1877 2386
Corporate Comor (184) ........... e (24) ........................ o (108) .......... e
e Cote Fuegr P G (67) .......... (83) ......................... e (337)
""" of which: own credit on financial liabilities designated at fair valve’ 72 & 138 (18 (48 160  (43)
e coreandLegac y ool (195) R R R (784) .......... 3
Total net interest and trading income 2,589 2,929 2,968 (12) (13) 5,518 6,671
Net interest income
Interest income
Interest eamed on loans and advances . 2109 2052 2191 3 @ 4161 4,488
Interest eamed on securities borrowed and reverse repurchase agreements 25 64 %2 o 18 319 500
Interest and dividend income from trading portfolio 886 82 92 a @ 1738 1,719
Interest income on financial assets designated at fairvalue 50 % I () B @) 06 187
Interest and dividend income from financial investments available-forsale 7 67 no 5 g8 1w 130
Total 3,337 3,191 3,541 5 (6) 6,528 7,025

Interest expense

Interest on debt issued 579 560 674 3 (14) 1,139 1,371
Total 2,095 1,620 2,333 29 (10) 3,714 4,336
Net interest income 1,242 1,572 1,208 (21) 3 2,814 2,689

Net trading income

Investment Bank Corporate Client Solutions 139 105 17 55 302 477

Other business divisions and Corporate Center 504 481 (62) (60) 696 1,127

Nettradingincome .l A3 137 1760 M. 23 . 2704 3,982
of which: net gains/(losses) from financial liabilities designated at fair value'> (1,839) (465) 1,994 295 (2,303) 850

1 Refer to "Note 10 Fair value measurement” for more information on own credit. 2 Includes expense related to dividend payment obligations on trading liabilities. 3 Excludes fair value changes of hedges related to
financial liabilities designated at fair value and foreign currency effects arising from translating foreign currency transactions into the respective functional currency, both of which are reported within net trading income.
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Note 4 Net fee and commission income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Underwriting fees 493 320 363 54 36 813 758
bk eqwlyunderwr/t/ng s by e o g v S o
R underwr/t/ng e D e o [ o e e
VA and corporate o fene e s R L o e
'Br'dke'r'a‘g‘e‘ e s 1010 .......... 1131 ............. (6 ........... (1 6) ......... 1955 .......... 2226 .
et o feas s R e (3) ............ ( o : 837 .......... 2019 .
Portfolio management and advisory fees 1780 1719 1677 4 6 3499 3233
b T o g e e w0
Total fee and commission income 4,735 4,560 4,766 4 (1) 9,294 9,381
Brokerage fees paid 186 200 256 (7) (27) 385 492
b ey e e S ( 8) .......... SR e
Total fee and commission expense 439 448 530 (2) (17) 887 1,022
Net fee and commission income 4,296 4,112 4,236 4 1 8,408 8,360
R brokerage e e g o ; 6) .......... (13) ......... 7569 .......... 7733 .
Note 5 Other income

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Associates and subsidiaries
Net gains/ (losses) from disposals of subsidiaries’ % 6 an 333 u 7R 103
Net gains/ (losses) from disposals of investments in associates 6 o o 69 0
Gt 'p'r'dﬁt's' o R o e Lo ( 46) ........... o SRR b
Total 114 42 34 171 235 155 127
Financial investments available-for-sale
i galns/(losses) o dlsposals .................................................. PR oo e s Sy Ly .
Impalrmentcharges(ﬁ) ............ o (.9.) ........................ (33) ............ ( 6) .......... (27)
Total 77 39 59 97 31 117 92
Net income from properties (excluding net gains/losses from disposals)? 7 7 10 0 (30) 15 19
Netgams/(losses)from|nvestmentpropernesatfalrvalue} ............................ g p o R
Net gains/ (losses) from disposals of properties held for sale 1 3 9 ©) @) u 19
Net gains/ (losses) from disposals of loans and receivables 3 9 2 56 ) 7 36
Other R o G 35(21) ........... o oy (142)
Total other income 276 189 188 46 47 465 152

1 Includes foreign exchange gains/losses reclassified from other comprehensive income related to disposed or dormant subsidiaries. 2 Includes net rent received from third parties and net operating expenses. 3 Includes
unrealized and realized gains/losses from investment properties at fair value and foreclosed assets. 4 The first quarter of 2013 included a loss of CHF 119 million related to the buyback of debt in a public tender offer.

Note 6 Personnel expenses

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Salaries and variable compensation 2,467 2,520 2,415 (2) 2 4,986 5,104

Other personnel expenses 150 152 153 (1) (2) 302 312

Total personnel expenses? 3,842 3,967 3,855 (3) 0 7,809 7,955

1 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and supplemental compensation calculated based on financial advisor pro-
ductivity, firm tenure, assets and other variables. It also includes charges related to compensation commitments with financial advisors entered into at the time of recruitment, which are subject to vesting requirements.
2 Includes restructuring charges. Refer to “Note 16 Changes in organization” for more information.
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Note 7 General and administrative expenses

For the quarter ended % change from Year-to-date

CHF million 30.6.14 313.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Occupancy

Total general and administrative expenses® 1,871 1,679 2,299 1" (19) 3,550 4,298

1 Reflects the net increase/release of provisions for litigation, regulatory and similar matters recognized in the income statement. In addition, the second quarter of 2014 included recoveries from third parties of CHF 5 million
(first quarter 2014: CHF 1 million, second quarter 2013: CHF 2 million). A portion (CHF 25 million release) of the net increase/ release recognized in the income statement for provisions for certain litigation, regulatory and similar
matters for the second quarter of 2014 as presented in “Note 14a Provisions” was recorded as other income rather than as general and administrative expenses. 2 Refer to “Note 14 Provisions and contingent liabilities” for
more information. 3 The second quarter of 2014 included an impairment charge of CHF 78 million related to certain disputed receivables. The second quarter of 2013 included a charge of CHF 106 million related to the
Swiss-UK tax agreement and an impairment charge of CHF 87 million related to certain disputed receivables. 4 Includes restructuring charges. Refer to “Note 16 Changes in organization” for more information.

Note 8 Income taxes

The Group recognized a net income tax expense of CHF 314 mil-  assets previously recognized in relation to tax losses carried for-
lion for the second quarter of 2014 compared with a net income  ward to reflect their offset against Swiss taxable profits for the
tax expense of CHF 339 million in the prior quarter. The second  quarter. In addition, it included net income tax expenses of CHF
quarter net income tax expense included a deferred tax expense 119 million in respect of taxable profits primarily relating to
of CHF 195 million in respect of the amortization of deferred tax  branches and subsidiaries outside of Switzerland.
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Note 9 Earnings per share (EPS) and shares outstanding

As of or for the quarter ended

% change from

As of or year-to-date

30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Basic earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Diluted earnings (CHF million)
Net profit/(loss) attributable to UBS shareholders 792 1,054 690 (25) 15 1,846 1,678
Less: (profit)/loss on UBS equity derivative contracts (3) 0 0 (2) 0
Net profit/(loss) attributable to UBS shareholders for diluted EPS 789 1,054 690 (25) 14 1,844 1,678
Weighted average shares outstanding
Weighted average shares outstanding for basicEPS 3,752,038,863  3,766,005832 3,761,280365 0 0 3,759,022348  3,758,035,187
Effect of dilutive potential shares resulting from notional shares,
in-the-money options and warrants outstanding 82,622,660 85,654,571 74,928,363 (4) 10 84,207,566 79,387,434
Weighted average shares outstanding for diluted EPS 3,834,661,523  3,851,660,403  3,836,208,728 0 0 3,843,229,914  3,837,422,621
Earnings per share (CHF)
Basic 021 028 018 (25 Vo 049 045
Diluted 0.21 0.27 0.18 (22) 17 0.48 0.44
Shares outstanding
Sharesissued . 3,844,030,621 3843383192 38393/8864 0 O
Treasury shares 91,236,602 92,241,706 71,621,067 (1) 27
Shares outstanding 3,752,794,019  3,751,141,486  3,767,757,797 0 0
Exchangeable shares 0 0 416,708 (100)
Shares outstanding for EPS 3,752,794,019  3,751,141,486  3,768,174,505 0 0

The table below outlines the potential shares which could dilute basic earnings per share in the future, but were not dilutive for the

periods presented.

% change from

Number of shares 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Potentially dilutive instruments

Employee share-based compensation awards 101,558,712 106,001,462 129,331,020 (4) (21) 101,558,712 129,331,020
Other equity derivative contracts 10,953,906 13,408,690 15263515 ( (18)  (28) 10796338 14,986,238
B R 100000000 .................... (1 OO) ....................... 100000000 .
Total 112,512,618 119,410,152 244,594,535 (6) (54) 112,355,050 244,317,258

1 These warrants related to the SNB transaction. The SNB provided a loan to a fund owned and controlled by the SNB (the SNB StabFund), to which UBS transferred certain illiquid securities and other positions in
2008 and 2009. As part of this arrangement, UBS granted warrants on shares to the SNB, which would have been exercisable if the SNB incurred a loss on its loan to the SNB StabFund. In the fourth quarter of 2013,
these warrants were terminated by the SNB following the full repayment of the loan in the third quarter of 2013.

117

Financial information



Notes to the interim consolidated financial statements

Note 10 Fair value measurement

This note provides fair value measurement information for both

financial and non-financial instruments and is structured as follows:

a) Valuation principles

b) Valuation governance

¢) Valuation techniques

d) Valuation adjustments

e) Fair value measurements and classification within the fair value
hierarchy

RS

—_ =

a) Valuation principles

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

g) Movements of Level 3 instruments

h) Valuation of assets and liabilities classified as Level 3

i) Sensitivity of fair value measurements to changes in unobserv-
able input assumptions

j) Deferred day-1 profit or loss

k) Financial instruments not measured at fair value

Fair value is defined as the price that would be received for the sale
of an asset or paid to transfer a liability in an orderly transaction
between market participants in the principal market (or most advan-
tageous market, in the absence of a principal market) as of the mea-
surement date. In measuring fair value, the Group utilizes various
valuation approaches and applies a hierarchy for prices and inputs
that maximizes the use of observable market data, if available.

All financial and non-financial assets and liabilities measured or
disclosed at fair value are categorized into one of three fair value
hierarchy levels. In certain cases, the inputs used to measure fair
value may fall within different levels of the fair value hierarchy. For
disclosure purposes, the level in the hierarchy within which the
instrument is classified in its entirety is based on the lowest level
input that is significant to the position’s fair value measurement:
— Level 1 — quoted prices (unadjusted) in active markets for iden-

tical assets and liabilities;

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

— Level 3 —valuation techniques for which significant inputs are
not based on observable market data

If available, fair values are determined using quoted prices in
active markets for identical assets or liabilities. An active market is
one in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing data on an
ongoing basis. Assets and liabilities that are quoted and traded in
an active market are valued at the currently quoted price multi-
plied by the number of units of the instrument held.

Where the market for a financial instrument or non-financial
asset or liability is not active, fair value is established using a valu-
ation technique, including pricing models. Valuation techniques
involve the use of estimates, the extent of which depends on the

b) Valuation governance

complexity of the instrument and the availability of market-based
data. Valuation adjustments may be made to allow for additional
factors including model, liquidity and credit risks, which are not
explicitly captured within the valuation technique, but which
would nevertheless be considered by market participants when
forming a price. The limitations inherent in a particular valuation
technique are considered in the determination of an asset or lia-
bility’s classification within the fair value hierarchy.

Many cash instruments and over-the-counter (OTC) derivative
contracts have bid and offer prices that can be observed in the mar-
ketplace. Bid prices reflect the highest price that a party is willing to
pay for an asset. Offer prices represent the lowest price that a party
is willing to accept for an asset. In general, long positions are mea-
sured at a bid price and short positions at an offer price, reflecting
the prices at which the instruments could be transferred under nor-
mal market conditions. Offsetting positions in the same financial
instrument are marked at the mid-price within the bid-offer spread.

Generally, the unit of account for a financial instrument is the
individual instrument, and UBS applies valuation adjustments at
an individual instrument level, consistent with that unit of ac-
count. However, if certain conditions are met, UBS may estimate
the fair value of a portfolio of financial assets and liabilities with
substantially similar and offsetting risk exposures on the basis of
the net open risks.

For transactions where the valuation technique used to mea-
sure fair value requires significant inputs that are not based on
observable market data, the financial instrument is initially recog-
nized at the transaction price. This initial recognition amount may
differ from the fair value obtained using the valuation technique.
Any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss. Refer to
“Note 10j Deferred day-1 profit or loss” for more information.

UBS’s fair value measurement and model governance framework
includes numerous controls and other procedural safeguards that
are intended to maximize the quality of fair value measurements
reported in the financial statements. New products and valuation
techniques must be reviewed and approved by key stakeholders
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fair value resides with the business divisions, but is validated by
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Note 10 Fair value measurement (continued)

the businesses are required to consider the availability and quality
of external market data and to provide justification and rationale
for their fair value estimates.

Independent price verification is performed by the finance
function to evaluate the business divisions’ pricing input assump-
tions and modeling approaches. By benchmarking the business
divisions’ fair value estimates with observable market prices and
other independent sources, the degree of valuation uncertainty
embedded in these measurements is assessed and managed as
required in the governance framework. Fair value measurement

¢) Valuation techniques

models are assessed for their ability to value specific products in
the principal market of the product itself, as well as the principal
market for the main valuation input parameters to the model.

An independent model review group evaluates UBS's valuation
models on a regular basis, or when established triggers occur, and
approves them for valuation of specific products. As a result of the
valuation controls employed, valuation adjustments may be made
to the business divisions’ estimates of fair value to align with inde-
pendent market data and the relevant accounting standard. Refer
to “Note 10d Valuation adjustments” for more information.

Valuation techniques are used to value positions for which a mar-
ket price is not available from market sources. This includes cer-
tain less liquid debt and equity instruments, certain exchange-
traded derivatives and all derivatives transacted in the OTC
market. UBS uses widely recognized valuation techniques for de-
termining the fair value of financial and non-financial instruments
that are not actively traded and quoted. The most frequently ap-
plied valuation techniques include discounted value of expected
cash flows, relative value and option pricing methodologies.

Discounted value of expected cash flows is a valuation technique
that measures fair value using estimated expected future cash flows
from assets or liabilities and then discounts these cash flows using a
discount rate or discount margin that reflects the credit and/or
funding spreads required by the market for instruments with similar
risk and liquidity profiles to produce a present value. When using
such valuation techniques, expected future cash flows are estimated
using an observed or implied market price for the future cash flows
or by using industry standard cash flow projection models. The dis-
count factors within the calculation are generated using industry
standard yield curve modeling techniques and models.

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

Option pricing models incorporate assumptions regarding the
behavior of future price movements of an underlying referenced
asset or assets to generate a probability-weighted future expected
payoff for the option. The resulting probability-weighted expect-
ed payoff is then discounted using discount factors generated
from industry standard yield curve modeling techniques and mod-

d) Valuation adjustments

els. The option pricing model may be implemented using a closed-
form analytical formula or other mathematical techniques (e.g.,
binomial tree or Monte Carlo simulation).

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

For more complex instruments and instruments not traded in
an active market, fair values may be estimated using a combina-
tion of observed transaction prices, consensus pricing services and
relevant quotes. Consideration is given to the nature of the quotes
(e.g., indicative or firm) and the relationship of recently evidenced
market activity to the prices provided by consensus pricing ser-
vices. UBS also uses internally developed models, which are typi-
cally based on valuation methods and techniques recognized as
standard within the industry.

Assumptions and inputs used in valuation techniques include
benchmark interest rate curves, credit and funding spreads used
in estimating discount rates, bond and equity prices, equity index
prices, foreign exchange rates, levels of market volatility and cor-
relation, (refer to “Note 10h Valuation of assets and liabilities clas-
sified as Level 3”). The discount curves used by the Group incor-
porate the funding and credit characteristics of the instruments to
which they are applied.

The output of a valuation technique is always an estimate or ap-
proximation of a fair value that cannot be measured with complete
certainty. As a result, valuations are adjusted, where appropriate, to
reflect close-out costs, credit exposure, model-driven valuation un-

certainty, trading restrictions and other factors, when such factors
would be considered by market participants in estimating fair value.
Valuation adjustments are an important component of fair value for
assets and liabilities that are measured using valuation techniques.
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Note 10 Fair value measurement (continued)

Such adjustments are applied to reflect uncertainties within the fair
value measurement process, to adjust for an identified model simpli-
fication or to incorporate an aspect of fair value that requires an
overall portfolio assessment rather than an evaluation based on an
individual instrument level characteristic.

The major classes of valuation adjustments are discussed in fur-
ther detail below.

Reflection of market bid-offer levels

Instruments that are measured as part of a portfolio of combined
long and short positions are valued at mid-market levels to ensure
consistent valuation of the long and short component risks. A valu-
ation adjustment is then made to the overall net long or short expo-
sure to move the fair value to bid or offer as appropriate, reflecting
current levels of market liquidity. The bid-offer spreads used in the
calculation of the valuation adjustment are obtained from market
transactions and other relevant sources and are updated periodically.

Reflection of model uncertainty

Uncertainties associated with the use of model-based valuations
are incorporated into the measurement of fair value through the
use of model reserves. These reserves reflect the amounts that the
Group estimates should be deducted from valuations produced
directly by models to incorporate uncertainties in the relevant
modeling assumptions, in the model and market inputs used, or
in the calibration of the model output to adjust for known model
deficiencies. In arriving at these estimates, the Group considers a
range of market practices, including how it believes market par-
ticipants would assess these uncertainties. Model reserves are re-
assessed periodically in light of data from market transactions,
consensus pricing services and other relevant sources.

Day-1 reserves

Day-1 profit or loss reserves are reflected, where appropriate, as
valuation adjustments. Refer to “Note 10j Deferred day-1 profit or
loss” for more information.

Counterparty credit risk in the valuation of derivatives

In order to measure fair value, credit valuation adjustments (CVA)
are necessary to reflect the credit risk of the counterparty inherent
in OTC derivative instruments. This amount represents the esti-
mated fair value of protection required to hedge the counterparty
credit risk of such instruments. The CVA is determined for each
counterparty considering all exposures to that counterparty and is
dependent on the expected future value of exposures, default

Own credit on financial liabilities designated at fair value

probabilities and recovery rates, applicable collateral or netting
arrangements, break clauses and other contractual factors.

Own credit risk in the valuations of OTC derivative instruments
The Group estimates debit valuation adjustments (DVA) to incor-
porate own credit in the valuation of derivatives, effectively con-
sistent with the CVA methodology. DVA represents the theoretical
cost to counterparties of hedging, or the credit risk reserve that a
counterparty could reasonably be expected to hold, against their
credit risk exposure to UBS. DVA is determined for each counter-
party considering all exposures with that counterparty and taking
into account collateral netting agreements, expected future mark-
to-market movements and UBS's credit default spreads.

UBS's own credit risk in the valuations of financial liabilities
designated at fair value

In addition to considering the valuation of the derivative risk com-
ponent, the valuation of fair value option liabilities also requires
consideration of the funded component and specifically the own
credit component of fair value. Own credit risk is reflected if this
component would be considered for valuation purposes by mar-
ket participants. Consequently, own credit risk is not reflected for
those contracts that are fully collateralized and for other contracts
for which it is established market practice not to include an own
credit component. The own credit component is estimated using
a funds transfer price (FTP) curve to derive a single, market-based
level of discounting for uncollateralized funded instruments. UBS
senior debt curve spreads are discounted in order to arrive at the
FTP curve, with the discount primarily reflecting the differences
between the spreads in the senior unsecured debt market for UBS
debt and the levels at which UBS medium-term notes are cur-
rently issued. The FTP curve is generally a Level 2 pricing input.
However, certain long-dated exposures that are beyond the ten-
ors that are actively traded are classified as Level 3.

The effects of own credit adjustments related to financial liabil-
ities designated at fair value (predominantly issued structured
products) as of 30 June 2014, 31 March 2014 and 30 June 2013,
respectively, are summarized in the table below.

Year-to-date amounts represent the change during the year, and
life-to-date amounts reflect the cumulative change since initial rec-
ognition. The change in own credit for the period consists of chang-
es in fair value that are attributable to the change in UBS’s credit
spreads as well as the effect of changes in fair values attributable to
factors other than credit spreads, such as redemptions, effects from
time decay and changes in interest and other market rates.

As of or for the quarter ended Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Gain/(loss) for the period ended 72 88 138 160 (43)
Life-to-date gain/(loss) (412) (485) (339)
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Note 10 Fair value measurement (continued)

e) Fair value measurements and classification within the fair value hierarchy

The classification in the fair value hierarchy of the Group’s finan-  class of assets and liabilities measured at fair value, the valuation
cial and non-financial assets and liabilities measured at fair value  techniques, where applicable, used in measuring their fair value,
is summarized in the table below. The narrative that follows de- and the factors determining their classification within the fair
scribes the significant valuation inputs and assumptions for each  value hierarchy.

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

30.6.14 31.3.14 31.12.13
CHF billion Level 1 Level 2 Level3  Total Level 1 Level2 Level3 Total Level 1 Level 2 Level 3 Total
Assets measured at fair value on arecurring basis
Financial assets held for trading? 90.1 30.9 47 1258 81.7 33.2 39 1187 79.9 30.1 43 1142
of which:
© Government bills/bonds 101 48 00 150 77 55 00 132 79 51 00 131
" Corporate bonds and municipal bonds, including bonds
issued by financial institutions 1.0 13.5 1.5 16.0 0.9 13.2 1.5 15.5 1.1 13.3 1.7 16.0
I oo S So s o s e IR Py R R s
nvestment fund wnits 69 57 03 128 55 62 02 119 48 60 03 111
© Asset-backed securities 00 22 07 29 00 24 10 34 00 23 10 33
 Equity instruments 560 12 01 573 529 09 02 540 507 10 02 519
. Financialassets for unit-inked investment convacts 162 0.5 01 168 148 05 01 154 154 04 01 158
Positive replacement values 0.6 198.8 54 204.7 0.8 20838 56 2153 0.7 2479 5.5 2541
of which:
*Interest rate contracts 0.0 1180 03 1183 00 1206 06 1212 00 1304 03 1307
 Credit derivative contracts 0.0 169 29 197 00 165 29 194 00 201 30 231
" foreign exchange contracts 0.2 438 08 447 03 521 08 532 05 746 09 760
 Fquity/index contracts 00 175 1.4 190 00 169 13 182 00 193 12 206
. Commodities conacts ... 00 26 00 26 00 27 00 27 00 35 00 35
Financial assets designated at fair value 0.1 1.8 3.6 5.5 0.1 1.7 4.1 5.9 0.1 2.9 4.4 7.4
of which:
" loans (including structured loans) 00 11 09 20 00 12 12 24 00 14 11 25
© Structured reverse repurchase and securities borowing
agreements 0.0 0.3 2.6 2.9 0.0 0.1 2.7 2.8 0.0 1.1 3.1 4.2
Y *AN Y ST TR YN (A SR LI T A TN S N T4
Financial investments available-for-sale 28.9 22.6 0.7 52.2 325 19.9 0.8 53.2 39.7 19.0 0.8 59.5
of which:

Corporate bonds and municipal bonds, including bonds
issued by financial institutions 34 16.3 0.1 . 2.2 14.6 0.1 16.8 1.6 13.6 0.1 15.3

Non-financial assets
Precious metals and other physical commodities 6.7 0.0 0.0 6.7 7.0 0.0 0.0 7.0 8.6 0.0 0.0 8.6

Other assets® 0.0 0.1 0.1 0.1 0.0 0.1 0.1 0.1 0.0 0.1 0.1 0.1
Total assets measured at fair value 126.5 254.1 14.4 395.0 1221 2637 144 400.2  129.1 2999 15.0 4440
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Note 10 Fair value measurement (continued)

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

30.6.14 31.3.14 31.12.13
CHF billion Level 1 Level 2 Level 3  Total Level1 Level2 Level3 Total Level 1 Level 2 Level 3 Total
Liabilities measured at fair value onarecurring basis
Trading portfolio liabilities 23.9 5.9 0.1 29.9 24.5 4.9 0.1 29.5 22.5 39 0.2 26.6
of which:
* Government bills/bonds 74 17 00 91 8 11 00 95 69 05 00 73
" Corporate bonds and municipal bonds, including bonds
issued by financial institutions 0.1 39 0.1 4.2 0.1 35 0.1 3.7 0.3 3.2 0.2 3.6
*nvestment fund units 04 01 00 05 04 01 00 04 04 01 00 05
© Asset-backed securities 00 00 00 00 00 00 00 00 00 00 00 00
 Equity instruments 159 02 00 161 157 02 00 158 150 02 00 151
Negative replacement values* 0.6 197.2 5.6 2034 0.9 2039 53 2101 0.8 2429 44 2481
of which:
*Interest rate contracts 0.0 1084 07 1090 00 1086 09 1094 00 1180 04 1184
 Credit derivative contracts 0.0 165 23 188 00 160 21 181 00 195 20 215
© Foreign exchange contracts 0.2 493 04 499 03 569 04 576 05 793 05 803
© Fquity/index contracts 0.0 205 22 226 00 195 19 214 00 229 15 244
. Commodites contacts ... 00 25 00 26 00 29 00 29 00 32 00 32
Financial liabilities designated at fair value 0.0 56.3 12.5 68.9 0.0 56.5 123 68.7 0.0 57.8 121 69.9
of which:
* Non-structured fixed-rate bonds 00 21 16 36 00 22 15 37 00 24 12 37
© Stuctured debt instruments issued 00 482 &1 563 00 478 81 558 00 484 79 563
 Structured over-the-counter debt instruments 00 55 20 75 00 61 18 79 00 65 18 83
© Stuctured repurchase agreements 00 05 09 14 00 04 10 13 00 04 12 16
. Loan commiments 00 00 00 00 00 01 00 0l 00 00 00 00
Other liabilities — amounts due under unit-linked
investment contracts 0.0 16.9 0.0 16.9 0.0 15.6 0.0 15.6 0.0 16.2 0.0 16.2
Total liabilities measured at fair value 245 276.4 183 319.1 253 2809 17.7 3239 233 3207 16.8  360.7

1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are excluded from this table. As of 30 June 2014, net bifurcated embedded derivative liabilities held at fair
value, totaling CHF 0.1 billion (of which CHF 0.1 billion were net Level 2 assets and CHF 0.1 billion net Level 2 liabilities) were recognized on the balance sheet within Debt issued. As of 31 March 2014, net bifurcated
embedded derivative liabilities held at fair value, totaling CHF 0.1 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.3 billion net Level 2 liabilities) were recognized on the balance sheet within Debt
issued. As of 31 December 2013, net bifurcated embedded derivative liabilities held at fair value, totaling CHF 0.2 billion (of which CHF 0.2 billion were net Level 2 assets and CHF 0.4 billion net Level 2 liabilities) were

recognized on the balance sheet within Debt issued.
at the lower of their net carrying amount or fair value less costs to sell.
31 December 2013: CHF 256 million).

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

Government bills and bonds

Government bills and bonds include fixed-rate, floating-rate and
inflation-linked bills and bonds issued by sovereign governments,
as well as interest and principal strips based on these bonds. Such
instruments are generally traded in active markets and prices can
be obtained directly from these markets, resulting in classification
as Level 1, while the majority of the remaining positions are clas-
sified as Level 2. Instruments that cannot be priced directly using
active market data are valued using discounted cash flow valua-
tion techniques that incorporate market data for similar govern-
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2 Financial assets held for trading do not include precious metals and commodities.
4 Includes a life-to-date debit valuation adjustment gain on derivatives of CHF 179 million as of 30 June 2014 (31 March 2014: CHF 229 million,

3 Other assets primarily consist of assets held for sale, which are measured

ment instruments converted into yield curves. These yield curves
are used to project future index levels, and to discount expected
future cash flows. The main inputs to valuation techniques for
these instruments are bond prices and inputs to estimate the fu-
ture index levels for floating or inflation index-linked instruments.
Instruments classified as Level 3 are limited and are generally clas-
sified as such due to the requirement to extrapolate yield curve
inputs outside the range of active market trading.

Corporate and municipal bonds

Corporate bonds include senior, junior and subordinated debt is-
sued by corporate entities. Municipal bonds are issued by state
and local governments. While most instruments are standard
fixed or floating-rate securities, some may have more complex
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coupon or embedded option features. Corporate and municipal
bonds are generally valued using prices obtained directly from the
market. In cases where no directly comparable price is available,
instruments may be valued using yields derived from other securi-
ties by the same issuer or benchmarked against similar securities,
adjusted for seniority, maturity and liquidity. Instruments that can-
not be priced directly using active market data are valued using
discounted cash flow valuation techniques incorporating the
credit spread of the issuer, which may be derived from other issu-
ances or CDS data for the issuer, estimated with reference to
other equivalent issuer price observations or from credit modeling
techniques. Corporate bonds are typically classified as Level 2 be-
cause, although market data is readily available, there is often in-
sufficient third-party trading transaction data to justify an active
market and corresponding Level 1 classification. Municipal bonds
are generally classified as Level 1 or Level 2 depending on the
depth of trading activity behind price sources. Level 3 instruments
have no suitable price available for the security held or by refer-
ence to other securities issued by the same issuer. Therefore, these
instruments are measured based on price levels for similar issuers
adjusted for relative tenor and issuer quality.

Convertible bonds are generally valued using prices obtained
directly from market sources. In cases where no directly compa-
rable price is available, issuances may be priced using a convert-
ible bond model, which values the embedded equity option and
debt components and discounts these amounts using a curve that
incorporates the credit spread of the issuer. Although market data
is readily available, convertible bonds are typically classified as
Level 2 because there is insufficient third-party trading transaction
data to justify a Level 1 classification.

Traded loans and loans designated at fair value

Traded loans and loans designated at fair value are valued directly
using market prices that reflect recent transactions or quoted
dealer prices where available. For illiquid loans where no market
price data is available, alternative valuation techniques are used,
which include relative value benchmarking using pricing derived
from debt instruments in comparable entities or different prod-
ucts in the same entity. The corporate lending portfolio is valued
using either directly observed market prices typically from consen-
sus providers or by using a credit default swap valuation tech-
nique, which requires inputs for credit spreads, credit recovery
rates and interest rates. The market for these instruments is not
actively traded and even though price data is available it may not
be directly observable, and therefore corporate loans typically do
not meet Level 1 classification. Instruments with suitably deep
and liquid price data available will be classified as Level 2, while
any positions requiring the use of valuation techniques or for
which the price sources have insufficient trading depth are classi-
fied as Level 3. Recently originated commercial real estate loans
which are classified as Level 3 are measured using a securitization
approach based on rating agency guidelines. Future profit and

loss from the securitization is not recognized, but overall spread
moves are captured in the loan valuation.

Included within loans are various contingent lending transac-
tions, for which valuations are dependent on actuarial mortality
levels and actuarial life insurance policy lapse rates. Mortality and
lapse rate assumptions are based on external actuarial estimations
for large homogeneous pools, and contingencies are derived from
a range relative to the actuarially expected amount. In addition,
the pricing technique uses volatility of mortality as an input.

Investment fund units

Investment fund units are predominantly exchange traded, with
readily available quoted prices in liquid markets. Where market
prices are not available, fair value may be measured using net as-
set values (NAV), taking into account any restrictions imposed
upon redemption. Listed units are classified as Level 1, provided
there is sufficient trading to justify active market classification,
while other positions are classified as Level 2. Positions where
NAV is not available or which are not redeemable at the measure-
ment date or in the near future are classified as Level 3.

Asset-backed securities

Residential mortgage-backed securities (RMBS), commercial
mortgage-backed securities (CMBS), other asset-backed
securities (ABS) and collateralized debt obligations (CDO)

RMBS, CMBS, ABS and CDO are instruments generally issued
through the process of securitization of underlying interest bear-
ing assets. The underlying collateral for RMBS is residential mort-
gages, for CMBS, commercial mortgages, for ABS, other assets
such as credit card, car or student loans and leases and for CDO,
other securitized positions of RMBS, CMBS or ABS. The market
for these securities is not active, and therefore a variety of valua-
tion techniques are used to measure fair value. For more liquid
securities, trade data or quoted prices may be obtained periodi-
cally for the instrument held, and the valuation process will use
this trade and price data, updated for movements in market levels
between the time of trading and the time of valuation. Less liquid
instruments are measured using discounted expected cash flows
incorporating price data for instruments or indices with similar
risk profiles. Expected cash flow estimation involves the modeling
of the expected collateral cash flows using input assumptions de-
rived from proprietary models, fundamental analysis and/or mar-
ket research based on management’s quantitative and qualitative
assessment of current and future economic conditions. The ex-
pected collateral cash flows thus estimated are then converted
into the securities’ projected performance under such conditions
based on the credit enhancement and subordination terms of the
securitization. Expected cash flow schedules are discounted using
a rate or discount margin that reflects the discount levels required
by the market for instruments with similar risk and liquidity pro-
files. Inputs to discounted expected cash flow techniques include
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asset prepayment rates, discount margin or discount yields, asset
default rates and asset loss on default severity, which may in turn
be estimated using more fundamental loan and economic drivers
such as, but not limited to, loan-to-value data, house price ap-
preciation, foreclosure costs, rental income levels, void periods
and employment rates. RMBS, CMBS and ABS are generally clas-
sified as Level 2. However, if significant inputs are unobservable,
or if market or fundamental data is not available for instruments
or collateral with a sufficiently similar risk profile to the positions
held, they are classified as Level 3.

Equity instruments
The majority of equity securities are actively traded on public stock
exchanges where quoted prices are readily and regularly available,
resulting in their classification as Level 1. Units held in hedge
funds are also classified as equity instruments. Fair value for these
units is measured based on their published NAV, taking into ac-
count any restrictions imposed upon the redemption. These units
are classified as Level 2, except for positions where published NAV
is not available or which are not redeemable at the measurement
date or in the near future, which are classified as Level 3.
Unlisted equity holdings, including private equity positions, are
initially marked at their transaction price and are periodically re-
valued to the extent reliable evidence of price movements be-
comes available or the position is deemed to be impaired.

Financial assets underlying unit-linked investments

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

Structured repurchase agreements and structured reverse
repurchase agreements

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

Replacement values
Collateralized and uncollateralized instruments
The curves used for discounting expected cash flows in the valua-

tion of collateralized derivatives reflect the funding terms associ-
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ated with the relevant collateral arrangement for the instrument
being valued. These collateral arrangements differ across counter-
parties with respect to the eligible currency and interest terms of
the collateral. The majority of collateralized derivatives are mea-
sured using a discount curve that is based on funding rates de-
rived from overnight interest in the cheapest eligible currency for
the respective counterparty collateral agreement.

Uncollateralized derivatives are discounted using the LIBOR (or
equivalent) curve for the currency of the instrument. As described
in “Note 10d Valuation adjustments,” the fair value of uncollater-
alized derivatives is adjusted using CVA or DVA processes to re-
flect an estimation of the impact of counterparty credit and UBS
own credit risk on the fair value of assets and liabilities.

Interest rate contracts

Interest rate swap contracts include interest rate swaps, basis
swaps, cross-currency swaps, inflation swaps and interest rate for-
wards, often referred to as forward rate agreements (FRA). These
products are valued by estimating future interest cash flows and
discounting those cash flows using a rate that reflects the appro-
priate funding rate for the position being measured. The yield
curves used to estimate future index levels and discount rates are
generated using market standard yield curve models using inter-
est rates associated with current market activity. The key inputs to
the models are interest rate swap rates, FRA rates, short-term in-
terest rate futures prices, basis swap spreads and inflation swap
rates. In most cases, the standard market contracts that form the
inputs for yield curve models are traded in active and observable
markets, resulting in the majority of these financial instruments
being classified as Level 2.

Interest rate option contracts include caps and floors, swap-
tions, swaps with complex payoff profiles and other more com-
plex interest rate options. These contracts are valued using vari-
ous market standard option models, using inputs that include
interest rate yield curves, inflation curves, volatilities and correla-
tions. The volatility and correlation inputs within the models are
implied from market data based on market observed prices for
standard option instruments trading within the market. Option
models used to value more exotic products have a number of
model parameter inputs that require calibration to enable the
exotic model to price standard option instruments to the price
levels observed in the market. Although these inputs cannot be
directly observed, they are generally treated as Level 2, as the
calibration process enables the model output to be validated to
active market levels. Models calibrated in this way are then used
to revalue the portfolio of both standard options as well as more
exotic products. In most cases, there are active and observable
markets for the standard market instruments that form the in-
puts for yield curve models as well as the financial instruments
from which volatility and correlation inputs are derived, resulting
in the majority of these products being classified as Level 2. With-
in interest rate option contracts, exotic options for which appro-
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priate volatility or correlation input levels cannot be implied from
observable market data are classified as Level 3. These options
are valued using volatility and correlation levels derived from
non-market sources.

Interest rate swap and option contracts are classified as Level 3
when the maturity of the contract exceeds the term for which
standard market quotes are observable for a significant input pa-
rameter. Such positions are valued by extrapolation from the last
observable point using standard assumptions or by reference to
another observable comparable input parameter to represent a
suitable proxy for that portion of the term.

Balance guaranteed swaps (BGS) are interest rate or currency
swaps that have a notional schedule based on a securitization
vehicle, requiring the valuation to incorporate an adjustment for
the unknown future variability of the notional schedule. Inputs to
value BGS are those used to value the standard market risk on the
swap and those used to estimate the notional schedule of the
underlying securitization pool (i.e., prepayment, default and inter-
est rates). BGS are classified as Level 3, as the correlation between
unscheduled notional changes and the underlying market risk of
the BGS does not have an active market and cannot be observed.

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

Credit derivative contracts based on a portfolio of credit names

include credit default swaps on a credit index, credit default swaps
based on a bespoke portfolio or first to default swaps (FTD). The
valuation of these contracts is similar to that described above for
single-name CDS and includes an estimation of future default
probabilities using industry standard models based on market
credit spreads, upfront pricing points and implied recovery rates.
These default and recovery assumptions are used to generate fu-
ture expected cash flows that are then discounted using market
standard discounted cash flow models based on an estimation of
the funding rate for that portion of the portfolio. Tranche prod-
ucts and FTD are valued using industry standard models that, in
addition to default and recovery assumptions as above, incorpo-
rate implied correlations to be applied to the credits within the
portfolio in order to apportion the expected credit loss at a port-
folio level across the different tranches or names within the over-
all structure. These correlation assumptions are derived from
prices of actively traded index tranches or other FTD baskets. In-
puts to the valuation models used for all portfolio credit default
swaps include single-name or index credit spreads and upfront
pricing points, recovery rates and funding curves. In addition,
models used for tranche and FTD products have implied credit
correlations as inputs. Credit derivative contracts based on a port-
folio of credit names are classified as Level 2 when credit spreads
and recovery rates are determined from actively traded observable
market data, and when the correlation data used to value be-
spoke and index tranches is based on actively traded index tranche
instruments. This correlation data undergoes a mapping process
that takes into account both the relative tranche attachment/de-
tachment points in the overall capital structure of the portfolio
and portfolio composition. Where the mapping process requires
extrapolation beyond the range of available and active market
data, the position is classified as Level 3. This relates to a small
number of index and all bespoke tranche contracts. FTD are clas-
sified as Level 3, as the correlations between specific names in the
FTD portfolio are not actively traded. Also classified as Level 3 are
several older credit index positions, referred to as “off the run”
indices, due to the lack of any active market for the index credit
spread.

Credit derivative contracts on securitized products have an un-
derlying reference asset that is a securitized product (RMBS,
CMBS, ABS or CDO) and include credit default swaps and certain
TRS. These credit default swaps (typically referred to as “pay-as-
you-go” or "PAYG CDS") and TRS are valued using a similar valu-
ation technigue to the underlying security (by reference to equiva-
lent securities trading in the market, or through cash flow
estimation and discounted cash flow techniques as described in
the Asset-backed securities section above), with an adjustment
made to reflect the funding differences between cash and syn-
thetic form. Inputs to the PAYG CDS and TRS are those used to
value the underlying security (prepayment rates, default rates, loss
severity, discount margin/rate and other inputs) and those used
to capture the funding basis differential between cash and syn-
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thetic form. The classification of PAYG CDS and these TRS follow
the characteristics of the underlying security and are therefore
distributed across Level 2 and Level 3.

Foreign exchange (FX) contracts

Open spot FX contracts are valued using the FX spot rate observed
in the market. Forward FX contracts are valued using the FX spot
rate adjusted for forward pricing points observed from standard
market-based sources. As the markets for both FX spot and FX
forward pricing points are both actively traded and observable, FX
contracts are generally classified as Level 2.

OTC FX option contracts include standard call and put options,
options with multiple exercise dates, path-dependent options, op-
tions with averaging features, options with discontinuous pay-off
characteristics and options on a number of underlying FX rates.
OTC FX option contracts are valued using market standard option
valuation models. The models used for shorter-dated options (i.e.,
maturities of five years or less) tend to be different than those
used for longer-dated options because the models needed for
longer-dated OTC FX contracts require additional consideration of
interest rate and FX rate interdependency. Inputs to the option
valuation models include spot FX rates, FX forward points, FX
volatilities, interest rate yield curves, interest rate volatilities and
correlations. The inputs for volatility and correlation are implied
through the calibration of observed prices for standard option
contracts trading within the market.

As inputs are derived mostly from standard market contracts
traded in active and observable markets, a significant proportion
of OTC FX option contracts are classified as Level 2. OTC FX op-
tion contracts classified as Level 3 include long-dated FX exotic
option contracts for which there is no active market from which
to derive volatility or correlation inputs. The inputs used to value
these OTC FX option contracts are calculated using consensus
pricing services without an underlying principal market, historical
asset prices or by extrapolation.

Cross-currency balance guaranteed swaps are classified as for-
eign exchange contracts. Details of the fair value classification can
be found under the interest rate contracts section above.

Equity/index contracts

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

Equity option contracts include market standard single or bas-
ket stock or index call and put options as well as equity option
contracts with more complex features including option contracts
with multiple or continuous exercise dates, option contracts for
which the payoff is based on the relative or average performance
of components of a basket, option contracts with discontinuous
payoff profiles, path-dependent options and option contracts
with a payoff calculated directly upon equity features other than
price (i.e., dividend rates, volatility or correlation). Equity option
contracts are valued using market standard models that estimate
the equity forward level as described above for equity forward
contracts and incorporate inputs for stock volatility and for cor-
relation between stocks within a basket. The probability-weight-
ed expected option payoff generated is then discounted using
market standard discounted cash flow models using a rate that
reflects the appropriate funding rate for that portion of the port-
folio. Positions for which inputs are derived from standard mar-
ket contracts traded in active and observable markets are classi-
fied as Level 2. Level 3 positions are those for which volatility,
forward or correlation inputs are not observable and are there-
fore valued using extrapolation of available data, historical divi-
dend, correlation or volatility data, or the equivalent data for a
related equity.

Commodity derivative contracts

Commodity derivative contracts include forward, swap and op-
tion contracts on individual commodities and on commaodity indi-
ces. Commaodity forward and swap contracts are measured using
market standard models that use market forward levels on stan-
dard instruments. Commodity option contracts are measured us-
ing market standard option models that estimate the commodity
forward level as described above for commodity forward and
swap contracts, incorporating inputs for the volatility of the un-
derlying index or commodity. The option model produces a prob-
ability-weighted expected option payoff that is then discounted
using market standard discounted cash flow models using a rate
that reflects the appropriate funding rate for that portion of the
portfolio. For commodity options on baskets of commodities or
bespoke commaodity indices, the valuation technique also incor-
porates inputs for the correlation between different commodities
or commodity indices. Individual commodity contracts are typi-
cally classified as Level 2 because active forward and volatility
market data is available.

Financial liabilities designated at fair value
Structured and OTC debt instruments issued

Structured debt instruments issued are comprised of medium-
term notes (MTN), which are held at fair value under the fair
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value option. These MTN are tailored specifically to the holder’s
risk or investment appetite with structured coupons or payoffs.
The risk management and the valuation approaches for these
MTN are closely aligned to the equivalent derivatives business
and the underlying risk, and the valuation techniques used for
this component are the same as the relevant valuation techniques
described above. For example, equity-linked notes should be ref-
erenced to equity/index contracts in the replacement value sec-
tion and credit-linked notes should be referenced to credit deriva-
tive contacts.

Other liabilities — amounts due under unit-linked contracts
Unit-linked investment contracts allow investors to invest in a pool
of assets through issued investment units. The unit holders receive
all rewards and bear all risks associated with the reference asset
pool. The financial liability represents the amounts due to unit
holders and is equal to the fair value of the reference asset pool.
The fair values of investment contract liabilities are determined by
reference to the fair value of the corresponding assets. The liabili-
ties themselves are not actively traded, but are mainly referenced
to instruments which are and are therefore classified as Level 2.

f) Transfers between Level 1 and Level 2 in the fair value hierarchy

The amounts disclosed reflect transfers between Level 1 and Level
2 for instruments which were held for the first half of 2014.
Assets totaling approximately CHF 0.9 billion, which were
mainly comprised of financial investments available-for-sale and
financial assets held for trading, were transferred from Level 2 to
Level 1 during the first six months of 2014, generally due to in-
creased levels of trading activity observed within the market.

g) Movements of Level 3 instruments

Transfers of financial liabilities from Level 2 to Level 1 during the
first six months of 2014 were not significant.

Assets totaling approximately CHF 0.5 billion, which were
mainly comprised of financial assets held for trading, and liabilities
totaling approximately CHF 0.2 billion were transferred from Level
1 to Level 2 during the first six months of 2014, generally due to
diminished levels of trading activity observed within the market.

Significant changes in Level 3 instruments

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

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

As of 30 June 2014, financial instruments measured with valu-
ation techniques using significant non-market-observable inputs
(Level 3) mainly comprised the following:

- loans;

— structured reverse repurchase and securities borrowing agree-
ments,

— credit derivative contracts;

— structured debt instruments issued (equity- and credit-linked)
and

— structured over-the-counter debt instruments

Significant movements in Level 3 instruments during the first
six months of 2014 were as follows.

Financial assets held for trading

Financial assets held for trading increased to CHF 4.7 billion from
CHF 4.3 billion during the first half of 2014. Issuances of CHF 2.6
billion and purchases of CHF 0.5 billion, mainly comprised of
loans, were mostly offset by sales of CHF 2.3 billion, primarily
comprised of loans and asset-backed securities. Transfers into
Level 3 during the period amounted to CHF 0.6 billion and were
mainly comprised of certain corporate bonds and asset-backed
securities due to decreased observability of the respective credit
spread inputs. Transfers out of Level 3 amounted to CHF 0.5 bil-
lion and were primarily comprised of certain corporate bonds and
mortgage-backed securities, reflecting increased observability of
the respective credit spread inputs.

Financial assets designated at fair value

Financial assets designated at fair value decreased to CHF 3.6 bil-
lion from CHF 4.4 billion during the first six months of 2014,
mainly reflecting settlements of CHF 0.5 billion, which were pri-
marily comprised of structured reverse repurchase and securities
borrowing agreements, and transfers out of Level 3 totaling CHF
0.3 billion, which were mainly comprised of structured loans.
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Movements of Level 3 instruments

Total gains/losses included in comprehensive income

of which: of which:
related to Level 3 related to Level 3
instruments held Net interest instruments held Other
Balance as of Net trading  at the end of the income and  at the end of the  comprehensive
CHF billion 31 December 2013 income  reporting period other income  reporting period income
Financial assets held for trading’ 4.3 (0.4) (0.3) 0.0 0.0 0.0
RO
Corporate bonds and municipal bonds, including bonds issued
by financial institutions 1.7 0.0 0.0 0.0 0.0 0.0
Cleans oo ©5 04 00 00 00
| Assetbacked securities oo 00 00 00 00 00
COther 06 ©n ... 00 00 00 00
Financial assets designated at fair value 4.4 (0.3) 0.1) 0.0 0.0 0.0
of which:

Structured reverse repurchase and securities borrowing

agreements 3.1 0.3) 0.0 0.0 0.0 0.0
OMer 0200 00 00 00 00
Financial investments available-for-sale 0.8 0.0 0.0 0.0 0.0 0.0
Positive replacement values 5.5 (0.2) 0.1 0.0 0.0 0.0

of which:
e e So P R G T R
Fore/gnexchangecontracts ...................................................... Lo (.0..].) ............. oo wo e
EqUIty//ndexcontracts .......................................................... B W W wo e
e Sy (03) ............. (0’)00 .............. wo e
Negative replacement values 4.4 0.1 0.4 0.0 0.0 0.0

of which:
NS PERRENS (02) ............. T R R T RS R
Fore/gnexchangecontracts ...................................................... s o o e R R
Eqwty/mdexcontracts .......................................................... B SRR s oo
COMer 0500 el 00 00 00
Financial liabilities designated at fair value 121 0.8 1.2 0.0 0.0 0.0

of which:
oSG Ly TF R R T RS TR
iued debt ruments e Je RN s e R R
* Structured over-the-counter debt instruments 8 01 ©n 00 o0 o0
Structuredrepurchaseagreements ................................................ B T SRS s R R

1 Includes assets pledged as collateral which may be sold or repledged by counterparties. 2 Total Level 3 assets as of 30 June 2014 were CHF 14.4 billion (31 March 2014: CHF 14.4 billion, 31 December 2013:
CHF 15.0 billion). Total Level 3 liabilities as of 30 June 2014 were CHF 18.3 billion (31 March 2014: CHF 17.7 billion, 31 December 2013: CHF 16.8 billion).
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Transfers into Transfers out of Foreign currency Balance as of
Purchases Sales Issuances Settlements Level 3 Level 3 translation 30 June 20142

0.0 0.0 2.9 (3.3) 1.8 (2.0) 0.1 12.5
Y T N T S SR~ SR > N A
B 00 00 19 @O o () or 81
B 00 00 0. o 04 0N 00 20,

0.0 0.0 0.0 0.3) 0.0 0.0 0.0 0.9
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Note 10 Fair value measurement (continued)

Financial investments available-for-sale

Financial investments available-for-sale decreased to CHF 0.7 bil-
lion from CHF 0.8 billion during the first half of 2014, reflecting
sales totaling CHF 0.1 billion.

Positive replacement values

Positive replacement values decreased to CHF 5.4 billion from
CHF 5.5 billion during the first half of 2014. Settlements and issu-
ances amounted to CHF 2.0 billion and CHF 1.6 billion, respec-
tively, and were primarily comprised of credit derivative contracts
and equity/index contracts. Transfers into and out of Level 3
amounted to CHF 1.0 billion and CHF 0.5 billion, respectively, and
were mainly comprised of credit derivative contracts and foreign
exchange contracts resulting from both changes in the availability
of the respective observable inputs for credit spreads, as well as
changes in the correlation between the portfolios held and the
representative market portfolio used to independently verify mar-
ket data.

Negative replacement values

Negative replacement values increased to CHF 5.6 billion from CHF
4.4 billion during the first half of 2014. Issuances and settlements
amounted to CHF 1.7 billion and CHF 1.6 billion, respectively, and
were primarily comprised of credit derivative contracts and equi-
ty/index contracts. Transfers into and out of Level 3 amounted to
CHF 1.3 billion and CHF 0.3 billion, respectively, and were mainly

h) Valuation of assets and liabilities classified as Level 3

comprised of credit derivative contracts and interest rate contracts
resulting from both changes in the availability of the respective ob-
servable inputs for credit spreads, as well as changes in the correla-
tion between the portfolios held and the representative market
portfolio used to independently verify market data.

Financial liabilities designated at fair value

Financial liabilities designated at fair value increased to CHF 12.5
billion from CHF 12.1 billion during the first half of 2014. Settle-
ments of CHF 3.3 billion, mainly comprised of equity-linked struc-
tured debt instruments issued and structured over-the-counter
debt instruments, were mostly offset by issuances of CHF 2.9 bil-
lion, also primarily comprised of equity-linked structured debt in-
struments issued and structured over-the-counter debt instru-
ments, and net losses of CHF 0.8 billion included in comprehensive
income. Transfers into and out of Level 3 amounted to CHF 1.8
billion and CHF 2.0 billion, respectively. Transfers into Level 3 were
primarily comprised of equity- and credit-linked structured debt
instruments issued and structured over-the-counter debt instru-
ments as a reduction in observable equity volatility inputs and re-
spective credit spreads affected the embedded options in these
structures. Transfers out of Level 3 were mainly comprised of eg-
uity-, rates- and credit-linked structured debt instruments issued
and resulted from changes in the availability of observable equity
volatility inputs and changes in rates correlation used to deter-
mine the fair value of the embedded options in these structures.

The table on the following pages presents the Group’s assets and
liabilities recognized at fair value and classified as Level 3, together
with the valuation techniques used to measure fair value, the sig-
nificant inputs used in the valuation technique that are considered
unobservable and a range of values for those unobservable inputs.

The range of values represents the highest and lowest level in-
put used in the valuation techniques. Therefore, the range does
not reflect the level of uncertainty regarding a particular input, but
rather the different underlying characteristics of the relevant assets
and liabilities. The ranges will therefore vary from period to period
and parameter to parameter based on characteristics of the instru-
ments held at each balance sheet date. Further, the ranges of un-
observable inputs may differ across other financial institutions due
to the diversity of the products in each firm’s inventory.

Significant unobservable inputs in Level 3 positions

This section discusses the significant unobservable inputs identi-
fied in the table on the following pages and assesses the potential
effect that a change in each unobservable input in isolation may
have on a fair value measurement, including information to facili-
tate an understanding of factors that give rise to the input ranges
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shown. Relationships between observable and unobservable in-
puts have not been included in the summary below.

Bond price equivalent: Where market prices are not available for
a bond, fair value is measured by comparison with observable
pricing data from similar instruments. Factors considered when
selecting comparable instruments include credit quality, maturity
and industry of the issuer. Fair value may be measured either by a
direct price comparison or by conversion of an instrument price
into a yield (either as an outright yield or as a spread to LIBOR).
Bond prices are expressed as points of the nominal, where 100
represents a fair value equal to the nominal value (i.e., par).

For corporate and municipal bonds, the range of 7-123 repre-
sents the range of prices from reference issuances used in deter-
mining fair value. Bonds priced at O are distressed to the point
that no recovery is expected, while prices significantly in excess of
100 or “par” relate to inflation-linked or structured issuances that
pay a coupon in excess of the market benchmark as of the mea-
surement date. The weighted average price is approximately 96
points, with a majority of positions concentrated around this
price.



Note 10 Fair value measurement (continued)

For asset-backed securities, the bond price range of 0-102
points represents the range of prices for reference securities used
in determining fair value. An instrument priced at 0 is not ex-
pected to pay any principal or interest, while an instrument priced
close to 100 points is expected to be repaid in full as well as pay a
yield close to the market yield. More than 96% of the portfolio is
priced at 80 points or higher, and the weighted average price for
Level 3 assets within this portion of the Level 3 portfolio is 89
points.

For credit derivatives, the bond price range of 3-98 points dis-
closed within credit derivatives represents the range of prices used
for reference instruments that are typically converted to an equiv-
alent yield or credit spread as part of the valuation process. The
range is comparable to that for corporate and asset-backed issu-
ances described above.

Loan price equivalent: Where market prices are not available for
a traded loan, fair value is measured by comparison with observ-
able pricing data for similar instruments. Factors considered
when selecting comparable instruments include industry seg-
ment, collateral quality, maturity and issuer-specific covenants.
Fair value may be measured either by a direct price comparison or
by conversion of an instrument price into a yield. The range of
0-100 points represents the range of prices derived from refer-
ence issuances of a similar credit quality used in measuring fair
value for loans classified as Level 3. Loans priced at O are dis-
tressed to the point that no recovery is expected, while a current
price of 100 represents a loan that is expected to be repaid in full,
and also pays a yield marginally higher than market yield. The
portfolio is distributed at both the very low end and the very high
end of the disclosed range with a weighted average of approxi-
mately 93 points.

Credit spread: Valuation models for many credit derivatives re-
quire an input for the credit spread, which is a reflection of the
credit quality of the associated referenced underlying. The credit
spread of a particular security is quoted in relation to the yield on
a benchmark security or reference rate, typically either US Trea-
sury or LIBOR, and is generally expressed in terms of basis points.
An increase/(decrease) in credit spread will increase/(decrease)
the value of credit protection offered by CDS and other credit
derivative products. The impact on the results of the Group of
such changes depends on the nature and direction of the posi-
tions held. Credit spreads may be negative where the asset is
more creditworthy than the benchmark against which the spread
is calculated. A wider credit spread represents decreasing credit-
worthiness. The ranges of 29-292 basis points in loans and
0-1,168 basis points in credit derivatives represents a diverse set
of underlyings, with the lower end of the range representing
credits of the highest quality (e.g., approximating the risk of
LIBOR) and the upper end of the range representing greater levels
of credit risk.

Constant prepayment rate: A prepayment rate represents the
amount of unscheduled principal repayment for a pool of loans.
The prepayment estimate is based on a number of factors, such as
historical prepayment rates for previous loans that are similar pool
loans and the future economic outlook, considering factors in-
cluding, but not limited to, future interest rates. In general, a sig-
nificant increase (decrease) in this unobservable input in isolation
would result in a significantly higher (lower) fair value for bonds
trading at a discount. For bonds trading at a premium the reverse
would apply, with a decrease in fair value when the constant pre-
payment rate increases. However, in certain cases the effect of a
change in prepayment speed upon instrument price is more com-
plicated and is dependent upon both the precise terms of the se-
curitization and the position of the instrument within the securiti-
zation capital structure.

For asset-backed securities, the range of 0-18% represents
inputs across various classes of asset-backed securities. Securi-
ties with an input of 0% typically reflect no current prepayment
behavior within their underlying collateral with no expectation
of this changing in the immediate future, while the high range
of 18% relates to securities that are currently experiencing high
prepayments. Different classes of asset-backed securities typi-
cally show different ranges of prepayment characteristics de-
pending on a combination of factors, including the borrowers’
ability to refinance, prevailing refinancing rates, and the quality
or characteristics of the underlying loan collateral pools. The
weighted average constant prepayment rate for the portfolio is
5%.

For credit derivatives, the range of 2-15% represents the input
assumption for credit derivatives on asset-backed securities. The
range is driven in a similar manner to that for asset-backed securi-
ties.

For FX contracts and interest rate contracts, the ranges of
0-13% and 0-3%, respectively, represent the prepayment as-
sumptions on securitizations underlying the BGS portfolio. This
portfolio is less diverse than other asset-backed securities port-
folios and the range of prepayment speed is therefore narrow-
er.

Constant default rate (CDR): The CDR represents the percentage
of outstanding principal balances in the pool that are projected to
default and liquidate and is the annualized rate of default for a
group of mortgages or loans. The CDR estimate is based on a
number of factors, such as collateral delinquency rates in the pool
and the future economic outlook. In general, a significant increase
(decrease) in this unobservable input in isolation would result in
significantly lower (higher) cash flows for the deal (and thus lower
(higher) valuations). However, different instruments within the
capital structure can react differently to changes in the CDR rate.
Generally, subordinated bonds will decrease in value as CDR in-
creases, but for well-protected senior bonds an increase in CDR
may cause an increase in price. In addition, the presence of a
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Note 10 Fair value measurement (continued)

guarantor wrap on the collateral pool of a security may result in
notes at the junior end of the capital structure experiencing a
price increase with an increase in the default rate.

The ranges of 0-10% for asset-backed securities and 0-10%
for credit derivatives represent the expected default percentage
across the individual instruments’ underlying collateral pools. For
asset-backed securities, the weighted average CDR is 7%.

Loss severity/recovery rate: The projected loss severity/recovery
rate reflects the estimated loss that will be realized given expected
defaults. Loss severity is generally applied to collateral within as-
set-backed securities while the recovery rate is the analogous pric-
ing input for corporate or sovereign credits. Recovery is the re-
verse of loss severity, so a 100% recovery rate is the equivalent of
a 0% loss severity. Increases in loss severity levels/decreases in
recovery rates will result in lower expected cash flows into the
structure upon the default of the instruments. In general, a sig-
nificant decrease (increase) in the loss severity in isolation would
result in significantly higher (lower) fair value for the respective
asset-backed securities. The impact of a change in recovery rate
on a credit derivative position will depend upon whether credit
protection has been bought or sold.

Loss severity is ultimately driven by the value recoverable from
collateral held after foreclosure occurs relative to the loan princi-
pal and possibly unpaid interest accrued at that point. The range
of 0-91% for asset-backed securities represents the different
quality and nature of collateral within the asset-backed securities
portfolio. The weighted average loss severity is 82%. For credit
derivatives, the loss severity range of 0-100% applies to deriva-
tives on asset-backed securities and is broadly similar to the range
for cash positions held. The recovery rate range of 0-95% repre-
sents a wide range of expected recovery levels on credit derivative
contracts within the Level 3 portfolio.

Discount margin (DM) spread: The DM spread represents the dis-
count rates used to present value cash flows of an asset to reflect
the market return required for uncertainty in the estimated cash
flows. DM spreads are a rate or rates applied on top of a floating
index (e.g., LIBOR) to discount expected cash flows. Generally, a
decrease (increase) in the unobservable input in isolation would
result in a significantly higher (lower) fair value.

The different ranges represent the different discount rates
across loans (1-15%), asset-backed securities (1-29%) and credit
derivatives (0-26%). The high end of the range relates to securi-
ties that are priced very low within the market relative to the ex-
pected cash flow schedule and there is significant discounting
relative to the expected cash flow schedule. This indicates that the
market is pricing an increased risk of credit loss into the security
that is greater than what is being captured by the expected cash
flow generation process. The low ends of the ranges are typical of
funding rates on better quality instruments. For asset-backed se-
curities, the weighted average DM is 4%. For loans, the average
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effective DM is 1.59% compared with the disclosed range of
1-15%.

Equity dividend yields: The derivation of a forward price for an
individual stock or index is important both for measuring fair val-
ue for forward or swap contracts and for measuring fair value
using option pricing models. The relationship between the current
stock price and the forward price is based on a combination of
expected future dividend levels and payment timings, and, to a
lesser extent, the relevant funding rates applicable to the stock in
question. Dividend yields are generally expressed as an annualized
percentage of share price with the lowest limit of 0% represent-
ing a stock that is not expected to pay any dividend. The dividend
yield and timing represents the most significant parameter in de-
termining fair value for instruments that are sensitive to an equity
forward price. The range of 0-11% reflects the expected range of
dividend rates for the portfolio.

Volatility: Volatility measures the variability of future prices for a
particular instrument and is generally expressed as a percentage,
where a higher number reflects a more volatile instrument for
which future price movements are more likely to occur. The mini-
mum level of volatility is 0% and there is no theoretical maximum.
Volatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the un-
derlying instrument. The effect of volatility on individual positions
within the portfolio is driven primarily by whether the option con-
tract is a long or short position. In most cases, the fair value of an
option increases as a result of an increase in volatility and is re-
duced by a decrease in volatility. Generally, volatility used in the
measurement of fair value is derived from active market option
prices (referred to as “implied” volatility). A key feature of implied
volatility is the volatility “smile” or “skew,” which represents the
effect of pricing options of different option strikes at different
implied volatility levels.

— Volatility of interest rates — the range of 1-97% reflects the
range of unobservable volatilities across different currencies
and related underlying interest rate levels. Volatilities of low
interest rates tend to be much higher than volatilities of high
interest rates. In addition, different currencies may have sig-
nificantly different implied volatilities.

— Volatility of foreign exchange — the range of 2-15% reflects
differences across various FX rates.

— Volatility of equity stocks, equity and other indices — the range
of 1-73% is reflective of the range of underlying stock volatili-
ties.

— Volatility of mortality — the range of 21-128% represents mor-
tality volatility assumptions for different components of the
mortality contingent loan portfolio. The range in volatility in-
puts is driven by different characteristics of contracts within
the portfolio. An increase in volatility will cause an increase in
loan value as the notional drawn will tend to increase.



Note 10 Fair value measurement (continued)

Correlation: Correlation measures the inter-relationship between
the movements of two variables. It is expressed as a percentage
between (100)% and +100%, where +100% are perfectly corre-
lated variables (meaning a movement of one variable is associated
with a movement of the other variable in the same direction), and
(100)% are inversely correlated variables (meaning a movement
of one variable is associated with a movement of the other vari-
able in the opposite direction). The effect of correlation on the
measurement of fair value is dependent on the specific terms of
the instruments being valued, due to the range of different payoff
features within such instruments.

— Rate-to-rate correlation — the correlation between interest
rates of two separate currencies. The range of 84-94% results
from the different pairs of currency involved.

— Intra-curve correlation — the correlation between different ten-
or points of the same yield curve. Correlations are typically
fairly high, as reflected by the range of 50-94%.

— Credit index correlation of 10-90% reflects the implied corre-
lation derived from different indices across different parts of
the benchmark index capital structure. The input is particularly
important for bespoke and Level 3 index tranches.

— Credit pair correlation is particularly important for FTD credit
structures. The range of 57-94% reflects the difference between
credits with low correlation and similar highly correlated credits.

— Rate-to-FX correlation — captures the correlation between inter-
est rates and FX rates. The range for the portfolio is (57)-60%,
which represents the relationship between interest rates and
foreign exchange levels. The signage on such correlations is
dependent on the quotation basis of the underlying FX rate
(e.g., EUR/USD and USD/EUR correlations to the same interest
rate will have opposite signs).

— FX-to-FX correlation is particularly important for complex op-
tions that incorporate different FX rates in the projected pay-
off. The range of (83)-80% reflects the underlying characteris-
tics across the main FX pairs to which the Group has exposures.

— Equity-to-equity correlation is particularly important for com-
plex options that incorporate, in some manner, different equi-
ties in the projected payoff. The closer the correlation is to
100%, the more related one equity is to another. For example,
equities with a very high correlation could be from different
parts of the same corporate structure. The range of 11-97% is
reflective of this.

— Equity-to-FX correlation is important for equity options based on
a currency different to the currency of the underlying stock. The
range of (64)-84% represents the range of the relationship be-
tween underlying stock and foreign exchange volatilities.

Funding spread: Structured financing transactions are valued
using synthetic funding curves that best represent the assets
that are pledged as collateral to the transactions. They are not
representative of where the Group can fund itself on an unse-
cured basis, but provide an estimate of where the Group can
source and deploy secured funding with counterparties for a
given type of collateral. The funding spreads are expressed in
terms of basis points over or under LIBOR and if funding spreads
widen this increases the impact of discounting. The range of
10-163 basis points for both structured repurchase agreements
and structured reverse repurchase agreements represents the
range of asset funding curves, where wider spreads are due to
a reduction in liquidity of underlying collateral for funding pur-
poses.

A small proportion of structured debt instruments and non-
structured fixed-rate bonds within financial liabilities designated
at fair value had an exposure to funding spreads that is longer in
duration than the actively traded market. Such positions are with-
in the range of 10-163 basis points reported above.

Upfront price points: A component in the price quotation of
credit derivative contracts, whereby the overall fair value price
level is split between the credit spread (basis points running
over the life of the contract as described above) and a compo-
nent that is quoted and settled upfront on transacting a new
contract. This latter component is referred to as upfront price
points and represents the difference between the credit spread
paid as protection premium on a current contract versus a small
number of standard contracts defined by the market. Distressed
credit names frequently trade and quote CDS protection only in
upfront points rather than as a running credit spread. An in-
crease/(decrease) in upfront points will increase/(decrease) the
value of credit protection offered by CDS and other credit de-
rivative products. The effect on the results of the Group of in-
creases or decreases in upfront price points depends on the
nature and direction of the positions held. Upfront pricing
points may be negative where a contract is quoting for a nar-
rower premium than the market standard, but are generally
positive, reflecting an increase in credit premium required by
the market as creditworthiness deteriorates. The range of 11—
73% within the table above represents the variety of current
market credit spread levels relative to the benchmarks used as a
quotation basis. Upfront points of 73% represent a distressed
credit.
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Note 10 Fair value measurement (continued)

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

Fair value Range of inputs
Assets Liabilities 30.6.14 31.12.13
Significant
unobservable
CHF billion 30.6.14 31.12.13 30.6.14 31.12.13 Valuation technique(s) input(s)' low high low high unit!
Financial assets held for
trading/Trading portfolio
liabilities, Financial
assets/liabilities desig-
nated at fair value and
Financial investments
availableforsale
Corporate bonds and munici-
pal bonds, including bonds Relative value to market
issued by financial institutions s . 8 ... 01 ... 02 comparable  Bondprice equivalent 7.8 0 127 points.
Traded loans, loans designat-
ed at fair value and loan Relative value to market
commitments 3.0 2.2 0.0 0.0 comparable Loan price equivalent 0 100 0 102 points
Discounted expected cash basis
........................................................................ fows ... GCedtspead 29 202 65 125 points
Market comparable and
RO seaurtization model | Discountmargin/spread 1 15 LR L%
Mortality dependent cash
R fow Volatiity of mortality 20 18 n 8 %
Relative value to market
Investment fund units? 05 06 00 00 comparable « Netassetvalue
Discounted cash flow
Asset-backed securities 07 ... ... 00 ... 0.0 projection . ... Constant prepayment rate 0. 18 0. 8 %
TSP Constant defaultrate o .10 o 10 %
o osssevety 0 9 0 00 %
i Discount margin/spread 1 29 .. LI 39 %
Relative value to market
..................................................................... comparable . Bondpriceequialent 0 102 0 102 points.
Relative value to market
Equiy instruments? 05 06 00 00 compawble . Price
Structured (reverse) repur- Discounted expected cash basis
chase agreements 26 31 0.9 1.2 flows ...  Fundngspread 1016 0 163 points.
Financial assets for unit-linked Relative value to market
investment contracts? 0.1 0.1 comparable Price

Structured debt instruments
and non-structured fixed-rate
bonds? 11.6 11.0
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Note 10 Fair value measurement (continued)

Valuation techniques and inputs used in the fair value measurement of Level 3 assets and liabilities (continued)

Fair value Range of inputs
Assets Liabilities 30.6.14 31.12.13
Significant
unobservable
CHF billion 30.6.14 31.12.13 30.6.14 31.12.13 Valuation technique(s) input(s)’ low high low high unit’

Replacement values

Discounted expected cash

flows Constant prepayment rate 0 3 0 3 %
Dlscountedexpectedcash ..........................................................................

flow based on modeled basis
Credit derivative contracts 2.9 3.0 2.3 2.0 defaults and recoveries Credit spreads 0 1,168 2 1,407 points
Upfrontpncepomts ............. o L ( 12) ....... P 5
Recoveryrates ................... s o o "
e o0 w oo w o
Dlscountmargln/spread ........... o e oo o
Credltpalrcorrelanon ........... G R oo 5 "

Discounted cash flow
projection on underlying

bond Constant prepayment rate 2 15 0 15 %
Constant default rate 0 10 0 12 %
. |osseveriy o o 0 100 %
e Discount margin/spread 0. 18 0 38 .
... Bondprice equivalent 3. 8 L0 100 points
Volatility of foreign
Foreign exchange contracts 0.8 09 04 05 Optonmodel  ~ exchange 2 B o 0 %
. ReeteRXcoreation G7) 60 D 80 %
. PXofXcorelaton 83 80 B3 80 %
Discounted expected cash
....................................................................... flows ... Constantprepaymentrate 0 13 0 13 %
Equity/index contracts 4 2 ... 22 .. 1.5 Optionmodel Equitydividendyields = 0. noe e %
Volatility of equity stocks,
e ..............~coutyandotherindies - B L
... CFodtyoFXcorelton (64) 84 B2 T %
Equity-to-equity
correlation 1 97 17 99 %
Relative value to market
Non-financial assets** 0.1 o1 comparable P L
Projection of cost and
Discounted cash flow income related to the
projection particular property

Assessment of the
particular property's
condition

1 The ranges of significant unobservable inputs are represented in points, percentages and basis points. Points are a percentage of par. For example, 100 points would be 100% of par. 2 The range of inputs is not disclosed
due to the dispersion of possible values given the diverse nature of the investments. 3 Valuation techniques, significant unobservable inputs and the respective input ranges for structured debt instruments and non-structured
fixed-rate bonds are the same as the equivalent derivative or structured financing instruments presented elsewhere in this table. 4 Non-financial assets include investment properties at fair value and other assets which pri-
marily consist of assets held for sale.
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Note 10 Fair value measurement (continued)

i) Sensitivity of fair value measurements to changes in unobservable input assumptions

The table below summarizes those financial assets and liabilities
classified as Level 3 for which a change in one or more of the
unobservable inputs to reflect reasonably possible alternative as-
sumptions would change fair value significantly, and the estimat-
ed effect thereof. As of 30 June 2014, the total favorable and
unfavorable effects of changing one or more of the unobservable
inputs to reflect reasonably possible alternative assumptions for
financial instruments classified as Level 3 were CHF 1.3 billion and
CHF 1.1 billion, respectively (31 March 2014: CHF 1.3 billion and
CHF 1.1 billion, respectively; 31 December 2013: CHF 1.4 billion
and CHF 1.1 billion, respectively).

The table shown presents the favorable and unfavorable ef-
fects for each class of financial assets and liabilities for which the
potential change in fair value is considered significant. The sensi-
tivity data presented represents an estimation of valuation uncer-
tainty based on reasonably possible alternative values for Level 3
inputs at the balance sheet date and does not represent the esti-
mated effect of stress scenarios. Typically, these financial assets
and liabilities are sensitive to a combination of inputs from Levels
1-3. Although well-defined interdependencies may exist between
Levels 1-2 and Level 3 parameters (e.g., between interest rates,
which are generally Level 1 or Level 2, and prepayments, which
are generally Level 3), these have not been incorporated in the
table. Further, direct inter-relationships between the Level 3 pa-
rameters discussed below are not a significant element of the
valuation uncertainty.

Sensitivity data is estimated using a number of techniques in-
cluding the estimation of price dispersion among different market
participants, variation in modeling approaches and reasonably
possible changes to assumptions used within the fair value mea-
surement process. The sensitivity ranges are not always symmetri-
cal around the fair values as the inputs used in valuations are not
always precisely in the middle of the favorable and unfavorable
range.

Sensitivity data is determined at a product or parameter level
and then aggregated assuming no diversification benefit. The cal-
culated sensitivity is applied to both the outright position and any
related Level 3 hedges. The main interdependencies across differ-
ent Level 3 products to a single unobservable input parameter
have been included in the basis of netting exposures within the
calculation. Aggregation without allowing for diversification in-
volves the simple summation of individual results with the total
sensitivity, therefore representing the impact of all unobservable
inputs which, if moved to a reasonably possible favorable or unfa-
vorable level at the same time, would result in a significant change
in the valuation. Diversification would incorporate estimated cor-
relations across different sensitivity results and, as such, would
result in an overall sensitivity that would be less than the sum of
the individual component sensitivities. The Group believes that,
while there are diversification benefits within the portfolios repre-
senting these sensitivity numbers, they are not significant to this
analysis.

Sensitivity of fair value measurements to changes in unobservable input assumptions

30.6.14 31.3.14 31.12.13

Favorable Unfavorable Favorable  Unfavorable Favorable  Unfavorable
CHF million changes'’ changes'’ changes' changes' changes' changes'
Government bills/bonds 9 (1) 9 (1) 17 (4)
Corporate bonds and municipal bonds, including bonds issued by financial institutions 39 63 7 m 33 (76)
Traded loans, loans designated at fair value and loan commitments 197 a w5 s (70
Assetbacked securites 15 a8 3 @Gy 54 (46)
Equity instruments u 6y 134 (8 137 (84
Interest rate derivative contracts, net 12, 9 R () R 2 @)
Credit derivative contracts, net a8 (509) 517 @z 5030 (a71)?
Foreign exchange derivative contracts, net 57 G2 S N /) 57 (56)
Equity/index derivative contracts, net 68 ) 57 (53 o @)
Structured debt instruments and non-structured fixed-rate bonds 180 (1s8) %3 (128 184 (151)
Ot R W (35) ,,,,,,,, s (38) ,,,,,,,, o (54)
Total 1,255 (1,124) 1,275 (1,060) 1,366 (1,146)

1 0Of the total favorable change, CHF 128 million as of 30 June 2014 (31 March 2014: CHF 144 million, 31 December 2013: CHF 154 million) related to financial investments available-for-sale. Of the total unfavorable

change, CHF 119 million as of 30 June 2014 (31 March 2014: CHF 149 million, 31 December 2013: CHF 159 million) related to financial investments available-for-sale.

2 In the second quarter of 2014, comparative

period figures for 31 December 2013 related to credit derivative contracts were corrected. As a result, favorable and unfavorable changes related to credit derivative contracts as of 31 December 2013 were increased by

CHF 137 million and CHF 52 million, respectively.

136



Note 10 Fair value measurement (continued)

j) Deferred day-1 profit or loss

As explained above, for new transactions resulting in a financial
instrument classified as Level 3, the financial instrument is initially
recognized at the transaction price. The transaction price may dif-
fer from the fair value obtained using a valuation technique, and
any such difference is deferred and not recognized in the income
statement and referred to as deferred day-1 profit or loss. The
table below reflects the activity in deferred day-1 profit or loss for

these financial instruments, including the aggregate difference
yet to be recognized in the income statement at the beginning
and end of the reporting period and a reconciliation of changes
during the reporting period. Amounts deferred are released and
gains or losses are recorded in Net trading income when pricing of
equivalent products or the underlying parameters become observ-
able or when the transaction is closed out.

Deferred day-1 profit or loss

For the quarter ended

CHF million 30.6.14 31.3.14 30.6.13
Balance at the beginning of the period 514 436 483
Proflt/(loss) Gefentes o FPREIEE o e
(Profit)/loss recognized in the income statement @) 7w o)
Forelgncurrency Wanaon G (5) [T (16)
Balance at the end of the period 469 514 512

k) Financial instruments not measured at fair value

The following table reflects the estimated fair values for UBS’s financial instruments not measured at fair value.

Financial instruments not measured at fair value

30.6.14 31.3.14 31.12.13
Fair value

CHF billion
Assets

Carrying value Carrying value Fair value Carrying value Fair value

Other assets

Liabilities

Dueto banks ...................................................... 133 .............. 132 .............. SRR R 129 .............. - 9
Cashcollateralonsecuntles Ient ..................................... ; 23 .............. ; 23 .............. 134 .............. 134 ............... 9 5 ............... 9 5 .
Repurchaseagreements ............................................. 187 .............. 187 .............. 17 7 .............. 17 7 .............. 138 .............. 13 8 .
Cash collateral payables on derivative instruments . 37 37 %7 %7 95 495
Duetocustomers38853885 ............. 3888 ............. 3888 ............. 3908 ............. 3908
Debt |ssued ....................................................... 809 .............. 841 .............. 76 : 7 .............. 79 6 .............. 814 .............. 84 0 .
Other I|a bllmes ................................................... 44 9 .............. 449 .............. 417 .............. 417 .............. 395 .............. 395 .
Guarantees/Loan commitments

Guarantees* ........................................................ 01 .............. (01)01 ............... (01) .............. 01 ............... (01)
Loancommltmentsz ................................................. 00 ............... 000001 ............... 00 ............... 01

1 The carrying value of guarantees represented a liability of CHF 0.1 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion, 31 December 2013: CHF 0.1 billion). The estimated fair value of guarantees represented
an asset of CHF 0.1 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion, 31 December 2013: CHF 0.1 billion). 2 The carrying value of loan commitments represented a liability of CHF 0.0 billion as of 30 June
2014 (31 March 2014: CHF 0.0 billion, 31 December 2013: CHF 0.0 billion). The estimated fair value of loan commitments represented a liability of CHF 0.0 billion as of 30 June 2014 (31 March 2014: CHF 0.1 billion,
31 December 2013: CHF 0.1 billion).
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Note 10 Fair value measurement (continued)

The fair values included in the table on the previous page were
calculated for disclosure purposes only. The fair value valuation
techniques and assumptions described below relate only to the
fair value of UBS’s financial instruments not measured at fair val-
ue. Other institutions may use different methods and assumptions
for their fair value estimation, and therefore such fair value disclo-
sures cannot necessarily be compared from one financial institu-
tion to another. UBS applies significant judgments and assump-
tions to arrive at these fair values, which are more holistic and less
sophisticated than UBS's established fair value and model gover-
nance policies and processes applied to financial instruments ac-
counted for at fair value whose fair values impact UBS's balance
sheet and net profit. The following principles were applied when
determining fair value estimates for financial instruments not
measured at fair value:

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

— Where quoted market prices were not available, the fair values
were estimated by discounting contractual cash flows using
current market interest rates or appropriate yield curves for in-
struments with similar credit risk and maturity. These estimates
generally include adjustments for counterparty credit or UBS's
own credit.
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— For short-term financial instruments with remaining maturities
of three months or less, the carrying amount, which is net of
credit loss allowances, is generally considered a reasonable es-
timate of fair value. The following financial instruments not
measured at fair value have remaining maturities of three
months or less as of 30 June 2014: 100% of cash and balances
with central banks, 96% of amounts due from banks, 100%
of cash collateral on securities borrowed, 87% of reverse re-
purchase agreements, 100% of cash collateral receivables on
derivatives, 56% of loans, 92% of amounts due to banks,
93% of cash collateral on securities lent, 96% of repurchase
agreements, 100% of cash collateral payable on derivatives,
99% of amount due to customers and 16% of debt issued.

— The fair value estimates for repurchase and reverse repurchase
agreements with variable and fixed interest rates, for all ma-
turities, include the valuation of the interest rate component of
these instruments. Credit and debit valuation adjustments
have not been included in the valuation due to the short-term
nature of these instruments.

— The estimated fair values of off-balance sheet financial instru-
ments are based on market prices for similar facilities and guar-
antees. Where this information is not available, fair value is
estimated using discounted cash flow analysis.



Note 11 Derivative instruments’

30.6.14
Notional values Notional values
Positive related to Negative related to
replacement  positive replace- replacement negative replace-  Other notional
CHF billion values ment values? values ment values? values?

Derivative instruments

Unsettled sales of non-derivative financial assets*
Total derivative instruments, based on IFRS netting®

Replacement value netting, based on capital adequacy rules (57) (57)
Cash collateral netting, based on capital adequacy rules (23) (15)
Total derivative instruments, based on capital adequacy netting® 25 32
31.3.14
Notional values Notional values
Positive related to Negative related to
replacement positive replace- replacement negative replace- Other notional
CHF billion values ment values? values ment values? values?

Derivative instruments

Unsettled sales of non-derivative financial assets* 0 30 0 30 0
Total derivative instruments, based on IFRS netting® 215 6,993 210 6,752 14,920
Replacement value netting, based on capital adequacy rules (164) (164)
Eééh'c'dl‘lét'ér'él'hétt'ihg‘,‘béééd'bh'éébit‘él 'éd'ed'déc'y' e gy (a7
Total derivative instruments, based on capital adequacy netting® 26 32
31.12.13
Notional values Notional values
Positive related to Negative related to

replacement positive replace- replacement negative replace- Other notional
CHF billion values ment values? values ment values? values®
Derivative instruments
et rate contiacts G s e Si7 6505
Credit dorvative contracte Sy g Sy G T
o 'r'e'igh‘ékéhéh 'g'é omtacts B Som R o ;-
'E'cjlji'ty'/‘ihdé'k ot Jp Sy Sy B i
Commodity contracts, including precious metals contracts 3 a3 3 3 "
Unsetild F.).U.r.ch.a,s.es. o derivative fancial asseted g sy g G .
Unecttled sales of ron-derivative fnancial sseetst o T o R 0
Total derivative instruments, based on IFRS netting® 254 7,519 248 7,259 16,557
Replacement value netting, based on capital adequacy rules (193) (193)
fééh'c'dl‘lét'ér'él'héﬁih'g‘,‘ba'ééd'éh'c'a'bité‘l 'édéq'lja'c'y' e by qay
Total derivative instruments, based on capital adequacy netting® 33 41

1 Bifurcated embedded derivatives are presented on the same balance sheet line as the host contract and are excluded from the table. As of 30 June 2014, these derivatives amounted to a PRV of CHF 0.1 billion (related
notional values of CHF 5.2 billion) and an NRV of CHF 0.1 billion (related notional values of CHF 10.8 billion). As of 31 March 2014, bifurcated embedded derivatives amounted to a PRV of CHF 0.2 billion (related notional
values of CHF 7.1 billion) and an NRV of CHF 0.3 billion (related notional values of CHF 13.0 billion). As of 31 December 2013, bifurcated embedded derivatives amounted to a PRV of CHF 0.2 billion (related notional values
of CHF 6.7 billion) and an NRV of CHF 0.4 billion (related notional values of CHF 12.8 billion). 2 In cases where replacement values are presented on a net basis on the balance sheet, the respective notional values of the
netted replacement values are still presented on a gross basis. 3 Other notional values relate to derivatives which are cleared through either a central clearing counterparty or an exchange. The fair value of these derivatives
is presented on the balance sheet net of the corresponding cash margin under Cash collateral receivables on derivative instruments and Cash collateral payables on derivatives instruments and were not material for all peri-
ods presented. 4 Changes in the fair value of purchased and sold non-derivative financial assets between trade date and settlement date are recognized as replacement values. 5 Includes agency transactions and OTC
derivatives cleared for clients with a central counterparty with a combined PRV of CHF 6.3 billion as of 30 June 2014 (31 March 2014: CHF 6.1 billion; 31 December 2013: CHF 5.7 billion) and a combined NRV of CHF 6.6
billion as of 30 June 2014 (31 March 2014: CHF 6.4 billion; 31 December 2013: CHF 5.9 billion) for which notional values were not included in the table above due to their significantly different risk profile. 6 Includes the
impact of netting agreements (including cash collateral) in accordance with Swiss Federal Banking Law.
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Note 12 Offsetting financial assets and financial liabilities

UBS enters into netting agreements with counterparties to man-
age the credit risks associated primarily with repurchase and re-
verse repurchase transactions, securities borrowing and lending
and over-the-counter and exchange-traded derivatives. These
netting agreements and similar arrangements generally enable
the counterparties to set-off liabilities against available assets re-
ceived — in the ordinary course of business and/or in the event
that the counterparty to the transaction is unable to fulfill its con-
tractual obligations. The right of set-off is a legal right to settle or
otherwise eliminate all or a portion of an amount due by applying
an amount receivable from the same counterparty against it, thus
reducing credit exposure.

The table on the following page provides a summary of finan-
cial assets subject to offsetting, enforceable master netting ar-
rangements and similar agreements, as well as financial collateral
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received to mitigate credit exposures for these financial assets.
The gross financial assets of the Group that are subject to offset-
ting, enforceable netting arrangements and similar agreements
are reconciled to the net amounts presented within the associated
balance sheet line, after giving effect to financial liabilities with
the same counterparties that have been offset on the balance
sheet and other financial assets not subject to an enforceable net-
ting arrangement or similar agreement. Further, related amounts
for financial liabilities and collateral received that are not offset on
the balance sheet are shown to arrive at financial assets after con-
sideration of netting potential.

The Group engages in a variety of counterparty credit mitigation
strategies in addition to netting and collateral arrangements. There-
fore, the net amounts presented in the tables on the next pages do
not purport to represent the Group’s actual credit exposure.



Note 12 Offsetting financial assets and financial liabilities (continued)

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

30.6.14

Assets subject to netting arrangements

Netting potential not recognized
in the balance sheet?

Assets

recognized

Gross assets ~ Balance sheet on the

before balance netting with balance

CHF billion sheet netting gross liabilities?  sheet, net

Collateral
received

Financial
liabilities

Assets after
consideration
of netting
potential

Assets not
subject to
enforceable
netting ar-
rangements
and other
out-of-
scope items

Total assets
recognized
on the
balance
sheet

Cash collateral on securities borrowed

Financial assets designated at fair value

Total assets (194.7) 314.6

313.14

Assets subject to netting arrangements

Netting potential not recognized
in the balance sheet?

Assets

recognized

Gross assets ~ Balance sheet on the

before balance netting with balance

CHF billion sheet netting gross liabilities?  sheet, net

Collateral
received

Financial
liabilities

Assets after
consideration
of netting
potential

Assets not
subject to
enforceable
netting ar-
rangements
and other
out-of-
scope items

Total assets
recognized
on the
balance
sheet

Cash collateral on securities borrowed

Cash collateral re

Financial assets designated at fair value

Total assets (192.4) 329.4

31.12.13

Assets subject to netting arrangements

Netting potential not recognized
in the balance sheet®

Assets not
subject to
enforceable
Assets netting ar-  Total assets
recognized Assets after rangements  recognized
Gross assets  Balance sheet on the consideration and other on the
before balance netting with balance Financial Collateral of netting out-of- balance
CHF billion sheet netting gross liabilities?  sheet, net liabilities received potential ~ scope items sheet
Cash collateral on securities borrowed %5 00 265 (2 252) .02 0 275
Reverse repurchase agreements ms o @4 B6.1 64 ©n 00 55 916
Positive replacement values 2445 (28) 2418 (1929 | G55 .14 123 254.1
Cash collteral receivables on derivative intruments' 200 %60 B8 a8 an 82 45 283
Financial assets designated at fair value 3.9 0.0 3.9 0.0 (3.9) 0.1 3.4 7.4
Total assets 606.4 (224.3) 382.0 (213.9) (146.4) 21.8 26.7 408.8

1 The net amount of Cash collateral receivables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD derivatives
which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral pledged, reflected on the Negative replacement
values line in the table presented on the following page. 2 The logic of the table results in amounts presented in the "Balance sheet netting with gross liabilities” column corresponding directly to the amounts presented in
the "Balance sheet netting with gross assets” column in the liabilities table presented on the following page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral not set off in the
balance sheet have been capped by the relevant netting agreement so as not to exceed the net amount of financial assets presented on the balance sheet, i.e., over-collateralization, where it exists, is not reflected in the table.
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Note 12 Offsetting financial assets and financial liabilities (continued)

Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements

30.6.14
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet?
Liabilities
not subject
to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after  mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential ~ scope items sheet
Cash collateral on securities lent 1.2 0.0 11.2 (1.7) (9.6) 0.0 1.1 12.3
Repurchase agreements a8 G 04 @n €3 00 83 8.7
Negative replacementvalues 1929 @6 1903 (15700 (185 M8 B 2034
Cash collateral payables on derivative instruments 1882 (547 35 @30 G688 102 437
Financial liabilities designated at fair value 5.7 0.0 5.7 0.0 (1.8) 3.8 63.2 68.9
Total liabilities 4458 (194.7) 251.1 (185.8) (39.9) 25.5 95.9 347.0
313.14
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet’
Liabilities
not subject
to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after  mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential ~ scope items sheet
.C.as'hlc‘ql‘lg‘ggr.qltqn secqri‘ti.es Ientml ““12.4 ““12.4 “(10.4)“ ‘ 0.0 ““13.4.
Repurchase agreements L0388 @O 6, Sy e e o o2 4
Negative replacementvalues . 001 @8 1984 (64l (180) 164 M6 210.1.
Cash collateral payables on derivative instruments 1999 0628 312 @255 7 I8 S 46.7
Financial liabilities designated at fair value 5.7 5.7 (1.8) 68.7
Total liabilities 452.6 (192.4) 260.2 (38.0) 356.6
31.12.13
Netting potential not recognized
Liabilities subject to netting arrangements in the balance sheet?
Liabilities
not subject
to enforce-
able netting Total
Gross Liabilities Liabilities arrange- liabilities
liabilities recognized after  mentsand  recognized
before  Balance sheet on the consideration other on the
balance sheet netting with balance Financial Collateral of netting out-of- balance
CHF billion netting  gross assets?  sheet, net assets pledged potential ~ scope items sheet

Cash collateral on securities lent

Financial liabilities designated at fair value
Total liabilities 521.6 (224.3) 297.3 (227.8) 32.2 93.5 390.8

1 The net amount of Cash collateral payables on derivative instruments recognized on the balance sheet includes certain OTC derivatives which are in substance net settled on a daily basis under IAS 32 and ETD
derivatives which are economically settled on a daily basis. In addition, this balance includes OTC and ETD cash collateral balances which correspond with the cash portion of collateral received reflected on the Positive replace-
ment values line in the table presented on the previous page. 2 The logic of the table results in amounts presented in the “Balance sheet netting with gross assets” column corresponding directly to the amounts presented in
the "Balance sheet netting with gross liabilities" column in the assets table presented on the previous page. 3 For the purpose of this disclosure, the amounts of financial instruments and cash collateral not set off on the balance
sheet have been capped by the relevant netting arrangement so as not to exceed the net amount of financial liabilities presented in the balance sheet, i.e., over-collateralization, where it exists, is not reflected in the table.
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Note 13 Other assets and liabilities
CHF million 30.6.14 31.3.14 31.12.13

Other assets

Total other assets 25,650 22,468 20,228

Other liabilities

Prime brokerage payables' 37,494 33,988 32,543
Amounts due under unit-linked investment contracts 16940 15631 16,155
Atried expenses—compensatlon tad e e Yest
iied expenses—mterest 5 pense .......................................................................................... vos e e
Accruedexpenses—other2912 .............. e Yags
Deferredcompensatlonplans2097 .............. e oo
Net defined benefit pension and post-employment liabilites 1138 1,000 1,048
Third-party interest in consolidated investment funds g4 1,007 953
settioment and cIearmg o e G e
oot and defenred o abiliies e 7
VATandothertaxpayables426 ................ w 0
oo o B s
b e Ve oy
Total other liabilities 68,166 62,677 62,777

1 Prime brokerage services include clearance, settlement, custody, financing and portfolio reporting services for corporate clients trading across multiple asset classes. Prime brokerage receivables are mainly comprised of
margin lending receivables. Prime brokerage payables are mainly comprised of client securities financing and deposits.
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Note 14 Provisions and contingent liabilities

a) Provisions

Litigation, Loan
regulatory commitments
Operational  and similar and Employee Total
CHF million risks’ matters? Restructuring  guarantees  Real estate benefits Other  provisions
Balance as of 31 December 2013 45 1,622 658 61 157 222 205 2,971
Balance as of 31 March 2014 47 1,778 729 58 153 222 213 3,200
Increase in provisions recognized in the income statement 2 441 3 0 0 6 11 463
Release of provisions recognized in the income statement | m o7y an o m @ o (225)
Provisions used in conformity with designated purpose | 5y G e o ® @ ® (126)
Cap|ta\|iéd e o R (2) ........ R (.1.) ........ S SR ( 3) .
DISposa|‘(‘)]& badiies G G R R o o o o
ReC|aSSIfIéE‘l£I.O.n.S' ................................... o G PR o o G .
Foreign currency translation/unwind of discount | am 6 01 3 a0 3
Balance as of 30 June 2014 42 1,980 6603 61 1484 226° 217 3,334

1 Comprises provisions for losses resulting from security risks and transaction processing risks.

2 Comprises provisions for losses resulting from legal, liability and compliance risks.

3 Includes personnel-related restructuring

provisions of CHF 134 million as of 30 June 2014 (31 March 2014: CHF 178 million; 31 December 2013: CHF 104 million) and provisions for onerous lease contracts of CHF 525 million as of 30 June 2014 (31 March 2014

CHF 550 million; 31 December 2013: CHF 554 million).

sions for severance which are not part of restructuring provisions.

Restructuring provisions primarily relate to onerous lease con-
tracts and severance amounts. The utilization of onerous lease
provisions is driven by the maturities of the underlying lease con-
tracts, which cover a period of up to 11 years. Severance related
provisions are utilized within a short time period, usually within six
months, but potential changes in amount may be triggered when

b) Litigation, regulatory and similar matters

4 Includes reinstatement costs for leasehold improvements of CHF 92 million as of 30 June 2014 (31 March 2014: CHF 94 million; 31 December 2013: CHF 95 million),
provisions for onerous lease contracts of CHF 56 million as of 30 June 2014 (31 March 2014: CHF 59 million; 31 December 2013: CHF 62 million).

5 Includes provisions for sabbatical and anniversary awards as well as provi-

natural staff attrition reduces the number of people affected by a
restructuring and therefore the estimated costs.

Information on provisions and contingent liabilities in respect
of Litigation, regulatory and similar matters, as a class, is included
in Note 14b. There are no material contingent liabilities associated
with the other classes of provisions.

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

Such matters are subject to many uncertainties and the out-
come is often difficult to predict, particularly in the earlier stages
of a case. There are also situations where the Group may enter
into a settlement agreement. This may occur in order to avoid the
expense, management distraction or reputational implications of
continuing to contest liability, even for those matters for which
the Group believes it should be exonerated. The uncertainties in-
herent in all such matters affect the amount and timing of any
potential outflows for both matters with respect to which provi-
sions have been established and other contingent liabilities. The
Group makes provisions for such matters brought against it when,
in the opinion of management after seeking legal advice, it is
more likely than not that the Group has a present legal or con-
structive obligation as a result of past events, it is probable that an
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outflow of resources will be required, and the amount can be reli-
ably estimated. If any of those conditions is not met, such matters
result in contingent liabilities. If the amount of an obligation can-
not be reliably estimated, a liability exists that is not recognized
even if an outflow of resources is probable. Accordingly, no provi-
sion is established even if the potential outflow of resources with
respect to select matters could be significant.

Specific litigation, regulatory and other matters are described
below, including all such matters that management considers to
be material and others that management believes to be of signifi-
cance due to potential financial, reputational and other effects.
The amount of damages claimed, the size of a transaction or
other information is provided where available and appropriate in
order to assist users in considering the magnitude of potential
exposures.

In the case of certain matters below, we state that we have
established a provision, and for the other matters we make no
such statement. When we make this statement and we expect
disclosure of the amount of a provision to prejudice seriously our
position with other parties in the matter, because it would reveal
what UBS believes to be the probable and reliably estimable out-



Note 14 Provisions and contingent liabilities (continued)

flow, we do not disclose that amount. In some cases we are sub-
ject to confidentiality obligations that preclude such disclosure.
With respect to the matters for which we do not state whether
we have established a provision, either (a) we have not estab-
lished a provision, in which case the matter is treated as a contin-
gent liability under the applicable accounting standard or (b) we
have established a provision but expect disclosure of that fact to
prejudice seriously our position with other parties in the matter
because it would reveal the fact that UBS believes an outflow of
resources to be probable and reliably estimable.

With respect to certain litigation, regulatory and similar mat-
ters as to which we have established provisions, we are able to
estimate the expected timing of outflows. However, the aggre-
gate amount of the expected outflows for those matters for
which we are able to estimate expected timing is immaterial rela-
tive to our current and expected levels of liquidity over the rele-
vant time periods.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in Note 14a above. It is

Provisions for litigation, regulatory and similar matters by segment’

not practicable to provide an aggregate estimate of liability for
our litigation, regulatory and similar matters as a class of contin-
gent liabilities. Doing so would require us to provide speculative
legal assessments as to claims and proceedings that involve
unigue fact patterns or novel legal theories, which have not yet
been initiated or are at early stages of adjudication, or as to which
alleged damages have not been quantified by the claimants. Al-
though we therefore cannot provide a numerical estimate of the
future losses that could arise from the class of litigation, regula-
tory and similar matters, we can confirm that we believe that the
aggregate amount of possible future losses from this class that are
more than remote substantially exceeds the level of current provi-
sions.

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

cC-
Wealth Non-core
Wealth  Management Retail & Global Asset  Investment ~ CC—Core  and Legacy
CHF million Management Americas Corporate  Management Bank Functions Portfolio UBS
Balance as of 31 December 2013 165 56 82 3 22 488 808 1,622
Balance as of 31 March 2014 239 92 90 3 19 483 853 1,778
Increase in provisons recognized in the income statement 25 C 8 B o o 0 41
Release of provisons recognized in the income statement @ o 0 o o aen @ @
Provisions used in conformiy with designated pupose @ DR 0 0O 6 o m_ (38)
Redessficatins o o 0o 0 0 0 o 0.
Foreign currency translation/unwind of discount 0 0 0 0 0 3 3 6
Balance as of 30 June 2014 510 131 137 36 25 319 823 1,980

1 Provisions, if any, for the matters described in (a) item 4 of this Note 14b are recorded in Wealth Management, (b) item 7 of this Note 14b are recorded in Wealth Management Americas, (c) items 11 and 12 of this Note
14b are recorded in the Investment Bank, (d) items 3 and 10 of this Note 14b are recorded in Corporate Center — Core Functions and (e) items 2 and 6 of this Note 14b are recorded in Corporate Center — Non-core and
Legacy Portfolio. Provisions, if any, for the matters described in items 1 and 9 of this Note 14b are allocated between Wealth Management and Retail & Corporate, provisions for the matter described in item 5 of this Note
14b are allocated between the Investment Bank and Corporate Center — Non-core and Legacy Portfolio, and provisions for the matter described in item 8 of this Note 14b are allocated between the Investment Bank and

Corporate Center — Core Functions.

1. Inquiries regarding cross-border wealth management businesses
Following the disclosure and the settlement of the US cross-bor-
der matter, tax and regulatory authorities in a number of coun-
tries have made inquiries and served requests for information lo-
cated in their respective jurisdictions relating to the cross-border
wealth management services provided by UBS and other financial
institutions. As a result of investigations in France, in May and
June 2013, respectively, UBS (France) S.A. and UBS AG were put
under formal examination (“mise en examen”) for complicity in
having illicitly solicited clients on French territory, and were de-
clared witness with legal assistance (“témoin assisté”) regarding
the laundering of proceeds of tax fraud and of banking and finan-
cial solicitation by unauthorized persons. In July 2014, UBS AG
was placed under formal examination with respect to the poten-

tial charges of laundering of proceeds of tax fraud, for which it
had been previously declared witness with legal assistance, and
the court ordered UBS to provide bail (“caution”) of EUR 1.1 bil-
lion. UBS has appealed the determination of the bail amount.
Separately, in June 2013, the French banking supervisory author-
ity's disciplinary commission reprimanded UBS (France) S.A. for
having had insufficiencies in its control and compliance frame-
work around its cross-border activities and “know your customer”
obligations. It imposed a penalty of EUR 10 million, and a provi-
sion in that amount is reflected on our balance sheet at 30 June
2014.

In Germany, two different authorities have been conducting
investigations against UBS Deutschland AG and UBS AG, respec-
tively, and against certain employees of these entities concerning
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Note 14 Provisions and contingent liabilities (continued)

certain matters relating to our past cross-border business. UBS is
cooperating with these authorities within the limits of financial
privacy obligations under Swiss and other applicable laws. UBS
reached a settlement in July 2014 with the authorities in Bochum,
concluding those proceedings. The settlement includes a payment
of approximately EUR 302 million, and a provision in that amount
is reflected on our balance sheet at 30 June 2014. The proceed-
ings by the authorities in Mannheim have not revealed sufficient
evidence supporting the allegations being investigated.

In June 2014 the Belgian authorities searched the offices of
UBS (Luxembourg) S.A. Belgium Branch.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 1 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

2. Claims related to sales of residential mortgage-backed
securities and mortgages
From 2002 through 2007, prior to the crisis in the US residential
loan market, UBS was a substantial issuer and underwriter of US
residential mortgage-backed securities (RMBS) and was a purchaser
and seller of US residential mortgages. A subsidiary of UBS, UBS Real
Estate Securities Inc. (UBS RESI), acquired pools of residential mort-
gage loans from originators and (through an affiliate) deposited
them into securitization trusts. In this manner, from 2004 through
2007, UBS RESI sponsored approximately USD 80 billion in RMBS,
based on the original principal balances of the securities issued.
UBS RESI also sold pools of loans acquired from originators to
third-party purchasers. These whole loan sales during the period
2004 through 2007 totaled approximately USD 19 billion in origi-
nal principal balance.

We were not a significant originator of US residential loans.
A subsidiary of UBS originated approximately USD 1.5 billion in
US residential mortgage loans during the period in which it was
active from 2006 to 2008, and securitized less than half of these
loans.

Securities lawsuits concerning disclosures in RMBS offering docu-
ments: UBS is named as a defendant relating to its role as under-
writer and issuer of RMBS in a large number of lawsuits related to
approximately USD 13 billion in original face amount of RMBS un-
derwritten or issued by UBS. Some of the lawsuits are in their early
stages and have not advanced beyond the motion to dismiss phase;
others are in varying stages of discovery. Of the USD 13 billion in
original face amount of RMBS that remains at issue in these cases,
approximately USD 3 billion was issued in offerings in which a UBS
subsidiary transferred underlying loans (the majority of which were
purchased from third-party originators) into a securitization trust
and made representations and warranties about those loans (UBS-
sponsored RMBS). The remaining USD 10 billion of RMBS to which
these cases relate was issued by third parties in securitizations in
which UBS acted as underwriter (third-party RMBS).

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

Loan repurchase demands related to sales of mortgages and
RMBS: When UBS acted as an RMBS sponsor or mortgage seller,
we generally made certain representations relating to the charac-
teristics of the underlying loans. In the event of a material breach

Loan repurchase demands by year received - original principal balance of loans’

USD million 2006-2008 2009 2010 2011 2012 2013 through ZéOJLLIly Total
Resolved demands

Actual or‘a‘gr'ée'd loan reb‘u'r'ché's'es/maké whole payméhié by ws 7 . 13
Demands rescinded by cé‘LJ'n't'e'r'pérty """"""""""""" 1m0 104 19 03 237 773
Demands resolved in litigaton R 21 S 2
Demands expected to be resolved by third parties

Demands resolved or exbé'cie'd't'o be resolved 'through‘e‘r']f'dr'c'ément """""""""""""""

of indemnification rights against third-party originators 77 2 45 107 99 72 403
Demands in dispute

Demands in litigation 6 732 1041 2,118
Dea b Jps L o SRR S
Demands rebutted by UBS but not yet rescinded by counterparty 1 2 1 18 519 259 801
Total 122 205 368 1,084 1,404 618 332 4,132

1 Loans submitted by multiple counterparties are counted only once.
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of these representations, we were in certain circumstances con-
tractually obligated to repurchase the loans to which they related
or to indemnify certain parties against losses. UBS has received
demands to repurchase US residential mortgage loans as to which
UBS made certain representations at the time the loans were
transferred to the securitization trust. We have been notified by
certain institutional purchasers of mortgage loans and RMBS of
their contention that possible breaches of representations may en-
title the purchasers to require that UBS repurchase the loans or to
other relief. The table “Loan repurchase demands by year received
— original principal balance of loans” summarizes repurchase de-
mands received by UBS and UBS’s repurchase activity from 2006
through 22 July 2014. In the table, repurchase demands character-
ized as Demands resolved in litigation and Demands rescinded by
counterparty are considered to be finally resolved. Repurchase de-
mands in all other categories are not finally resolved.

Payments that UBS has made to date to resolve repurchase
demands equate to approximately 62% of the original principal
balance of the related loans. Most of the payments that UBS has
made to date have related to so-called “Option ARM” loans; se-
verity rates may vary for other types of loans with different char-
acteristics. Losses upon repurchase would typically reflect the es-
timated value of the loans in question at the time of repurchase
as well as, in some cases, partial repayment by the borrowers or
advances by servicers prior to repurchase.

In most instances in which we would be required to repurchase
loans due to misrepresentations, we would be able to assert de-
mands against third-party loan originators who provided repre-
sentations when selling the related loans to UBS. However, many
of these third parties are insolvent or no longer exist. We estimate
that, of the total original principal balance of loans sold or securi-
tized by UBS from 2004 through 2007, less than 50% was pur-
chased from surviving third-party originators. In connection with
approximately 60% of the loans (by original principal balance) for
which UBS has made payment or agreed to make payment in re-
sponse to demands received in 2010, UBS has asserted indemnity
or repurchase demands against originators. Since 2011, UBS has
advised certain surviving originators of repurchase demands made
against UBS for which UBS would be entitled to indemnity, and
has asserted that such demands should be resolved directly by the
originator and the party making the demand.

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

Lawsuits related to contractual representations and warranties
concerning mortgages and RMBS: In 2012, certain RMBS trusts
filed an action in the Southern District of New York (Trustee Suit)
seeking to enforce UBS RESI's obligation to repurchase loans in
the collateral pools for three RMBS securitizations (Transactions)
with an original principal balance of approximately USD 2 billion
for which Assured Guaranty Municipal Corp. (Assured Guaranty),
a financial guaranty insurance company, had previously demand-
ed repurchase. Plaintiffs in the Trustee Suit have recently indicated
that they intend to seek damages beyond the loan repurchase
demands identified in the complaint, specifically for all loans pur-
portedly in breach of representations and warranties in any of the
three Transactions. With respect to the loans subject to the Trust-
ee Suit that were originated by institutions still in existence, UBS
intends to enforce its indemnity rights against those institutions.
Related litigation brought by Assured Guaranty was resolved in
2013.

In 2012, the FHFA, on behalf of Freddie Mac, filed a notice and
summons in New York Supreme Court initiating suit against UBS
RESI for breach of contract and declaratory relief arising from al-
leged breaches of representations and warranties in connection
with certain mortgage loans and UBS RESI’s alleged failure to re-
purchase such mortgage loans. The lawsuit seeks, among other
relief, specific performance of UBS RESI's alleged loan repurchase
obligations for at least USD 94 million in original principal balance
of loans for which Freddie Mac had previously demanded repur-
chase; no damages are specified. In 2013, the Court dismissed the
complaint for lack of standing, on the basis that only the RMBS
trustee could assert the claims in the complaint, and the com-
plaint was unclear as to whether the trustee was the plaintiff and
had proper authority to bring suit. The trustee subsequently filed
an amended complaint, which UBS moved to dismiss. The motion
remains pending.

In 2013, Residential Funding Company LLC (RFC) filed a com-
plaint in New York Supreme Court against UBS RESI asserting
claims for breach of contract and indemnification in connection
with loans purchased from UBS RESI with an original principal bal-

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

USD million
Balance as of 31 December 2013 807
Balance as of 31 March 2014 819
Increase in provision recognized in the income statement 0
Release o‘f‘br'd\)i'sion recognlzed inthe income statement 0
Provision used in conforr‘n‘ify' with desigh‘a't'e'd' bhrpose """"""""""""""""""""""""""""""" (2)
Balance as of 30 June 2014 817
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ance of at least USD 460 million that were securitized by an RFC
affiliate. This is the first case filed against UBS seeking damages
allegedly arising from the securitization of whole loans purchased
from UBS. Damages are unspecified.

We also have tolling agreements with certain institutional pur-
chasers of RMBS concerning their potential claims related to sub-
stantial purchases of UBS-sponsored or third-party RMBS.

As reflected in the table “Provision for claims related to sales of
residential mortgage-backed securities and mortgages”, our bal-
ance sheet at 30 June 2014 reflected a provision of USD 817 million
with respect to matters described in this item 2. As in the case of
other matters for which we have established provisions, the future
outflow of resources in respect of this matter cannot be determined
with certainty based on currently available information, and accord-
ingly may ultimately prove to be substantially greater (or may be
less) than the provision that we have recognized.

UBS has received requests from both the Special Inspector
General for the Troubled Asset Relief Program (SIGTARP) (who is
working in conjunction with the US Attorney’s Office for Con-
necticut and the US Department of Justice, Criminal Division,
Fraud Section), the SEC and other governmental authorities for
information relating to its practices in connection with purchases
and sales of mortgage-backed securities. We are cooperating
with the authorities in these matters, which are in an early stage.
Numerous other banks reportedly have received similar requests.

3. Claims related to UBS disclosure

A putative consolidated class action has been filed in the United
States District Court for the Southern District of New York against
UBS, a number of current and former directors and senior officers
and certain banks that underwrote UBS's May 2008 Rights Offering
(including UBS Securities LLC) alleging violation of the US securities
laws in connection with UBS's disclosures relating to UBS's positions
and losses in mortgage-related securities, UBS's positions and losses
in auction rate securities, and UBS's US cross-border business. In
2011, the court dismissed all claims based on purchases or sales of
UBS ordinary shares made outside the US, and, in 2012, the court
dismissed with prejudice the remaining claims based on purchases or
sales of UBS ordinary shares made in the US for failure to state a
claim. In May 2014, the Second Circuit upheld the dismissal of the
complaint. UBS, a number of senior officers and employees and
various UBS committees have also been sued in a putative consoli-
dated class action for breach of fiduciary duties brought on behalf of
current and former participants in two UBS Employee Retirement
Income Security Act (ERISA) retirement plans in which there were
purchases of UBS stock. In 2011, the court dismissed the ERISA com-
plaint. In 2012, the court denied plaintiffs" motion for leave to file an
amended complaint. On appeal, the Second Circuit upheld the dis-
missal of all counts relating to one of the retirement plans. With re-
spect to the second retirement plan, the Court upheld the dismissal
of some of the counts, and vacated and remanded for further pro-
ceedings with regard to the counts alleging that defendants had vio-
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lated their fiduciary duty to prudently manage the plan‘s investment
options, as well as the claims derivative of that duty.

In 2012, a consolidated complaint was filed in a putative securi-
ties fraud class action pending in federal court in Manhattan
against UBS AG and certain of its current and former officers relat-
ing to the unauthorized trading incident that occurred in the In-
vestment Bank and was announced in September 2011. The law-
suit was filed on behalf of parties who purchased publicly traded
UBS securities on any US exchange, or where title passed within
the US, during the period 17 November 2009 through 15 Septem-
ber 2011. In 2013, the district court granted UBS's motion to dis-
miss the complaint in its entirety. Plaintiffs have filed an appeal.

4. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC
(BMIS) investment fraud, UBS AG, UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries have been subject to inquiries by a
number of regulators, including the Swiss Financial Market Super-
visory Authority (FINMA) and the Luxembourg Commission de
Surveillance du Secteur Financier (CSSF). Those inquiries con-
cerned two third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as certain
funds established in offshore jurisdictions with either direct or in-
direct exposure to BMIS. These funds now face severe losses, and
the Luxembourg funds are in liquidation. The last reported net
asset value of the two Luxembourg funds before revelation of the
Madoff scheme was approximately USD 1.7 billion in the aggre-
gate, although that figure likely includes fictitious profit reported
by BMIS. The documentation establishing both funds identifies
UBS entities in various roles including custodian, administrator,
manager, distributor and promoter, and indicates that UBS em-
ployees serve as board members. UBS (Luxembourg) SA and cer-
tain other UBS subsidiaries are responding to inquiries by Luxem-
bourg investigating authorities, without however being named as
parties in those investigations. In 2009 and 2010, the liquidators
of the two Luxembourg funds filed claims on behalf of the funds
against UBS entities, non-UBS entities and certain individuals in-
cluding current and former UBS employees. The amounts claimed
are approximately EUR 890 million and EUR 305 million, respec-
tively. The liquidators have filed supplementary claims for amounts
that the funds may possibly be held liable to pay the BMIS Trustee.
These amounts claimed by the liquidator are approximately EUR
564 million and EUR 370 million, respectively. In addition, a large
number of alleged beneficiaries have filed claims against UBS en-
tities (and non-UBS entities) for purported losses relating to the
Madoff scheme. The majority of these cases are pending in Lux-
embourg, where appeals have been filed by the claimants against
the 2010 decisions of the court in which the claims in a number
of test cases were held to be inadmissible. In the US, the BMIS
Trustee filed claims in 2010 against UBS entities, among others, in
relation to the two Luxembourg funds and one of the offshore
funds. The total amount claimed against all defendants in these
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actions was not less than USD 2 billion. Following a motion by
UBS, in 2011, the District Court dismissed all of the BMIS Trustee’s
claims other than claims for recovery of fraudulent conveyances
and preference payments that were allegedly transferred to UBS
on the ground that the BMIS Trustee lacks standing to bring such
claims. In 2013, the Second Circuit Court of Appeals affirmed the
District Court's decision and, in June 2014, the US Supreme Court
denied the BMIS Trustee’s petition seeking review of the Court of
Appeals ruling. In Germany, certain clients of UBS are exposed to
Madoff-managed positions through third-party funds and funds
administered by UBS entities in Germany. A small number of
claims have been filed with respect to such funds.

5. Transactions with Italian public sector entities

A number of transactions that UBS Limited and UBS AG respec-
tively entered into with public sector entity counterparties in Italy
have been called into question or become the subject of legal
proceedings and claims for damages and other awards. In Milan,
in 2012, civil claims brought by the City of Milan against UBS
Limited, UBS Italia SIM Spa and three other international banks in
relation to a 2005 bond issue and associated derivatives transac-
tions entered into with Milan between 2005 and 2007 were set-
tled without admission of liability. In 2012, the criminal court in
Milan issued a judgment convicting two current UBS employees
and one former employee, together with employees from the
three other banks, of fraud against a public entity in relation to
the same bond issue and the execution, and subsequent restruc-
turing, of the related derivative transactions. In the same proceed-
ings, the Milan criminal court also found UBS Limited and three
other banks liable for the administrative offense of failing to have
in place a business organizational model capable of preventing
the criminal offenses of which its employees were convicted. The
sanctions imposed against UBS Limited, which are not effective
until appeals are exhausted, were confiscation of the alleged level
of profit flowing from the criminal findings (EUR 16.6 million), a
fine in respect of the finding of the administrative offense (EUR 1
million) and payment of legal fees. UBS Limited and the individu-
als appealed that judgment, and in March 2014, the Milan Court
of Appeal overturned all findings of liability against UBS Limited
and the convictions of the UBS individuals and acquitted them. It
issued a full judgment setting out the reasons for its rulings in
June 2014. The appellate prosecutor did not pursue a further ap-
peal and the acquittals are now final.

Derivative transactions with the Regions of Calabria, Tuscany,
Lombardy, Lazio and Campania, and the City of Florence have
also been called into question or become the subject of legal pro-
ceedings and claims for damages and other awards. In 2012, UBS
AG and UBS Limited settled all civil disputes with the Regions of
Tuscany, Lombardy and Lazio without any admission of liability. In
2013, a settlement of all civil and administrative disputes was
reached with the City of Florence. In May 2014, UBS closed a
civil settlement with Calabria.

6. Kommunale Wasserwerke Leipzig GmbH (KWL)

In 2006, KWL entered into a single-tranche collateralized debt obli-
gation/credit default swap (STCDO/CDS) transaction with UBS, with
latter legs being intermediated in 2006 and 2007 by Landesbank
Baden-Wiirttemberg (LBBW) and Depfa Bank plc (Depfa). KWL re-
tained UBS Global Asset Management to act as portfolio manager
under the STCDO/CDS. UBS and the intermediating banks termi-
nated the STCDO/CDS following non-payment by KWL under the
STCDOs. UBS claims payment of approximately USD 319.8 million,
plus interest, from KWL, Depfa and LBBW, which remains unpaid.

In 2010, UBS (UBS AG, UBS Limited and UBS Global AM) issued
proceedings in London against KWL, Depfa and LBBW seeking dec-
larations and/or to enforce the terms of the STCDO/CDS contracts.
Each of KWL, Depfa and LBBW filed counterclaims which UBS has
been defending. KWL amended its pleading in June 2014 and LBBW
and Depfa also amended their pleadings to allege fraudulent mis-
representation. UBS has denied these claims. Trial began in April
2014 and is scheduled to finish at the end of July 2014.

In separate proceedings brought by KWL against LBBW in
Leipzig, Germany, the court ruled in LBBW's favor in June 2013
and upheld the validity of the STCDO as between LBBW and KWL.
KWL has appealed against that ruling and, in May 2014, the ap-
peal court ruled that further evidence be taken on two issues,
which is likely to take several months.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 6 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

In 2011, the former managing director of KWL and two financial
advisers were convicted in Leipzig, Germany, on criminal charges
related to certain KWL transactions, including swap transactions
with UBS and other banks. Following further criminal proceedings
brought against them in Dresden, Germany, relating to the same
transactions, they were each convicted of embezzlement in 2013
and given longer sentences. All three have lodged appeals.

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

7. Puerto Rico

Declines in the market prices of Puerto Rico municipal bonds and of
UBS Puerto Rico sole-managed and co-managed closed-end funds
(the funds) since August 2013 have led to multiple regulatory inqui-
ries, as well as customer complaints and arbitrations with aggregate
claimed damages exceeding USD 600 million filed by clients in Puer-
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to Rico who own those securities. A shareholder derivative action
also was filed in February 2014 against various UBS entities and
current and certain former directors of the funds, alleging hundreds
of millions in losses in the funds. In May 2014, a federal class action
complaint was filed against various UBS entities, certain members of
UBS Puerto Rico senior management, and the co-manager of cer-
tain of the funds seeking damages for investor losses in the funds
during the period from May 2008 through May 2014.

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

In 2011, a purported derivative action was filed on behalf of
the Employee Retirement System of the Commonwealth of Puer-
to Rico (System) against over 40 defendants, including UBS Finan-
cial Services Inc. of Puerto Rico (UBS PR) and other consultants
and underwriters, trustees of the System, and the President and
Board of the Government Development Bank of Puerto Rico. The
plaintiffs alleged that defendants violated their purported fidu-
ciary duties and contractual obligations in connection with the
issuance and underwriting of approximately USD 3 billion of
bonds by the System in 2008 and sought damages of over USD
800 million. UBS is named in connection with its underwriting
and consulting services. In 2013, the case was dismissed by the
Puerto Rico Court of First Instance on the grounds that plaintiffs
did not have standing to bring the claim. That dismissal was sub-
sequently overturned by the Puerto Rico Court of Appeals. UBS's
petitions for appeal and reconsideration have been denied by the
Supreme Court of Puerto Rico. Also, in 2013, an SEC Administra-
tive Law Judge dismissed a case brought by the SEC against two
UBS executives, finding no violations. The charges had stemmed
from the SEC’s investigation of UBS’s sale of closed-end funds in
2008 and 2009, which UBS settled in 2012.

Our balance sheet at 30 June 2014 reflected provisions with
respect to matters described in this item 7 in amounts that UBS
believes to be appropriate under the applicable accounting stan-
dard. As in the case of other matters for which we have estab-
lished provisions, the future outflow of resources in respect of
such matters cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provisions that
we have recognized.

8. Foreign exchange, LIBOR, and benchmark rates

Foreign exchange-related requlatory matters: Following an initial
media report in 2013 of widespread irregularities in the foreign
exchange markets, UBS immediately commenced an internal re-
view of its foreign exchange business, which includes our precious
metals and related structured products businesses. Since then,
various authorities reportedly have commenced investigations
concerning possible manipulation of foreign exchange markets,
including FINMA, the Swiss Competition Commission (WEKO),
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the US Department of Justice (DOJ), the US Commodity Futures
Trading Commission (CFTC), the UK Financial Conduct Authority
(FCA) (to which certain responsibilities of the UK Financial Services
Authority (FSA) have passed), the UK Serious Fraud Office (SFO),
and the Hong Kong Monetary Authority (HKMA). WEKO stated in
March 2014 that it had reason to believe that certain banks may
have colluded to manipulate foreign exchange rates. A number of
authorities also reportedly are investigating potential manipula-
tion of precious metals prices. UBS and other financial institutions
have received requests from various authorities relating to their
foreign exchange businesses, and UBS is cooperating with the au-
thorities. UBS has taken and will take appropriate action with re-
spect to certain personnel as a result of its ongoing review.

Foreign exchange-related civil litigation: Several putative class
actions have been filed since November 2013 in US federal courts
against UBS and other banks. These actions are on behalf of puta-
tive classes of persons who engaged in foreign currency transac-
tions. They allege collusion by the defendants and assert claims
under the antitrust laws and for unjust enrichment. The defen-
dants (including UBS) have filed motions to dismiss.

LIBOR and other benchmark-related regulatory matters: Nu-
merous government agencies, including the SEC, the CFTC, the
DOJ, the FCA, the SFO, the Monetary Authority of Singapore
(MAS), the HKMA, FINMA, the various state attorneys general in
the US, and competition authorities in various jurisdictions have
conducted or are continuing to conduct investigations regarding
submissions with respect to British Bankers’ Association LIBOR
(London Interbank Offered Rate) and other benchmark rates, in-
cluding HIBOR (Hong Kong Interbank Offered Rate) and ISDAFIX.
These investigations focus on whether there were improper at-
tempts by UBS (among others), either acting on our own or to-
gether with others, to manipulate LIBOR and other benchmark
rates at certain times.

In 2012, UBS reached settlements with the FSA, the CFTC and
the Criminal Division of the DOJ in connection with their investiga-
tions of benchmark interest rates. At the same time FINMA issued an
order concluding its formal proceedings with respect to UBS relating
to benchmark interest rates. UBS has paid a total of approximately
CHF 1.4 billion in fines and disgorgement — including GBP 160 mil-
lion in fines to the FSA, USD 700 million in fines to the CFTC, USD
500 million in fines to the DOJ, and CHF 59 million in disgorgement
to FINMA. UBS Securities Japan Co. Ltd. (UBSSJ) entered into a plea
agreement with the DOJ under which it entered a plea to one count
of wire fraud relating to the manipulation of certain benchmark in-
terest rates, including Yen LIBOR. UBS entered into a non-prosecu-
tion agreement (NPA) with the DOJ, which (along with the plea
agreement) covered conduct beyond the scope of the conditional
leniency/immunity grants described below, required UBS to pay the
USD 500 million fine to DOJ after the sentencing of UBSSJ, and
provided that any criminal penalties imposed on UBSSJ at sentencing
be deducted from the USD 500 million fine. The conduct described
in the various settlements and the FINMA order includes certain UBS
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personnel: engaging in efforts to manipulate submissions for certain
benchmark rates to benefit trading positions; colluding with em-
ployees at other banks and cash brokers to influence certain bench-
mark rates to benefit their trading positions; and giving inappropri-
ate directions to UBS submitters that were in part motivated by a
desire to avoid unfair and negative market and media perceptions
during the financial crisis. The benchmark interest rates encom-
passed by one or more of these resolutions include Yen LIBOR, GBP
LIBOR, CHF LIBOR, Euro LIBOR, USD LIBOR, EURIBOR (Euro Interbank
Offered Rate) and Euroyen TIBOR (Tokyo Interbank Offered Rate).
We have ongoing obligations to cooperate with authorities with
which we have reached resolutions and to undertake certain reme-
diation with respect to benchmark interest rate submissions. In addi-
tion, under the NPA, we have agreed, among other things, that for
two years from 18 December 2012 UBS will not commit any US
crime, and we will advise DOJ of any potentially criminal conduct by
UBS or any of its employees relating to violations of US laws con-
cerning fraud or securities and commodities markets. Any failure to
comply with these obligations could result in termination of the NPA
and potential criminal prosecution in relation to the matters covered
by the NPA. The MAS, HKMA, the Australian Securities and Invest-
ments Commission (ASIC) and the Japan Financial Services Agency
have all resolved investigations of UBS (and in some cases other
banks). The orders or undertakings in connection with these investi-
gations generally require UBS to take remedial actions to improve its
processes and controls, impose monetary penalties or other mea-
sures. Investigations by the CFTC, ASIC and other governmental au-
thorities remain ongoing notwithstanding these resolutions.

UBS has been granted conditional leniency or conditional immu-
nity from authorities in certain jurisdictions, including the Antitrust
Division of the DOJ, the Swiss Competition Commission (WEKO)
and the European Commission, in connection with potential anti-
trust or competition law violations related to submissions for Yen
LIBOR and Euroyen TIBOR. WEKO has also granted UBS conditional
immunity in connection with potential competition law violations
related to submissions for Swiss franc LIBOR and certain transactions
related to Swiss franc LIBOR. The Canadian Competition Bureau
(Bureau) had granted UBS conditional immunity in connection with
potential competition law violations related to submissions for Yen
LIBOR, but in January 2014, the Bureau discontinued its investiga-
tion into Yen LIBOR for lack of sufficient evidence to justify prosecu-
tion under applicable laws. As a result of these conditional grants,
we will not be subject to prosecutions, fines or other sanctions for
antitrust or competition law violations in the jurisdictions where we
have conditional immunity or leniency in connection with the mat-
ters covered by the conditional grants, subject to our continuing
cooperation. However, the conditional leniency and conditional im-
munity grants we have received do not bar government agencies
from asserting other claims and imposing sanctions against us, as
evidenced by the settlements and ongoing investigations referred to
above. In addition, as a result of the conditional leniency agreement
with the DOJ, we are eligible for a limit on liability to actual rather

than treble damages were damages to be awarded in any civil anti-
trust action under US law based on conduct covered by the agree-
ment and for relief from potential joint and several liability in con-
nection with such civil antitrust action, subject to our satisfying the
DOJ and the court presiding over the civil litigation of our coopera-
tion. The conditional leniency and conditional immunity grants do
not otherwise affect the ability of private parties to assert civil claims
against us.

LIBOR and other benchmark-related civil litigation: A number
of putative class actions and other actions are pending in, or ex-
pected to be transferred to, the federal courts in New York against
UBS and numerous other banks on behalf of parties who trans-
acted in certain interest rate benchmark-based derivatives linked
directly or indirectly to US dollar LIBOR, Yen LIBOR, Euroyen TIBOR
and EURIBOR. Also pending are actions asserting losses related to
various products whose interest rate was linked to US dollar
LIBOR, including adjustable rate mortgages, preferred and debt
securities, bonds pledged as collateral, loans, depository accounts,
investments and other interest bearing instruments. All of the
complaints allege manipulation, through various means, of vari-
ous benchmark interest rates, including LIBOR, Euroyen TIBOR or
EURIBOR rates and seek unspecified compensatory and other
damages, including treble and punitive damages, under varying
legal theories that include violations of the US Commodity Ex-
change Act, the federal racketeering statute, federal and state
antitrust and securities laws and other state laws. In 2013, a fed-
eral court in New York dismissed the federal antitrust and racke-
teering claims of certain US dollar LIBOR plaintiffs and a portion of
their claims brought under the Commodity Exchange Act (CEA)
and state common law. The court has granted certain plaintiffs
permission to assert claims for unjust enrichment and breach of
contract against UBS and other defendants, and limited the CEA
claims to contracts purchased between April 15, 2009 and May
2010. Certain plaintiffs have also appealed the dismissal of their
antitrust claims, but the appellate court denied these appeals as
premature, without prejudice to bringing the appeals again after
final disposition of the LIBOR actions. UBS and other defendants
in other lawsuits including the one related to Euroyen TIBOR have
filed motions to dismiss. In March 2014, the court in the Euroyen
TIBOR lawsuit dismissed the plaintiff's federal antitrust and state
unfair enrichment claims, and dismissed a portion of the plaintiff’s
CEA claims.

With respect to additional matters and jurisdictions not en-
compassed by the settlements and order referred to above, our
balance sheet at 30 June 2014 reflected a provision in an amount
that UBS believes to be appropriate under the applicable account-
ing standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.
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Note 14 Provisions and contingent liabilities (continued)

9. Swiss retrocessions

The Swiss Supreme Court ruled in 2012, in a test case against UBS,
that distribution fees paid to a bank for distributing third party and
intra-group investment funds and structured products must be dis-
closed and surrendered to clients who have entered into a discre-
tionary mandate agreement with the bank, absent a valid waiver.

FINMA has issued a supervisory note to all Swiss banks in re-
sponse to the Supreme Court decision. The note sets forth the mea-
sures Swiss banks are to adopt, which include informing all affected
clients about the Supreme Court decision and directing them to an
internal bank contact for further details. UBS has met the FINMA
requirements and has notified all potentially affected clients.

It is expected that the Supreme Court decision will result in a
significant number of client requests for UBS to disclose and poten-
tially surrender retrocessions. Client requests are being assessed on
a case-by-case basis. Considerations to be taken into account when
assessing these cases include, among others, the existence of a dis-
cretionary mandate and whether or not the client documentation
contained a valid waiver with respect to distribution fees.

Our balance sheet at 30 June 2014 reflected a provision with
respect to matters described in this item 9 in an amount that UBS
believes to be appropriate under the applicable accounting stan-
dard. The ultimate exposure will depend on client requests and
the resolution thereof, factors that are difficult to predict and as-
sess. Hence as in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information, and accordingly may ultimately
prove to be substantially greater (or may be less) than the provi-
sion that we have recognized.

10. Banco UBS Pactual tax indemnity
Pursuant to the 2009 sale of Banco UBS Pactual S.A. (Pactual) by
UBS to BTG Investments, LP (BTG), BTG has submitted contractual
indemnification claims that UBS estimates amount to approxi-
mately BRL 2.5 billion, including interest and penalties, which is
net of liabilities retained by BTG. The claims pertain principally to
several tax assessments issued by the Brazilian tax authorities
against Pactual relating to the period from December 2006
through March 2009, when UBS owned Pactual. These assess-
ments are being or will be challenged in administrative proceed-
ings. BTG has also provided notice to UBS of several additional
Pactual-related inquiries by the Brazilian tax authorities that relate
to the period of UBS’s ownership of Pactual, but involving sub-
stantially smaller amounts. In 2013, approximately BRL 128 mil-
lion in tax claims relating to the period for which UBS has indem-
nification obligations were submitted for settlement through
amnesty programs announced by the Brazilian government in
2013.

Our balance sheet at 30 June 2014 reflected a provision with
respect to matters described in this item 10 in an amount that
UBS believes to be appropriate under the applicable accounting
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standard. As in the case of other matters for which we have es-
tablished provisions, the future outflow of resources in respect of
this matter cannot be determined with certainty based on cur-
rently available information, and accordingly may ultimately prove
to be substantially greater (or may be less) than the provision that
we have recognized.

11. Matters relating to the CDS market

In 2013 the EC issued a Statement of Objections against thirteen
credit default swap (CDS) dealers including UBS, as well as data
service provider Markit and the International Swaps and Deriva-
tives Association (ISDA). The Statement of Objections broadly al-
leges that the dealers infringed EU antitrust rules by colluding to
prevent exchanges from entering the credit derivatives market
between 2006 and 2009. We submitted our response to the
Statement of Objections in January 2014 and presented our posi-
tion in an oral hearing in May 2014. Since mid-2009, the Antitrust
Division of the DOJ has also been investigating whether multiple
dealers, including UBS, conspired with each other and with Markit
to restrain competition in the markets for CDS trading, clearing
and other services. In January and April 2014, putative class ac-
tion plaintiffs filed consolidated amended complaints in the
Southern District of New York against twelve dealers, including
UBS, as well as Markit and ISDA, alleging violations of the US
Sherman Antitrust Act and common law. Plaintiffs allege that the
defendants unlawfully conspired to restrain competition in and/or
monopolize the market for CDS trading in the US in order to pro-
tect the dealers’ profits from trading CDS in the over-the-counter
market. Plaintiffs assert claims on behalf of all purchasers and sell-
ers of CDS that transacted directly with any of the dealer defen-
dants since 1 January 2008, and seek unspecified trebled com-
pensatory damages and other relief.

12. Equities trading systems and practices

UBS is responding to inquiries concerning the operation of UBS’s
alternative trading system (ATS) (also referred to as a dark pool)
and its securities order routing and execution practices from vari-
ous authorities, including the SEC, the New York Attorney Gen-
eral and FINRA, who reportedly are pursuing similar investigations
industry-wide. These inquiries include an SEC investigation that
began in early 2012 concerning features of UBS's ATS, including
certain order types and disclosure practices that were discontin-
ued two years ago. UBS is cooperating in these matters. In addi-
tion, UBS is among dozens of defendants, including broker deal-
ers, trading exchanges, high frequency trading firms, and dark
pool sponsors, named in putative class actions pending in New
York federal court, which have been filed on behalf of purchasers
and sellers of equity securities. The lawsuits allege principally that
the defendants’ equities order handling practices favored high-
frequency trading firms at the expense of other market partici-
pants, in violation of the federal securities laws. The litigation is in
the very early stages.



Note 15 Financial instruments not recognized on the balance sheet

The table below shows the maximum irrevocable amount of guarantees, commitments and forward starting transactions.

30.6.14 31.3.14 31.12.13

Sub- Sub- Sub-
CHF million Gross participations Net Gross participations Net Gross participations Net
Guarantees
Credit guarantees and similar instruments 6994 | (592) 6402 7518 (626) 6892 7731 (670) 7,061
Performance guarantees and similar instruments 333 (751) 2,583 33718 (712 2666 3423 (106) 2717
Documentary credits 7351 (1,552) 5804 7321 (159) 5731 7684 (1509) 6,044
Total guarantees 17,684 (2,895) 14,789 18,217 (2,928) 15,289 18,798 (2,975) 15,823
Commitments
Loan commitments 52,064 (1,178) 50,886 568% (1,246) 55610 54913 (1,227) 53,686
Underwiiting commitments 1243 (256) 987 1701 (316) 1,385 760 (225) 535
Total commitments 53,307 (1,434) 51,873 58,557 (1,562) 56,995 55,673 (1,452) 54,221
Forward starting transactions’
Hevoree repu . agreem e 2251 S 20882 ............................... 9376 ..........................
Secuios bor rowmg agreem e o poq R
Repurchaseagreements ................................... 18587 .............................. 12263 ............................... 8191 ...........................

1 Cash to be paid in the future by either UBS or the counterparty.

Note 16 Changes in organization

Restructuring charges arise from programs that materially
change either the scope of business undertaken by the Group
or the manner in which such business is conducted. Restructur-
ing charges are non-recurring, temporary costs that are neces-
sary to effect such programs and include items such as sever-
ance and other personnel-related charges, duplicate headcount
costs, impairment and accelerated depreciation of assets, con-

Net restructuring charges by business division and Corporate Center

tract termination costs, consulting fees, and related infrastruc-
ture and system costs. These costs are presented in the income
statement according to the underlying nature of the expense.
As the costs associated with restructuring programs are tempo-
rary in nature, and in order to provide a more thorough under-
standing of business performance, such costs are separately
presented below.

For the quarter ended Year-to-date

CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Wealth Management 38 40 50 78 75
WealthManagementAmerlcas .............................................................. g o o e 0
ela Corporate ........................................................................ B o o b e
bl AssetManagement .................................................................. o L FEEEE G i
SR, Sy Ly g Gy o
Corporate o o o G G o8
e PREREE PR R g 5
R Legac y By (2) ,,,,,,,,,,,,,,,, g e S e
Total net restructuring charges 89 204 140 293 386

of which: personnel expenses 28 133 96 161 82
* of which: general and administrative expenses 60 6 2 23 26
* of which: depreciation and impairment of property and equipment 1 7 R s 38
" of which: amortization and impairment of intangible assets o o o o 0
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Note 16 Changes in organization (continued)

Net restructuring charges by personnel expense category

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Salaries and variable compensation 37 131 91 168 74

Other personnel expenses 1 0 2 2 3

Total net restructuring charges: personnel expenses 28 133 96 161 82

Net restructuring charges by general and administrative expense category

For the quarter ended Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Occupancy 14 1 16 25 16
RentandmalntenanceofITandothereqUIpment ............................................. R P IR S .
Aisiaton P PR R -
Tovel and et g S g -
Drofesional fops | g o B s o
o utsourcmg T o capiees o L g o .
Ottt (1 5) ................ G o g e
Total net restructuring charges: general and administrative expenses 60 63 42 123 266

1 Mainly comprised of onerous real estate lease contracts.

Note 17 Currency translation rates

The following table shows the rates of the main currencies used to translate the financial information of our foreign operations into
Swiss francs.

Spot rate Average rate'
As of For the quarter ended Year-to-date
30.6.14 31.3.14 30.6.13 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
1USD 0.88 0.94 0.94 0.94
T S SRS oy s
Tl e B S e e
GOy g SRR o oar 0or

1 Monthly income statement items of foreign operations with a functional currency other than Swiss franc are translated with month-end rates into Swiss francs. Disclosed average rates for a quarter represent an aver-
age of three month-end rates, weighted according to the income and expense volumes of all foreign operations of the Group with the same functional currency for each month. Weighted average rates for individual
business divisions may deviate from the weighted average rates for the Group.
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Supplemental information (unaudited) for
UBS AG (Parent Bank) and UBS Limited

UBS AG (Parent Bank) financial information

Income statement UBS AG (Parent Bank)

For the quarter ended % change from Year-to-date
CHF million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Net interest income 874 1,237 787 (29) " 2,111 1,810

of which: dividend income from investments in subsidiaries

and other participations 365 21 491 (26) 387 597
Operatlngmcome4636 .......... 4610 .......... 4385 .............. A o ; 246 .......... 9443
Personnel expenses 2,218 2,142 1,999 4 1" 4,360 4,576
General and administrative expenses 1311 1249 w7 s 7 250 2,221
Operating expenses 3,529 3,391 3,116 4 13 6,920 6,797
Operating profit 1,107 1,219 1,270 (9) (13) 2,326 2,647
Impairment of investments in subsidiaries and other participations 43 176 575 (76) (93) 219 750
Depreqatlonof e R e o e S e e
AIIowances provmon s oy s sy (14) .......... o s
Profit before extraordinary items and taxes 738 880 342 (16) 116 1,618 1,337
Extraordinary income 350 184 (30) 90 534 444
 wbich reversal of/mpa/ SR prov s g T T T

and other participations 237 122 (79) 94 359 394
o ary expenses ............................................................ (57) ............ . (14) ........................ o (57) .......... (1 6)
o (expense)/beneﬂt ............................................................. (53) .......... (34) .......... (43) ........... G o (87) ......... (134) .
Net profit for the period 977 1,031 255 (5) 283 2,008 1,631
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Balance sheet UBS AG (Parent Bank)

% change from

CHF million 30.6.14 313.14 31.12.13 31.3.14 31.12.13
Assets
Liquid assets 69,808 (12) (2)

Other assets 2,568 38 57
Total assets 715,917 2 2
Liabilities
Money market paper issued 21,448 17,714 22,885 21 (6)
Bl o b 94378 ............. 84752 ............. 79207 ................. o b
Tradlngportfollo e 21678 ............. 23684 ............. 22165 e (8) ................. ( 2)
Due to customers on savings and deposit accounts 109,559 - 107,983 - 106040 T 3
Other amounts due to customers 270126 269578 271339 o 0
Voot motes S B 779(7) ................. ( 9)
Bonds issued and loans from central mortgage institutions 78136 74783 7555 () 2
Financial liabilities designated at fair valve 51,132 50,745 49620 T 3
Accrualsanddeferred|ncome6047 .............. 5428 .............. 6610 ................. R ( 9)
Negatlve replacement eles 31979 ............. 31256 ............. 3741 g Sy (1 5)
Otherl|ab|||t|es7006 .............. 6487 .............. 6029 .................. g e
AIIowancesandprowsmns2750 .............. 2737 .............. 2805 .................. R ( 2)
Total liabilities 690,945 675,909 680,480 2 2
Equity
Share capital 384 0 0
P statutory TR, 28446 ........................................................ g i
Reserveforownshares1446 ........................................................ R Y
Othor tosanas 4244 ........................................................ o ( 9)
Retained oo |ngs ST approprlatlon ........................................................................................................ (100) ....................
Netproflt/(loss)fortheyeartodateperlod2008 ........................................................ g (27)
Equity attributable to shareholders 36,528 0 3
Total liabilities and equity 727,473 712,394 715,917 2 2
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Supplemental information (unaudited) for
UBS AG (Parent Bank) and UBS Limited

Basis of accounting UBS AG (Parent Bank)

The Parent Bank financial statements are prepared in accordance
with Swiss GAAP (FINMA Circular 2008/2 and the Banking Ordi-
nance). The accounting policies are principally the same as the
IFRS-based accounting policies for the Group, which are described
more fully in “Note 1 Summary of significant accounting policies”
to the consolidated financial statements in our Annual Report
2013. Key differences between the accounting policies for the
Group and for the Parent Bank are described in “Note 38 Swiss
GAAP requirements” to the consolidated financial statements in
our Annual Report 2013. Further information on the accounting

policies applied for the statutory accounts of our Parent Bank can
be found in “Note 2 Accounting policies” to the Parent Bank fi-
nancial statements in our Annual Report 2013.

In preparing the interim financial information for the Parent
Bank, the same accounting policies and methods of computation
have been applied as in the annual financial statements as of 31
December 2013. This interim financial information is unaudited
and should be read in conjunction with the audited financial
statements included in our Annual Report 2013.

Parent bank capital requirements under Swiss SRB regulations

Pursuant to Swiss SRB regulations, article 125 of the Swiss Capital
Ordinance (CAO), under the section “Reliefs for financial groups
and individual institutions,” stipulates that the Swiss Financial
Market Supervisory Authority (FINMA) may grant, under certain
conditions, capital reliefs on the level of individual institutions, to
ensure that the fulfillment of the capital requirements at the UBS
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AG (Parent Bank) level does not result in a de facto overcapitaliza-
tion at Group level.
- Refer to “Parent bank capital requirements under Swiss SRB
regulations” in the “Supplemental information (unaudited) for
UBS AG (Parent Bank) and UBS Limited” section of our first
quarter 2014 report for more information on revised UBS AG
(Parent Bank) capital requirements as of 1 January 2014



Reconciliation of Swiss federal banking law equity to Swiss SRB Basel Il capital UBS AG (Parent Bank)

CHF billion 30.6.14 313.14 31.12.13
Equity — Swiss federal banking law 36.5 36.5 354
Do o e s e e
Do boneft 'p'lé'n's ......................................................................................................... e e e
I estants I the e secy (74) .............. T — e
Own shares, commitments related to own shares and compensation items 05 04 (0.8)
Condull o mtang bemen T (0 4) .............. 7 — 7l
other adjustments’ .......................................................................................................... (1 2) .............. T — il
Common equity tier 1 capital (phase-in) 34.6 35.7 335
Tier 2 capital 8.7 73 35
. caplt N (ph T s L o

1 Includes an accrual for distribution of capital contribution reserves and other items.

Swiss SRB Basel lll available capital versus capital requirements UBS AG (Parent Bank)

Phase-in
Requirements Actual information
Capital ratio
(%) Capital Capital ratio (%) Capital

CHF million, except where indicated 30.6.14 30.6.14 30.6.14 31.3.14 30.6.14 31.3.14

Common equity tier 1 capital 10.1 30,261 11.6 11.8 34,584 35,720

ofwh/cheffectofcountercyc//ca/buffer07327 ..........................................................
Common equity tier 1 capital/high-trigger loss-absorbing capital 114 34152 19 122 35527 36,671
Total capital 14.1 42,234 14.5 14.3 43,294 43,051

Swiss SRB Basel Il capital information UBS AG (Parent Bank)

Phase-in

CHF million, except where indicated 30.6.14 31.3.14 31.12.13

Tier 1 capital 34,584 35,720 33,515

S eqwtyner . cap/ R 34584 ......... ; 5720 ........ 3357 .
Tler2cap|taI8710 ......... 7331 ......... 3549
ofwh/chh/ghz‘ngger/ossabsorb/ngcap/ta/943 .......... T o5
ofwh/ch/owtr/gger/ossabsorb/ngcap/ta/9453 ......... 7727 ........ 4770
IR EERS (1 686) ......... (747) ........ 2 e
Total capital 43,294 43,051 37,063

Common equity tier 1 capital ratio (%) 11.6 1.8 14.2

e capltal ratlo(%) .................................................................................................................. e e i
ot caplt ot ( %) .................................................................................................................. e s oy
Risk-weighted assets 299,333 301,542 236,570
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Supplemental information (unaudited) for
UBS AG (Parent Bank) and UBS Limited

Swiss SRB leverage ratio requirements

Phase-in
Requirements Actual information
Swiss SRB Swiss SRB
leverage leverage

ratio (%)' ratio capital Actual Swiss SRB leverage ratio (%) Available Swiss SRB Basel Il capital
CHF million, except where indicated 30.6.14 30.6.14 31.3.14 31.12.13 30.6.14 31.3.14 31.12.13
Common equity tier 1 capital 24 80 NN - U T . Sl 22l
Common equity tier 1 capital /high-trigger
loss absorbing capital 2.7 26,645 3.9 4.0 4.2 35,527 36,671 34,470
Total capital 3.4 30,534 4.8 4.7 4.5 43,294 43,051 37,063

1 Requirements for Swiss SRB common equity tier 1 capital (24% of 10%), Swiss SRB common equity tier 1 capital / high-trigger loss absorbing capital (24% of 11.3%) and Total Capital (24% of 14%).

Swiss SRB leverage ratio UBS AG (Parent Bank)

Average Average Average
CHF million, except where indicated 2Q14 1Q14 4Q13
Total on-balance sheet assets' 921,513 932,051? 822,493
Netting of securities financing transactions (21,714) (21,702) (2,131)

Netting of derivative exposures (166,388) (181,429) (174,513)

Items deducted from Swiss SRB Basel Il tier 1, phase-in (at period-end) (7,354) (10,254)
Total adjusted exposure (“leverage ratio denominator”)? 917,121 817,754
As of

31.3.14 31.12.13
Common equity tier 1 capital (phase-in) 35,720 33,515
s capltal .............................................................................................................................. 7331 ...............
Total ¢ apltal .............................................................................................................. 43294 ......... 43051 ...............
Swiss SRB leverage ratio phase-in (%) 4.8 4.7

1 Represent assets recognized on the UBS AG (Parent Bank) balance sheet in accordance with IFRS measurement principles. 2 The revocation of the previous FINMA capital relief related to certain intercompany
exposures described in “Parent Bank capital requirements under Swiss SRB regulations” led to an increase of total on-balance sheet assets. 3 In accordance with current Swiss SRB leverage ratio requirements, the
leverage ratio denominator excludes forward starting repos, securities lending indemnifications and CEM add-ons for exchange-traded derivatives (ETD), both proprietary and agency transactions, and for OTC
derivatives with a qualifying central counterparty.
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UBS Limited financial information

Income statement UBS Limited

For the quarter ended % change from Year-to-date
GBP million 30.6.14 31.3.14 30.6.13 1Q14 2Q13 30.6.14 30.6.13
Interest income 70 67 88 4 (20) 137 178
Interestexpense ............................................................ T T S T o e
Net interest income 1 0 (2) 1 (3)
Net fee and commission income 135 (2) (2) 133 (4)
Nettradlnglncome(1) ........... R R S L
Other come s o R o R— o iy
Total operating income 147 50 57 194 158 197 109
Total operating expenses (105) (45) (47) 133 123 (150) (93)
Operating profit before tax 42 6 10 600 320 48 15
Taxexpense/(beneflt)(7)11 ....................................... i S
Net profit 49 4 8 513 53 13
Statement of comprehensive income UBS Limited

For the quarter ended Year-to-date

GBP million 30.6.14 31.3.14 30.6.13 30.6.14 30.6.13
Net profit 49 4 8 53 13
Other comprehensive income
Other comprehensive income that may be reclassified to the income statement
e
Net unrealized gains/ (losses) on financial investments available-for-sale (1) T @ 0 (4)
Total other comprehensive income that may be reclassified to the income statement (1) 1 (4) 0 (4)
Total comprehensive income 48 5 5 53 9
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Supplemental information (unaudited) for
UBS AG (Parent Bank) and UBS Limited

Balance sheet UBS Limited

% change from

GBP million 30.6.14 313.14 31.12.13 31.3.14 31.12.13
Assets
Due from banks 4,886 5,407 34 21

Other assets 4,398 4,476 41 38
Total assets 68,799 82,866 1 (16)
Liabilities

Due to banks 5,521 1,414 2,127 288 158
Cash collateral on securities lent and repurchase agreements 9,788 nwm nue6 an (8
Tradmgportfol|oI|ab|I|t|es3950 ................ G s e 7
Negatlvereplacementvalues .......................................................... 31514 ............. 34527 ............. 38231(9)(18)
Cash collateral payables on derivative instruments 12313 15520 15426 @y o)
Bt s T s gy o o
0ther||ab|l|t|es1453 .............. 1006 .............. 1066 ................. w e
Total liabilities 65,482 65,364 79,435 0 (18)
Equity

Share capital 842 227 227 271 271
Shareprem|um3123 .............. 3123 .............. 3123 .................. AR .
Aetained oo |ngs ........................................................................ e ge g G e
Comulative et |ncomerecogn|zed dlrectlym equnynet B G G T
Total equity 4,077 3,435 3,431 19 19
Total liabilities and equity 69,558 68,799 82,866 1 (16)
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Basis of accounting UBS Limited

The financial statements of UBS Limited are prepared in accor-
dance with International Financial Reporting Standards (IFRS), as
endorsed by the European Union (EU), and are stated in British
pounds (GBP), the functional currency of the entity. The ultimate
parent of UBS Limited is UBS AG (Switzerland). This interim finan-
cial information does not comply with IAS 34, Interim Financial
Reporting, as it includes only the Income statement, the State-
ment of comprehensive income and the Balance sheet of UBS
Limited.

In preparing this interim financial information, the same ac-
counting policies and methods of computation have been applied
as in the audited financial statements included in the Report and
Financial Statements of UBS Limited for the year ended 31 De-
cember 2013, except for the changes described in the “Basis of
accounting UBS Limited” in the “Financial information” section

Basel lll capital information UBS Limited'’

of UBS's first quarter 2014 report. Copies of the Report and Finan-
cial Statements of UBS Limited can be obtained from UBS AG,
Investor Relations. This interim financial information is unaudited
and should be read in conjunction with the audited financial
statements of UBS Limited.

In May 2014, in response to regulatory developments and con-
sultations with the UK and Swiss regulators, UBS Limited, our UK
bank subsidiary, implemented a modified business operating
model under which UBS Limited bears and retains a greater de-
gree of risk and reward in its business activities. This principally
involves: (i) UBS Limited retaining and managing credit risk as well
as some market and other risks, (ii) UBS Limited taking a more
independent role in managing its funding and liquidity require-
ments and (iii) an increase in UBS Limited’s total regulatory capital
to GBP 4.9 billion from GBP 3.4 billion.

GBP million, except where indicated 30.6.14 31.3.14
Tier 1 capital 3,941 3,409
 of which: common equity tier 1 capital 3326 3,409
T|er2cap|ta| e
Total capital 4,924 3,409
Common equity tier 1 capital ratio (%) 24.4 55.4
e cab‘iia'l' o 0 S s seo e
o cabftéi s B e wa o
Risk-weighted assets 13,626 6,157
1 Basel lll-based requirements for UBS Limited came into effect on 1 January 2014.
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Appendix

Abbreviations frequently used in our financial reports

A
ABS
AGM

AMA

Ao0A
APAC
ARS

B
BCBS

BIS

bps

CcC
CCF
CCP
CbO
CDR
CDS
CET1
CHF
CLN
CLO
CMBS

CVA

DBO
DCCP
DVA

E

EAD
ECB
EEA
EMEA
EPS
ETD
ETF
EU
EUR
EURIBOR

asset-backed securities
annual general meeting of
shareholders

advanced measurement
approach

articles of association

Asia Pacific

auction rate securities

Basel Committee on Banking
Supervision

Bank for International
Settlements

basis points

Corporate Center

credit conversion factors
central counterparty
collateralized debt obligations
constant default rate

credit default swaps

common equity tier 1

Swiss franc

credit-linked notes
collateralized loan obligations
commercial mortgage-backed
securities

credit valuation adjustments

defined benefit obligation
deferred contingent capital plan
debit valuation adjustments

exposure at default

European Central Bank
European Economic Area
Europe, Middle East and Africa
earnings per share
exchange-traded derivatives
exchange-traded funds
European Union

euro

Euro Interbank Offered Rate

F
FCA
FINMA

FRA
FTD
FTP

FX

G
GAAP

GBP
GIIPS

G-SIB

IASB

IFRS

IRB
IRC

KPI

LAC
LAS
LCR
LGD
LIBOR
LRD
LTV

MTN

NAV
NRV
NSFR

UK Financial Conduct Authority
Swiss Financial Market
Supervisory Authority

forward rate agreements

first to default swaps

funds transfer price

foreign exchange

generally accepted accounting
principles

British pound

Greece, Italy, Ireland, Portugal
and Spain

global systemically important
banks

International Accounting
Standards Board
International Financial
Reporting Standards
internal ratings-based
incremental risk charge

key performance indicator

loss-absorbing capital

liquidity adjusted stress
liquidity coverage ratio

loss given default

London Interbank Offered Rate
leverage ratio denominator
loan-to-value

medium-term notes

net asset value
negative replacement values
net stable funding ratio

OECD

OCl
OoTC

PD
PRA

PRV

RBC
RLN
RMBS

RoAE
RoE
RV
RWA

SE
SEC
SNB

SRB

UK
us
usb

VaR

Organization for Economic
Cooperation and Development
other comprehensive income
over-the-counter

probability of default

UK Prudential Regulation
Authority

positive replacement values

risk-based capital
reference-linked notes
residential mortgage-backed
securities

return on attributed equity
return on equity
replacement values
risk-weighted assets

structured entity

US Securities and Exchange
Commission

Swiss National Bank
systemically relevant banks

United Kingdom
United States of America
UsS dollar

value-at-risk
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Information sources

Reporting publications

Annual publications: Annual report (SAP no. 80531): Published
in both English and German, this single volume report provides a
description of our Group strategy and performance, the strategy
and performance of the business divisions and the Corporate
Center, risk, treasury and capital management, corporate gover-
nance, responsibility and senior management compensation, in-
cluding compensation to the Board of Directors and the Group
Executive Board members, and financial information, including
the financial statements. Review (SAP no. 80530): The booklet
contains key information on our strategy and financials. It is pub-
lished in English, German, French and Italian. Compensation Re-
port (SAP no. 82307): The report discusses our compensation
framework and provides information on compensation to the
Board of Directors and the Group Executive Board members. It is
published in English and German.

Quarterly publications: Letter to shareholders: The letter pro-
vides a quarterly update from executive management on our
strategy and performance. The letter is published in English, Ger-
man, French and lItalian. Financial report (SAP no. 80834): The
quarterly financial report provides an update on our strategy and
performance for the respective quarter. It is published in English.

How to order reports: The annual and quarterly publications are
available in PDF format on the internet at www.ubs.com/investors
in the “Financial information” section. Printed copies can be or-
dered from the same website in the “Investor services” section,
which can be accessed via the link on the left-hand side of the
screen. Alternatively, they can be ordered by quoting the SAP
number and the language preference, where applicable, from
UBS AG, FAUK-AUL, P.O. Box, CH-8098 Zurich, Switzerland.

Other information

Website: The “Investor Relations” website at www.ubs.com/in-
vestors provides the following information on UBS: news releases,
financial information, including results-related filings with the US
Securities and Exchange Commission, corporate information, in-
cluding UBS share price charts and data and dividend information,
the UBS corporate calendar and presentations by management
for investors and financial analysts. Information on the internet is
available in English and German.

Result presentations: Our quarterly results presentations are
webcast live. A playback of most presentations is downloadable
at www.ubs.com/presentations.

Messaging service/UBS news alert: On the www.ubs.com/
newsalerts website, it is possible to subscribe to receive news
alerts about UBS via SMS or e-mail. Messages are sent in English,
German, French or Italian and it is possible to state theme prefer-
ences for the alerts received.

Form 20-F and other submissions to the US Securities and
Exchange Commission: We file periodic reports and submit
other information about UBS to the US Securities and Exchange
Commission (SEC). Principal among these filings is the annual
report on Form 20-F, filed pursuant to the US Securities Exchange
Act of 1934. The filing of Form 20-F is structured as a “wrap-
around” document. Most sections of the filing can be satisfied by
referring to parts of the annual report. However, there is a small
amount of additional information in Form 20-F which is not pre-
sented elsewhere, and is particularly targeted at readers in the US.
Readers are encouraged to refer to this additional disclosure. Any
document that we file with the SEC is available to read and copy
on the SEC's website, www.sec.gov, or at the SEC’s public refer-
ence room at 100 F Street, N.E., Room 1580, Washington, DC,
20549. Please call the SEC by dialing +1-800-SEC-0330 for fur-
ther information on the operation of its public reference room.
Please visit www.ubs.com/investors for more information.
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Appendix

Cautionary Statement Regarding Forward-Looking Statements | This report contains statements that constitute “forward-looking statements,” including but
not limited to management’s outlook for UBS’s financial performance and statements relating to the anticipated effect of transactions and strategic initiatives on
UBS'’s business and future development. While these forward-looking statements represent UBS's judgments and expectations concerning the matters described, a
number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from UBS's expectations. These factors
include, but are not limited to: (i) the degree to which UBS is successful in executing its announced strategic plans, including its efficiency initiatives and its planned
further reduction in its Basel Ill risk-weighted assets (RWA) and leverage ratio denominator (LRD); (i) developments in the markets in which UBS operates or to
which it is exposed, including movements in securities prices or liquidity, credit spreads, currency exchange rates and interest rates and the effect of economic
conditions and market developments on the financial position or creditworthiness of UBS's clients and counterparties; (iii) changes in the availability of capital and
funding, including any changes in UBS’s credit spreads and ratings, or arising from requirements for bail-in debt or loss-absorbing capital; (iv) changes in or the
implementation of financial legislation and regulation in Switzerland, the US, the UK and other financial centers that may impose more stringent capital (including
leverage ratio), liquidity and funding requirements, incremental tax requirements, additional levies, limitations on permitted activities, constraints on remuneration
or other measures; (v) uncertainty as to when and to what degree the Swiss Financial Market Supervisory Authority (FINMA) will approve reductions to the incre-
mental RWA resulting from the supplemental operational risk capital analysis mutually agreed to by UBS and FINMA, or will approve a limited reduction of capital
requirements due to measures to reduce resolvability risk; (vi) the degree to which UBS is successful in executing the announced creation of a new Swiss banking
subsidiary, a holding company for the UBS Group (including the announced offer to exchange shares of UBS AG for shares of such holding company), a US inter-
mediate holding company, changes in the operating model of UBS Limited and other changes which UBS may make in its legal entity structure and operating
model, including the possible consequences of such changes, and the potential need to make other changes to the legal structure or booking model of UBS Group
in response to legal and regulatory requirements, including capital requirements, resolvability requirements and the pending Swiss parliamentary proposals and
proposals in other countries for mandatory structural reform of banks; (vii) changes in UBS's competitive position, including whether differences in regulatory
capital and other requirements among the major financial centers will adversely affect UBS’s ability to compete in certain lines of business; (viii) the liability to which
UBS may be exposed, or possible constraints or sanctions that regulatory authorities might impose on UBS, due to litigation, contractual claims and regulatory in-
vestigations; (ix) the effects on UBS's cross-border banking business of tax or regulatory developments and of possible changes in UBS’s policies and practices relat-
ing to this business; (x) UBS's ability to retain and attract the employees necessary to generate revenues and to manage, support and control its businesses, which
may be affected by competitive factors including differences in compensation practices; (xi) changes in accounting or tax standards or policies, and determinations
or interpretations affecting the recognition of gain or loss, the valuation of goodwill, the recognition of deferred tax assets and other matters; (xii) limitations on
the effectiveness of UBS's internal processes for risk management, risk control, measurement and modeling, and of financial models generally; (xiii) whether UBS
will be successful in keeping pace with competitors in updating its technology, particularly in trading businesses; (xiv) the occurrence of operational failures, such
as fraud, unauthorized trading and systems failures; and (xv) the effect that these or other factors or unanticipated events may have on our reputation and the
additional consequences that this may have on our business and performance. The sequence in which the factors above are presented is not indicative of their
likelihood of occurrence or the potential magnitude of their consequences. Our business and financial performance could be affected by other factors identified in
our past and future filings and reports, including those filed with the SEC. More detailed information about those factors is set forth in documents furnished by
UBS and filings made by UBS with the SEC, including UBS's Annual Report on Form 20-F for the year ended 31 December 2013. UBS is not under any obligation
to (and expressly disclaims any obligation to) update or alter its forward-looking statements, whether as a result of new information, future events, or otherwise.

Rounding | Numbers presented throughout this report may not add up precisely to the totals provided in the tables and text. Percentages, percent changes and
absolute variances are calculated based on rounded figures displayed in the tables and text and may not precisely reflect the percentages, percent changes and ab-
solute variances that would be derived based on figures that are not rounded.

Tables | Within tables, blank fields generally indicate that the field is not applicable or not meaningful, or that information is not available as of the relevant date or
for the relevant period. Zero values generally indicate that the respective figure is zero on an actual or rounded basis.
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