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Compensation for the Group CEO and the

other GEB members

Performance assessment

Annual performance awards for the Group CEO and the other
Group Executive Board (GEB) members are based on the GEB
compensation determination process as outlined below and, in
aggregate, subject to shareholder approval at the AGM.

We assess the GEB members’ performance against a number
of financial targets and goals related to Pillars, Principles and
Behaviors. The financial measures for the Group CEO are based
on overall Group performance. For the other GEB members,
such measures are based on both Group performance and the
performance of the relevant business division and/or region;
those who lead Group functions are assessed on the
performance of the Group and the function they oversee.

Overview of the GEB compensation determination process

The weighting between Group, business division, regional
and functional measures varies depending on a GEB member’s
role. A significant weight is given to Group measures for all GEB
members. The achievements relative to goals related to Pillars
and Principles are additional factors for assessing the overall
quality and sustainability of the financial results. We have
adjusted the metric and goal weightings and enhanced the
transparency of the respective disclosure. New for 2019, the
financial measures account for 70% of the assessment while
Pillars and Principles account for 15% and Behaviors account for
the remaining 15%.

The compensation for the Group CEO and the other GEB members is governed by a rigorous process under Compensation
Committee and BoD oversight. The chart below shows how compensation for all GEB members is determined.

The Compensation Committee is involved at all stages of the performance and total compensation decision-making process for the Group CEO

and the other GEB members, for review and approval by the BoD.

Financial targets are based on Group, business
division, regional and/or functional performance
measures (depending on the role of the GEB
member).

Financial targets and goals related to Pillars, five-point scale.
Principles (including ESG-related goals) and

Behaviors reflect the strategic priorities

determined by the Chairman and the BoD.

Decision-making process

Financial targets weight: 70%
Pillars and Principles weight: 15%
Behaviors weight: 15%

Financial results are assessed quantitatively.

When determining actual pay levels, the
Compensation Committee factors in:

Achievements relative to goals related to Pillars e financial performance
and Principles (including ESG-related goals) and
Behaviors are assessed qualitatively, based on a

¢ performance assessment

o relative performance versus peers

e compensation market value and trends

e other parameters deemed relevant

Final compensation decisions for GEB members
consider the Group CEQO’s recommendation
(the Group CEO makes no recommendation on
his own awards).
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¢ Together with the BoD Chairman establishes the
objectives for the Group CEO.

¢ Together with the Group CEO reviews objectives
for the other GEB members.

Role of the
Compensation Committee

¢ Together with the BoD Chairman evaluates the
performance of the Group CEO and determines
the overall assessment.

e Together with the Group CEO reviews the
performance assessment for the other
GEB members.

Proposes to the BoD:

e together with the BoD Chairman, the total
individual compensation for the Group CEO; and

o together with the Group CEO, the total individual
compensation for the other GEB members.

The final decision on the aggregrate amount is
subject to shareholder approval.
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The performance assessment is the starting point for
determining a GEB member's annual performance award.
Financial measures are assessed quantitatively based on full-year
financial results versus predetermined targets and plan figures.
The outcome for each financial measure is expressed as an
achievement. Pillars, Principles and Behaviors are assessed
gualitatively based on the five-point scale outlined below, which
requires a “significantly exceeded expectations” goal rating to
provide a 100% achievement score. The total of all weighted
achievement scores across financial measures and qualitative

The Compensation Committee can still exercise its judgment
with respect to the performance achieved relative to the prior
year, the strategic plan and competitors, and considers the
Group CEQ’s recommendation. The Compensation Committee’s
recommendations are then reviewed and subject to approval by
the BoD.

The Compensation Committee, and then the full BoD, follows
a similar process in setting the compensation for the Group
CEOQ, except that the recommendation is from the Chairman of
the BoD.

goals cannot exceed 100%.

Overview of the performance assessment measures

The table below presents the measures for the 2019 performance assessment of the Group CEO and GEB members.

Group measures

Business division, regional and/or functional
measures (if applicable)’

Pillars Capital strength

Efficiency and effectiveness

Risk management

Principles Client focus

Excellence

Sustainable performance
Behaviors Integrity

Collaboration

Challenge

A range of financial measures including adjusted Group profit before tax, adjusted Group cost / income ratio, reported return on
CET1 capital, CET1 ratios.

Business division and/or regional measures vary but may include: net new money growth rate, adjusted divisional / regional profit
before tax, adjusted cost / income ratio, net new business volume growth rate, net interest margin, adjusted RoAE, Basel Il RWA
and LRD expectations.

Specific functional measures for Corporate Center GEB members.

Establishes and maintains capital. Generates efficiencies and deploys our capital more efficiently and effectively.

Contributes to the development and execution of our strategy and success across all business lines, functions and regions.
Considers market conditions, relative performance and other factors.

Reinforces risk management through an effective control framework. Captures the degree to which risks are self-identified and
focuses on the individual's success to comply with all the various regulatory frameworks. Helps shape the firm's relationship with
regulators through ongoing dialog.

Increases client satisfaction and maintains high levels of satisfaction over the long term. This includes promoting collaboration
across business divisions and fostering the delivery of the whole firm to our clients.

Human Capital Management — develops successors for the most senior positions, facilitates talent mobility within the firm and
promotes a diverse and inclusive workforce.
Product and Service Quality — strives for excellence in the products and services we offer to our clients.

Brand and Reputation — protects the Group's reputation and reinforces full compliance with our standards and principles.

Culture and Growth — takes a personal role in making Principles and Behaviors front and center of the business requirements,
including a focus on sustainable growth. Furthermore, this measure evaluates the individual’s ability to reinforce a culture of
accountability and responsibility, demonstrating our commitment to be a responsible corporate citizen and reinforcing our collective
behaviors.

Is responsible and accountable for what they say and do; cares about clients, investors, and colleagues; acts as a role model.

Places the interests of clients and the firm before their own and those of their business; works across the firm; respects and values
diverse perspectives.

Encourages self and others to constructively challenge the status quo; learns from mistakes and experiences.

1 Both regional and functional measures may include qualitative measures.

Qualitative performance assessment scale

The table below presents the five-point scale used for the qualitative assessment of the performance against goals related to Pillars,

Principles and Behaviors.

Below expectations

Performance failed to meet the
standard expected, immediate
improvement required

required

Achievement score: 0—30%
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Met most expectations

Reasonable performance, but not
consistently up to the standard
expected, some improvement

Achievement score: 40%

Met expectations Exceeded expectations Signif. exceeded expectations

Performance exceeded most
expectations on a regular basis

Performance consistently met
standard expected, may have
exceeded a few goals

Consistently achieved truly
exceptional results

Achievement score: 60% Achievement score: 80% Achievement score: 100%



2019 compensation for the Group Chief Executive Officer

The performance award for the Group CEO, Sergio P. Ermotti, is
based on the achievement of financial performance targets and
qualitative goal achievements relative to Pillars, Principles and
Behaviors, as described earlier in this section. These targets and
goals were set to reflect the strategic priorities determined by
the Chairman and the BoD. To judge the quality and
sustainability of the financial results, the Compensation
Committee considers in the qualitative goal assessment a range
of additional factors including relative performance and market
conditions, as well as ESG-related aspects, such as client
satisfaction, employee satisfaction, talent management, diversity
and inclusion, sustainable business practice, sustainable finance,
and philanthropy.

Performance assessment for the Group CEO

The table below illustrates the assessment criteria used to
evaluate the achievements of Mr. Ermotti as Group CEO for
2019. We enhanced the presentation regarding these
disclosures by outlining the annual target, the results, the
achievement and the weighted assessment. With respect to the
non-financial targets, we have also aligned 100% with
“significantly exceeded expectations.” As a result, a “met
expectations” results in 60% versus 100% for “significantly
exceeded expectations.”

—» Refer to the “Compensation philosophy and framework”

section of this report for more information

The BoD recognized Mr. Ermotti's successful leadership in preparing and positioning the Group for the future while
effectively navigating it through another challenging year marked by geopolitical and macro uncertainty as well as difficult
external conditions including sustained negative interest rates and significant efforts to mitigate the impact of the French cross-

border matter on the firm.

Performance

measures

Return on CET1

(o)
Sl capital

20% Adjusted Group uUsD 6.9
° profit before tax billion
Adjusted cost/
197 income ratio Uil
Capital management
10% CET1 capital ratio 13.0%
° CET1 leverage ratio 3.7%
Post-stress CET1 Above
capital ratio target

1 Refer to “Group performance” in the “Financial and operating performance” section of this report for more information on adjusted results.

between actual and target affects the score by 10%.

Achieve-

Weighted
assess-
ment

2019 Commentary

ment

—The Group achieved a reported
return on CET1 capital of 12.4%
(versus 13.1% in 2018).

—The Group achieved an adjusted'
profit before tax of USD 6 billion,
in line with 2018 results.

—Despite additional regulatory cost pressure,
costs were effectively managed down but
did not completely offset revenue
shortfalls, resulting in a cost/income
ratio of 78.9% (versus 79.5% in 2018).

—The capital position was successfully
managed, allowing for increased
capital distributions / buybacks to
shareholders while maintaining a
strong CET1 capital ratio of 13.7%
and a CET1 leverage ratio of 3.9%.

2 For the assessment of the cost / income ratio, each 1% difference
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Performance assessment for the Group CEO (continued)

Perfor
mance
measures

Weighted
assess-
ment

Achieve-
ment

2019 Commentary

—Under Mr. Ermotti’s leadership, capital distribution targets were deliv-
ered upon while maintaining the firm’s balance sheet strength. While
progress was achieved on a number of growth and synergy initia-
tives across divisions, functions and regions, the Group did not
fully deliver on growth and return targets, in particular in the
Global Wealth Management and Investment Bank divisions.

—Mr. Ermotti further increased the focus on positioning UBS for the
future through various efforts including entering into strategic partner-
ships and executed on the defined technology strategy.

—Mr. Ermotti continued his dedication to and personal engagement
with clients and ensured further progress was made throughout the
firm in enhancing client centricity, providing high-quality, state-of-
the-art products and services, leveraging new technologies and
strengthening the digital offering.

—Mr. Ermotti led the organization in its continued focus on ESG topics,
demonstrated by the Group's recognition as industry leader in the
Dow Jones Sustainability Indices for the fifth consecutive year,
confirming the progress made toward achieving the ambitions in sus-
tainable finance, philanthropy, sustainable business practices
and being an employer of choice.

—Mr. Ermotti further enhanced the focus on improvements in the Group’s
risk profile and progressed initiatives to meet regulatory require-
ments.

—In 2019, Mr. Ermotti integrated new GEB members into his leadership
team and made changes through internal promotion as well as attracting
external talent. He also continued to drive talent development, succes-
sion planning and internal mobility throughout the organization.

Pillars and
Principles

15% Behaviors I

Total weighted assessment 81%
(maximum 100%) °

In addition to Mr. Ermotti’s achievements in 2019 and

15%

—Mr. Ermotti set a clear and consistent tone from the top and
role-modeled the UBS behaviors. He continued to encourage
constructive challenge, displaying his strong commitment for continuous
improvement, and drove the organization toward stronger collaboration
in the interest of clients.

—He remained the most important ambassador to the Group’s culture
and behavior program and continued to personally champion the
behavior principles across the organization.

The performance award is subject to shareholder approval as

underlying performance, the BoD also considered other factors,
including the impact of the French cross-border matter on the
firm and the resulting share price development.

The BoD approved the proposal by the Compensation
Committee to grant Mr. Ermotti a performance award of
CHF 9.7 million (down 14% from CHF 11.3 million in 2018),
resulting in a total compensation for the year of CHF 12.2
million (excluding benefits and contributions to his retirement
benefit plan).
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part of the aggregate GEB 2019 variable compensation and will
be delivered 20% (CHF 1.9 million) in cash and the remaining
80% (CHF 7.8 million) subject to deferral and forfeiture
provisions, as well as meeting performance conditions over five
years.

Furthermore, CHF 1.5 million of the 2019 LTIP award for
Mr. Ermotti is entirely at risk and subject to forfeiture based on
the final cost associated with the resolution of the French cross-
border matter, as noted in other sections of this report.



2019 total compensation for the GEB members

The GEB performance awards are subject to approval by the BoD
based on the assessment of financial targets, as well as goals
related to Pillars, Principles and Behaviors and, in aggregate,
subject to shareholder approval. The aggregate performance
award pool for the GEB was CHF 70.3 million (USD 70.7 million)
for 2019, a decrease of 14% compared with the prior year on a
per capita basis. This decrease is in line with the decrease in the
overall performance award pool of the firm. Group profit before
tax decreased 7% to USD 5.6 billion while adjusted profit before
tax decreased slightly to USD 6.0 billion.

Total compensation for GEB members!

Group CEO Sergio P. Ermotti (highest paid)

The Compensation Committee has confirmed that performance
conditions for all GEB members’ awards due to vest in March 2020
have been satisfied, and thus the awards will vest in full.

At the 2020 AGM, shareholders will vote on the aggregate
2019 total variable compensation for the GEB in Swiss francs.
Therefore, the tables below provide the awarded compensation
for the Group CEO and the GEB members in Swiss francs and,
for reference, the total amounts in US dollars for comparability
with financial performance. The individual variable performance
awards for each GEB member will only be confirmed upon
shareholder approval at the AGM.

_s Refer to “Provisions of the Articles of Association related to

compensation” in the “Supplemental Information” section of
this report for more information

CHF, except where indlicated USD (for referencel’
Contribution Performance Performance Total Total fixed Total  Total fixed
to retirement Total fixed award award variable andvari-  Total fixed variable and vari-
For the benefit compensa- under LTIP®/ under  compensa- able com- = compensa-  compensa- able com-
year Base salary plans®  Benefits* tion Cash® EOP’ DCCP® tion pensation? tion tion  pensation®
2019 2,500,000 244,353 65,048 2,809,401 1,940,000 4,850,000 2,910,000 9,700,000 12,509,401 2,826,303 9,758,356 12,584,659
2018 2,500,000 261,181 62,813 2,823,994 2,000,000 5,910,000 3,390,000 11,300,000 14,123,994
Aggregate of all GEB members10:11.12.13
CHF, except where indlicated USD (for referencel
Contribution Performance Performance Total Total fixed Total  Total fixed
to retirement Total fixed award award variable andvari-  Total fixed variable and vari-
For the Base benefit compensa- under LTIP®/ under  compensa- able com- = compensa-  compensa- able com-
year salary' plans®  Benefits* tion Cash® EOP’ DCCP8 tion pensation? tion tion  pensation®
2019 28,169,646 2,333,935 1,350,439 31,854,020 14,050,000 35,125,000 21,075,000 70,250,000 102,104,020 32,045,656 70,672,629 102,718,285
2018 22,948,016 2,540,085 2,042,509 27,530,610 14,269,889 37,040,111 21,990,000 73,300,000 100,830,610

1 Local currencies have been translated into Swiss francs at the relevant year-end closing exchange rates, or at the performance award currency exchange rate. 2 Swiss franc amounts have been translated into US
dollars for reference at the 2019 performance award currency exchange rate of CHF / USD 1.006. 3 Includes the portion related to the employer's contribution to the statutory pension scheme. 4 All benefits are
valued at market price. 5 For GEB members who are also MRTs or SMFs, the cash portion includes blocked shares. 6 LTIP awards for performance year 2019 were awarded at a value of 62.25% of maximum
which reflects our best estimate of the fair value of the award. The maximum number of shares is determined by dividing the awarded amount by the fair value of the award at the date of grant, divided by CHF
12.919 or USD 13.141, the average closing price of UBS shares over the last ten trading days leading up to and including the grant date. 7 For EOP awards for the performance year 2018, the number of shares
was determined by dividing the amount by CHF 12.622 or USD 12.610, the average closing price of UBS shares over the last ten trading days leading up to and including the grant date. 8 The amounts reflect the
amount of the notional additional tier 1 (AT1) capital instrument excluding future notional interest. For DCCP awards for the performance year 2019, the notional interest rate is set at 3.90% for awards
denominated in US dollars and 1.50% for awards denominated in Swiss francs. For DCCP awards for the performance year 2018, the notional interest rate is set at 6.85% for awards denominated in US dollars and
3.40% for awards denominated in Swiss francs. 9 Excludes the portion related to the legally required employer’s social security contributions for 2019 and 2018, which are estimated at grant at CHF 4,969,844
and CHF 5,175,418, respectively, of which CHF 797,938 and CHF 886,455, respectively, for the highest-paid GEB member. The legally required employees’ social security contributions are included in the amounts
shown in the table above, as appropriate. 10 Thirteen GEB members were in office on 31 December 2019 including three new GEB members, one appointed on 1 January 2019 and two on 1 October 2019; three
GEB members stepped down, one on 31 December 2018 and two on 30 September 2019. Thirteen GEB members were in office on 31 December 2018 including two new GEB members appointed on 1 October
2018 and one on 1 November 2018; two GEB members stepped down on 31 December 2017 and 30 September 2018. 11 2019 includes compensation for three months paid under the employment contract
during the notice period for one GEB member who stepped down on 30 September 2018 as well as compensation for two GEB members who stepped down on 30 September 2019 for nine months in office as GEB
members plus for three months paid under the employment contract during the notice period. 2018 includes compensation for six months paid under the employment contract during the notice period for one GEB
member who stepped down on 31 December 2017, as well as compensation for one GEB member who stepped down on 30 September 2018 for nine months in office as a GEB member plus for three months paid
under the employment contract during the notice period. 12 2019 includes compensation for one newly appointed GEB member for 12 months in office as a GEB member and for two newly appointed GEB
members for three months in office as GEB members. 2018 includes compensation for two newly appointed GEB members for three months in office as GEB members, and for one newly appointed GEB member for
two months in office as a GEB member. 13 For 2019, Igbal Khan received a one-time replacement award of CHF 8,053,022. This replacement award is not included in the above table; including this, the 2019 total
aggregate compensation of all GEB members is CHF 110,157,042. 14 Includes role-based allowances in line with market practice in response to regulatory requirements.
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Total realized compensation for Sergio P. Ermotti

To further illustrate the effect of our lengthy deferral approach
in place since 2012, we disclose the annual realized
compensation of Sergio P. Ermotti, including a multi-year
comparison with his total awarded compensation.

The realized compensation reflects the total amount paid out
in the year. It includes the base salary, cash performance award

payments, and all deferred performance awards vested in the
year. As such, realized pay is the natural culmination of awards
granted and approved by shareholders in previous years.

The table below provides information on the total awarded
and realized compensation paid out to Sergio P. Ermotti since his
appointment (excluding 2011 salary earned).

Total realized compensation vs awarded compensation for Sergio P. Ermotti’

CHF Realized Awarded
Performance  Performance Total realized Total awarded

Deferred cash ~ award under ~ award under  fixed and variable fixed and variable

For the year Base salary  Cash award? award** equity plans*® DCCP* compensation® compensation®
2019 2,500,000 2,000,000 4,533,741 2,370,000 1‘!.,.403,741 . 12,200,000

1,000,000

2,500,000

553,2003

2,951,043

553,200 0 0 3,606,400 8,600,000

1 Appointed on 24 September 2011 as Group CEO ad interim and confirmed on 15 November 2011.
(discontinued in 2012).
installments paid out under the EOP, Senior Executive Equity Ownership Plan (SEEOP, discontinued in 2012) and Performance Equity Plan (PEP, discontinued in 2012).
benefit plans and benefits. Includes social security contributions paid by Sergio P. Ermotti but excludes the portion related to the legally required social security contributions paid by UBS.

The chart below further illustrates the effect of our deferral
approach over time. The bars for realized pay show which
components (base salary, cash, equity plans, DCCP) deliver the
realized compensation in the year indicated and for which year
the respective component was initially awarded.

CHF million’ 14.0
10.9
104
8.6 Deferred
Deferred
Deferred
Deferred
4.4
16 2011
: 3.3 2013 35
o @ EE
2012 2013 2014 2015

2 Paid out based on previous performance year. For 2012 this includes Cash Balance Plan installments
3 Cash Balance Plan installments. For 2012, due to applicable UK FSA regulations, deferred cash includes blocked shares.

5 Includes all
6 Excludes contributions to retirement

4 Excludes dividend / interest payments.

The bars for awarded compensation show the split between
fixed compensation (base salary) and variable compensation
(cash component and deferred awards) and highlight that a
significant portion of the variable compensation is deferred.

13.9 13.8
13.4
12.2
11.9
1.4
2012
2013
Deferred Deferred
Deferred i
Deferred 2015
6.5 2013
2014
2013
5.2
2012 2013
2012 2012
20M 2011 2017 2018
- 2015 2016
2016 2017 2018 2019

Awarded Realized
2015

Awarded Realized
2014

Awarded Realized
2013

Awarded Realized
2012

Base salary Cash? Equity plans® vesting from previous years

Awarded Realized
2019

Awarded Realized
2018

Awarded Realized
2017

Awarded Realized
2016

M DCCP vesting from previous years

1 Excludes contributions to retirement benefit plans and benefits. Includes social security contributions paid by Sergio P. Ermotti but excludes the portion related to the legally required social security contributions paid

by UBS.
dividend payments.
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2 Paid out based on previous performance year. 2012, 2013 and 2014 include Cash Balance Plan installments.

3 Includes all installments paid out under respective EOP, SEEOP and PEP plans, excludes



Board of Directors compensation

Chairman of the BoD

Under the leadership of the Chairman, Axel A. Weber, the Board
of Directors (the BoD) determines, among other things, the
strategy for the Group based on recommendations by the Group
CEO, exercises ultimate supervision over management and
appoints all GEB members.

The Chairman presides over all general meetings of
shareholders and the BoD, and works with the committee
chairpersons to coordinate the work of all BoD committees.
Together with the Group CEO, the Chairman is responsible for
effective  communication with  shareholders and other
stakeholders, including clients, government officials, regulators
and public organizations. This is in addition to establishing and
maintaining a close working relationship with the Group CEO
and other GEB members, and providing advice and support
when appropriate, as well as continuing to strengthen and
promote our culture through the three keys to success — our
Pillars, Principles and Behaviors.

The Chairman’s total compensation for the period from AGM
to AGM is contractually fixed without any variable component.
For the current period from the 2019 AGM to the 2020 AGM
and in line with the reduction of the fees for independent Board
members effective from the 2020 AGM, as explained later in this
section, his total compensation has been reduced by 14% from
CHF 5.7 million to CHF 4.9 million, excluding benefits and
pension fund contributions. The Chairman’s total compensation
for the current period consisted of a cash payment of CHF 3.5
million and a share component of CHF 1.4 million consisting of
108,367 UBS shares at CHF 12.919 per share.

Accordingly, his total reward, including benefits and pension
fund contributions for his service as Chairman for the current
period, was CHF 5,235,143.

— Refer to “Board of Directors” in the “Corporate governance”

section of this report for more information about the
responsibilities of the Chairman

The share component aligns the Chairman’s pay with the
Group’s long-term performance. While the size of the share
award continues to be contractually fixed, the vesting of a
portion of the share award for the current period is linked to the
final resolution of the French cross-border matter. This portion is
entirely at risk and subject to forfeiture based on the final cost
associated with the resolution of the matter. If the French cross-
border matter is unresolved at the time the 2019 award is
expected to vest, this portion continues to be at risk, contingent
upon the final resolution of this matter. This vesting condition is
identical with the new vesting condition introduced for the
Group CEO and certain other GEB members on a portion of
their 2019 LTIP award. This further demonstrates the Chairman’s
alignment with shareholders on this matter. The remaining share
award is fully vested but blocked for four years.

Contractually fixed total compensation of the Chairman

¢ Up to CHF 0.6 million: final vesting amount is linked
to final resolution of the French cross-border matter

e Entire portion is fully at risk and subject to
forfeiture based on the final cost associated with
the resolution of the matter

- o Fully vested but blocked for 4 years

Unvested share

award
CHF 0.6 million

Cash payment
CHF 3.5 million

The Chairman’s employment agreement does not provide for
severance terms or supplementary contributions to pension
plans. Benefits for the Chairman are in line with local practices
for UBS employees. The Chair of the Compensation Committee
proposes and the Compensation Committee approves the
Chairman’s compensation annually for the upcoming AGM to
AGM period, taking into consideration fee or compensation
levels for comparable roles based on our core financial industry
peers as well as other relevant leading Swiss companies as
included in the Swiss Market Index.

Compensation details and additional information for non-independent BoD members

Usp
CHF, except where indlicated (for reference)
Contributions
For the period Annual share to retirement
Name, function’ AGM to AGM? Base salary award? Benefits* benefit plans® Total Total®’
Axel A. Weber, Chairman 2019/2020 3,500,000 1,400,000 90,790 244,353 5,235,143 5,266,638
2018/2019 3,500,000 2,200,000 69,230 255,572 6,024,802

1 Axel A. Weber was the only non-independent member in office on 31 December 2019 and 31 December 2018. 2 The change in reporting period from “financial year” to “AGM to AGM" results in a different

total compensation for the period from the 2018 AGM to the 2019 AGM than previously reported for “financial year 2018", which was CHF 6,033,422. The difference in the total compensation is due to varying
benefits and contributions to retirement benefit plans. 3 These shares are blocked for four years. 4 Benefits are all valued at market price. For the period from the 2019 AGM to the 2020 AGM, benefits amount
is an estimate. 5 Includes the portion related to UBS's contribution to the statutory pension scheme. For the period from the 2019 AGM to the 2020 AGM, contribution to retirement benefit plans amount is an
estimate. 6 Excludes the portion related to the legally required social security contributions paid by UBS, which for the period from the 2019 AGM to the 2020 AGM is estimated at grant at CHF 323,677 and for
the period from the 2018 AGM to the 2019 AGM at CHF 369,772. The legally required social security contributions paid by the non-independent BoD members are included in the amounts shown in this table, as
appropriate. 7 Swiss franc amounts have been translated into US dollars for reference at the 2019 performance award currency exchange rate of CHF / USD 1.006.
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Advisory vote

Corporate governance and compensation
Compensation

Independent BoD members

All BoD members except the Chairman are deemed independent
directors and receive a fixed base fee and additional committee
fees for their services on the firm’s various board committees as
outlined in the below table. For the current period from the
2019 AGM to the 2020 AGM the remuneration framework
remains unchanged.

In the current period, the roles of Senior Independent Director
and Vice Chairman are both held by one Board member, hence
the additional payment for both roles is only paid once.
Independent BoD members must use a minimum of 50% of
their fees to purchase UBS shares, which are blocked for four
years. They may elect to use up to 100% of their fees to
purchase blocked UBS shares. In all cases, the number of shares
is calculated at a discount of 15% on the average closing price
of the 10 trading days leading up to and including the grant
date. Independent BoD members do not receive performance
awards, severance payments or benefits.

At each AGM, shareholders are invited to approve the
aggregate amount of BoD remuneration in Swiss francs,
including compensation of the Chairman, which applies until the
next AGM. The tables on the following page provide details on
the compensation for the independent BoD members in Swiss
francs, and, for reference, the total amounts in US dollars.

The remuneration framework for independent BoD members
is subject to an annual review based on a proposal submitted by
the Chairman of the BoD to the Compensation Committee,

In our 2019 review of all elements of our compensation
framework we also reflected on our BoD remuneration
framework. We concluded that our overall approach for
independent Board member compensation remains appropriate.
However, a number of adjustments have been made to simplify
and rebalance the fee structure while maintaining it at a
competitive level. These changes led to a total fee reduction of
approximately 14% (depending on allocation of committee
membership). The below summarizes the adjustments which
become effective for the period from the 2020 AGM to the
2021 AGM.

— The fixed base fees, which had been broadly flat since 1998,
have been reduced from CHF 325,000 to CHF 300,000.
While the additional committee fees reflect the work required
on these committees, the fees for the Chairs of the Risk and
the Compensation Committees have been reduced by
CHF 50,000 and CHF 100,000, respectively.

We have substantially reduced the additional payment for the
Senior Independent Director and Vice Chairman roles to
CHF 150,000, a reduction of CHF 100,000. In case both roles
are allocated to one Board member, the fee will only be paid
once.

Independent BoD members must still use a minimum of 50%
of their fees to purchase UBS shares, which are blocked for
four years, and they may continue to elect to use up to 100%
of their fees to purchase blocked UBS shares. We have,
however, eliminated the 15% discount at which independent
Board members were previously entitled to purchase these

which in turn submits a recommendation to the BoD for shares.
approval.
Remuneration framework for independent BoD members
2019 AGM 2020 AGM
CHF to 2020 AGM' to 2021 AGM? Pay mix Delivery
Fixed base fee 325,000 300,000 : :
Additional fees Blocked ;At least
Senior Independent Director/Vice Chairman 250,000 150,000 shares : 50%
Additional committee fees Chair Member  Chair Member
Audit Committee 300,000 200,000 300,000 200,000
Compensation Committee 300,000 100,000 200,000 100,000 E
Governance and Nominating Committee 100,000 100,000 Cash ] l;z;o
B o
Corporate Culture and Responsibility Committee 50,000 50,000 :
Risk Committee 400,000 200,000 350,000 200,000 : : : : :
AGM- grant year1 year2 year3 year4d
to-AGM year
period

1 UBS shares (at least 50% of fees) are granted with a price discount of 15% and are blocked for four years.

2 The share price discount of 15% will be eliminated effective from the 2020 AGM onwards; the

requirement to use at least 50% of the fees to purchase UBS shares blocked for four years remains unchanged.
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Total payments to BoD members

CHF, except where indlicated USD (for reference)
For the period AGM to AGM! Total? Total23
Aggregate of all BoD members 2019/2020 12,510,143 12,585,405

2018/2019 13,449,802

1 The change in reporting period from “financial year” to "AGM to AGM" for the Chairman results in a different total compensation for the period from the 2018 AGM to the 2019 AGM than previously reported
for “financial year 2018", which was CHF 13,458,422. The difference in the total compensation is due to varying benefits and contributions to retirement benefit plans for the Chairman. 2 Includes social security
contributions paid by the BoD members but excludes the portion related to the legally required social security contributions paid by UBS, which for the period from the 2019 AGM to the 2020 AGM is estimated at
grant at CHF 662,357 and for the period from the 2018 AGM to the 2019 AGM at CHF 831,552. 3 Swiss franc amounts have been translated into US dollars for reference at the 2019 performance award currency
exchange rate of CHF / USD 1.006.

Remuneration details and additional information for independent BoD members
CHF, except where indlicated

(<)
- & &
o

g = —B 2 -g o $

E R C = Il =

E 88 o= 25 E

S §2 T2 28 §

= 2E 288 &g O Fortheperiod Committee  Additional Share  Number of
Name, function' Z BN S BER = AGM to AGM Base fee fee(s)  payments? Total®  percentage* shares>®
Michel Demaré, 2019/2020 - - _ _ _ _
former Vice Chairman e e Siiaiore T P T G G
David Sidwell, M C 2019/2020 325,000 500,000 250,000 1,075,000 50 48,948
Vice Chairman and Senior " SR et Tt e e S T e S e e e
Independent Director M C 2018/2019 325,000 500,000 250,000 1,075,000 50 50,097
Jeremy Anderson, C M M 2019/2020 325,000 450,000 775,000 50 35,288
member e e Siiaiore e S0 G500 G i
William C. Dudley, P L 30— 20132020 ||| 325000 230000 s SLEL R 26,181
member 2018/2019 - - - - -
Reto Francioni, M M 2019/2020 325,000 300,000 625,000 50 28,458
member e o S - Siiaiore e Sea 00 S75000 G e
Ann F. Godbehere, 2019/2020 - - - - -
former member e R o R Siiaioe T T O I T G i
Fred Hu, M 2019/2020 325,000 100,000 425,000 100 27,283
member e S e Siiaiore g BT G e
Julie G. Richardson, .. - M 20132020 | | 325000 600,000 oot 925000.... e 2042008
member M M 2018/2019 625,000 50 29,126
Isabelle Romy, M M 2019/2020 00
member e e SiiaioTe e 635 660 5 S i
RobertW. Saully, [ - . ... 20192020 || 325,000 200000 e 225000 e 0 23,904
member M 2018/2019 325,000 200,000 525,000 50 24,466
Beatrice Weder di Mauro, M M 2019/2020 325,000 250,000 575,000 50 26,181
member e e Siiaiore e Sea 00 S50 G e
Dieter Wemmer, N . E— 20132020 || 325000 300,000 ] e 2 28,458
member M M 2018/2019 325,000 300,000 625,000 50 29,126
Jeanette Wong, LN B 20192020 325,000 200000 o 225,000 . 100 ... 33,722
member 2018/2019 - - - — -
Total 2019/2020 7,275,000
"
(for reference)’ 7,318,766
Total 2018/2019 7,425,000

Legend: C = Chairperson of the respective Committee, M = Member of the respective Committee

1 Eleven independent BoD members were in office on 31 December 2019. At the 2019 AGM, William C. Dudley and Jeanette Wong were newly elected and Michel Demaré and Ann F. Godbehere did not stand for
re-election. Eleven independent BoD members were in office on 31 December 2018. 2 These payments are associated with the Vice Chairman and/or the Senior Independent Director function. 3 Excludes UBS's
portion related to the legally required social security contributions, which for the period from the 2019 AGM to the 2020 AGM is estimated at grant at CHF 338,680 and which for the period from the 2018 AGM to
the 2019 AGM was estimated at grant at CHF 461,780. The legally required social security contributions paid by the independent BoD members are included in the amounts shown in this table, as appropriate.
4 Fees are paid 50% in cash and 50% in blocked UBS shares. However, independent BoD members may elect to have 100% of their remuneration paid in blocked UBS shares. 5 For 2019, UBS shares, valued at
CHF 12.919 (average closing price of UBS shares over the last 10 trading days leading up to and including the grant date), were granted with a price discount of 15%. These shares are blocked for four years. For
2018, UBS shares, valued at CHF 12.622 (average closing price of UBS shares at the SIX Swiss Exchange over the last 10 trading days leading up to and including the grant date), were granted with a price discount
of 15%. These shares are blocked for four years. 6 Number of shares is reduced in case of the 100% election to deduct legally required contributions. All remuneration payments are, where applicable, subject to
social security contributions and/or withholding tax. 7 Swiss franc amounts have been translated into US dollars for reference at the 2019 performance award currency exchange rate of CHF / USD 1.006.
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Advisory vote

Corporate governance and compensation
Compensation

Supplemental information

Fixed and variable compensation for GEB members

Fixed and variable compensation for GEB members'23

Total for 2019 Not deferred Deferred* Total for 2018
CHF million, except where indicated Amount % Amount % Amount % Amount

Total compensation

Long-Term Incentive Plan (LTIP) / Equity Ownership
Plan (EOP) 35 36 0 35 37

Deferred Contingent Capital Plan (DCCP)? 21 21 0 21 22

1 The figures relate to all GEB members in office during 2019. Thirteen GEB members were in office on 31 December 2019 including three new GEB members, one appointed on 1 January 2019 and two on
1 October 2019; three GEB members stepped down, one on 31 December 2018 and two on 30 September 2019. Thirteen GEB members were in office on 31 December 2018 including two new GEB members
appointed on 1 October 2018 and one on 1 November 2018; two GEB members stepped down on 31 December 2017 and 30 September 2018. 2 2019 includes compensation for three months paid under the
employment contract during the notice period for one GEB member who stepped down on 30 September 2018 as well as compensation for two GEB members who stepped down on 30 September 2019 for nine
months in office as GEB member plus for three months paid under the employment contract during the notice period. 2018 includes compensation for six months paid under the employment contract during the
notice period to one GEB member who stepped down on 31 December 2017, as well as compensation for one GEB member who stepped down on 30 September 2018 for nine months in office as a GEB member
plus for three months paid under the employment contract during the notice period. 3 2019 includes compensation for one newly appointed GEB member for 12 months in office as a GEB member and for two
newly appointed GEB members for three months in office as GEB members. 2018 includes compensation for two newly appointed GEB members for three months in office as GEB members, and for one newly
appointed GEB member for two months in office as a GEB member. 4 Based on the specific plan vesting and reflecting the total award value at grant, which may differ from the accounting expenses. 5 Excludes
benefits and employer's contributions to retirement benefit plans. Includes social security contributions paid by GEB members but excludes the portion related to the legally required social security contributions paid
by UBS. For 2019, Igbal Khan received a one-time replacement award of CHF 8 million. This replacement payment is not included in the above table; including this, the 2019 total compensation of GEB members is
CHF 106 million. 6 Includes base salary and role-based allowances, rounded to the nearest million. 7 Includes allocation of vested but blocked shares, in line with the remuneration section of the UK Prudential
Regulation Authority Rulebook. 8 For the GEB members who are also MRTs (or SMFs), the awards starting with performance year 2017 are no longer permitted to include dividend and interest payments.
Accordingly, the amounts reflect for the LTIP / EOP the fair value of the non-dividend-bearing awards and for the DCCP the fair value of the granted non-interest-bearing awards.
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Regulated staff

Key Risk Takers

Key Risk Takers (KRTs) are defined as those employees who, by
the nature of their roles, have been determined to materially set,
commit or control significant amounts of the firm’s resources
and/or exert significant influence over its risk profile. This
includes employees who work in front-office roles, logistics and
control functions. Identifying KRTs globally is part of our risk
control framework and an important element in ensuring we
incentivize only appropriate risk-taking. For 2019, in addition to
GEB members, 661 employees were classified as KRTs
throughout the UBS Group globally, including all GMDs and all
employees with a total compensation exceeding USD / CHF 2.5
million (Highly Paid Employees) who may not have been
identified as KRTs during the performance year.

Fixed and variable compensation for Key Risk Takers'

In line with regulatory requirements, the performance of
employees identified as KRTs during the performance year is
evaluated by the control functions. In addition, KRTs'
performance awards are subject to a mandatory deferral rate of
at least 50%, regardless of whether the deferral threshold has
been met. A KRT's deferred compensation award will only vest if
the relevant Group and/or business division performance
conditions are met. Consistent with all other employees, the
deferred portion of a KRT's compensation is also subject to
forfeiture or reduction if the KRT commits harmful acts.

Total for 2019

Not deferred Deferred? Total for 2018

Amount

Amount Amount Amount

Long-Term Incentive Plan (LTIP) / Equity Ownership
Pla

Deferred Contingent Capital P!

lan (DCCP)

1 Includes employees with a total compensation exceeding USD / CHF 2.5 million (Highly Paid Employees), excluding GEB members who were in office during the performance year 2019, except the new GEB
member appointed during 2019, who is included for compensation received in their role as a KRT prior to being appointed to the GEB. 2 Based on the specific plan vesting and reflecting the total value at grant,
which may differ from the accounting expenses. 3 Excludes benefits and employer's contributions to retirement benefits plan. Includes social security contributions paid by KRTs but excludes the portion related to
the legally required social security contributions paid by UBS. 4 Includes base salary and role-based allowances. 5 Includes allocation of vested but blocked shares, in line with regulatory requirements where
applicable. 6 Starting with performance year 2017, KRTs who are also MRTs are no longer permitted to receive dividend and interest payments. Accordingly, the amounts for the EOP/LTIP reflect the fair value of
the non-dividend-bearing awards and for the DCCP the fair value of the granted non-interest-bearing awards.
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Advisory vote

Corporate governance and compensation
Compensation

Material Risk Takers

For relevant EU-regulated entities, we identify individuals who
are deemed to be Material Risk Takers (MRTs) based on local
regulatory requirements, the respective EU Commission
Delegated Regulation and the EU Capital Requirements Directive
of 2013 (CRD IV). This group consists of senior management,
risk takers, selected staff in control or support functions and
certain employees whose total compensation is above a
specified threshold. For 2019, UBS identified 755 MRTs across its
EU entities.

Variable compensation awarded to MRTs is subject to specific
requirements from local regulators, such as a maximum variable
to fixed compensation ratio, which is set at 100% unless
approved to be increased to 200% by the shareholders of the
respective legal entity. UBS has obtained approval as appropriate
through relevant shareholder votes to increase the variable to
fixed compensation ratio to 200%. Other applicable regulatory
requirements for this population include a minimum deferral
rate of 40-60% on performance awards and the delivery of at
least 50% of any upfront performance award in UBS shares that
vest immediately but are blocked for 12 months.

Any notional shares granted to MRTs under the LTIP, EOP and
notional DCCP awards for their performance in 2019 are subject
to a six- or 12-month blocking period post vesting and do not
pay out dividends or interest during the deferral period.

Performance awards granted to MRTs are also subject to
clawback provisions which allow the firm to claim repayment of
both the immediate and the vested deferred element of any
performance award if an individual is found to have contributed
substantially to significant financial losses for the Group or
corporate structure in scope, a material downward restatement
of disclosed results, or engaged in misconduct and/or failed to
take expected actions that contributed to significant reputational
harm.

Due to UK regulatory requirements, LTIP awards granted to
UK MRTs and SMFs will be subject to an additional non-financial
conduct-related metric.

272

UK Senior Managers and Certification Regime

The Senior Managers and Certification Regime (the SMCR) of
the UK Prudential Regulation Authority and Financial Conduct
Authority requires that individuals with specified responsibilities,
performing certain significant functions and/or those in certain
other identified categories be designated as Senior Management
Functions (SMFs).

SMFs are subject to specific compensation requirements,
including longer deferral, blocking and clawback periods. The
deferral period for SMFs is seven years, with the deferred
performance awards vesting no faster than pro rata from years 3
to 7. Additionally, these awards are subject to a 12-month
blocking period post vesting. The clawback policy for SMFs
permits clawback for up to 10 years from the date of
performance award grants (applicable if an individual is subject
to an investigation at the end of the initial UK seven-year
clawback period). All SMFs are also identified as MRTs and as
such subject to the same prohibitions on dividend and interest
payments.

Control functions and Group Internal Audit

Our control functions must be independent in order to monitor
risk effectively. Therefore their compensation is determined
separately from the revenue producers that they oversee,
supervise or monitor. Their performance award pool is based not
on the performance of these businesses, but on the performance
of the Group as a whole. In addition, we consider other factors,
such as how effectively the function has performed, and our
market position. Decisions on individual compensation for the
senior managers of the control functions are made by the function
heads and approved by the Group CEO. Decisions on individual
compensation for the members of Group Internal Audit (GIA) are
made by the Head GIA and approved by the Chairman of the
BoD. Upon proposal by the Chairman, total compensation for the
Head GIA is approved by the Compensation Committee in
consultation with the Audit Committee.



2019 performance award pool and expenses

Performance awards granted for the 2019 performance year beneficiaries for each type of award granted. In the case of
deferred awards, the final amount paid to an employee depends
The “Variable compensation” table below shows the amount of on performance conditions and consideration of relevant
variable compensation awarded to employees for the forfeiture provisions. The deferred share award amount is based
performance year 2019, together with the number of on the market value of these awards on the date of grant.

Variable compensation’

Expenses recognized

in the IFRS income Expenses deferred to
statement future periods* Adjustments* Total Number of beneficiaries
USD million, except where indicated 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018
Non-deferred cash 1,894 1,894 54,179

of which: Asset Management FOP
Total variable compensation — performance award pool
Vari i r2
Financial advisor (FA) variable compensation

Total variable compensation including FA variable

compensation 5617 5,889 1,093 1,250 2 (25) 6,711 7,114

1 Expenses under “Variable compensation — other” and “Financial advisor variable compensation” are not part of UBS's performance award pool. 2 Comprised of replacement payments, forfeiture credits,
severance payments, retention plan payments and interest expense related to the Deferred Contingent Capital Plan. 3 Financial advisor compensation consists of formulaic compensation based directly on
compensable revenues generated by financial advisors and supplemental compensation calculated based on financial advisor productivity, firm tenure, new assets and other variables. It also includes expenses
related to compensation commitments with financial advisors entered into at the time of recruitment that are subject to vesting requirements. 4 Estimates as of 31 December 2019 and 2018. Actual amounts to be
expensed in future periods may vary, e.g., due to forfeiture of awards. 5 Represents estimated post-vesting transfer restriction and permanent forfeiture discounts. 6 Included in expenses deferred to future
periods is an amount of USD 50 million (2018: USD 96 million) in interest expense related to the Deferred Contingent Capital Plan. As the amount recognized as performance award represents the present value of
the award at the date it is granted to the employee, this amount is excluded.

2019 performance award pool and expenses Performance award expenses for 2019 decreased 8% to

USD 2.8 billion, reflecting the reduction of the performance
The performance award pool, which includes performance- award pool for 2019. The “Performance award pool and
based variable awards for 2019, was USD 2.7 billion, reflectinga  expenses” table below compares the performance award pool
decrease of 14% compared with 2018. with performance award expenses.

Performance award pool and expenses

USD million, except where indlicated 2019 2018 % change
Performance award pool’ 2,673 3,118 (14)
..... ofW/7/c/7expe/zsesa’efefredmfuz‘z/fepef/odsandaccawzrmgaa)u;[mem‘s”480657(27)
PerformanceawardexpensesaccruedIntheperformanceyear2193 .............................. 2461(11)
Performanceawardexpensesrelatedtopnorperformanceyears562 ................................. —— &
Total performance award expenses recognized for the year* 2,755 2,995 (8)

1 Excluding employer-paid taxes and social security. 2 Estimate as of the end of the performance year. Actual amounts expensed in future periods may vary, e.g., due to forfeiture of awards. 3 Accounting
adjustments represent estimated post-vesting transfer restriction and permanent forfeiture discounts. 4 Refer to “Note 30 Employee benefits: variable compensation” in the “Consolidated financial statements”
section of this report for more information.
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Advisory vote

Corporate governance and compensation
Compensation

GEB and KRTs deferred compensation

The "GEB and KRTs deferred compensation” table below shows
the current economic value of unvested outstanding deferred
variable compensation awards subject to ex-post adjustments.
For share-based plans, the economic value is determined based

GEB and KRTs deferred compensation'23

on the closing share price on 31 December 2019. For notional
funds, it is determined using the latest available market price for
the underlying funds at year-end 2019, and for deferred cash
plans, it is determined based on the outstanding amount of cash
owed to award recipients.

Relating to of which. exposed to Total deferred Total amount of
Relating to awards ~ awards for prior ex-post explicit and / compensation deferred compensation
USD million, except where indicated for 20194 years® Total  or implicit ajustments year-end 2018 paid out in 20196

Long-Term Incentive Plan 48 0

Total GEB and KRTs 442 1,760

2,202 2,294 442

1 Based on the specific plan vesting and reflecting the economic value of the outstanding awards, which may differ from the accounting expenses. Year-to-year reconciliations would also need to consider the

impacts of additional items including off-cycle awards, FX movements, population changes, and dividend equivalent reinvestments.

“Consolidated financial statements” section of the Annual Report 2019 for more information.

2 Refer to “Note 30 Employee benefits: variable compensation” in the

3 Starting with performance year 2017, GEB members and KRTs who are also MRTs are no longer permitted to

receive dividend and interest payments. Accordingly, the amounts for the EOP/LTIP reflect the fair value of the non-dividend-bearing awards and for the DCCP the fair value of the granted non-interest-bearing

awards.
between KRT and GEB entries accordingly.

4 Where applicable, amounts are translated into US dollars at the performance award currency exchange rate. For GEB members who were appointed to the GEB during 2019, awards have been pro-rated
5 Takes into account the ex-post implicit adjustments, given the share price movements since grant. For GEB members who were appointed to the GEB part way through
2019, awards have been fully reflected in the GEB entries. Where applicable, amounts are translated from award currency into US dollars using FX rates as at 31 December 2019.

6 Valued at distribution price and

FX rate for all awards distributed in 2019. For GEB members who were appointed to the GEB during 2019, value of the awards paid out according to their role at the time of distribution.

The “GEB and KRTs ex-post explicit and implicit adjustments to
deferred compensation” table below shows the value of actual
ex-post explicit and implicit adjustments to outstanding deferred
compensation in the financial year 2019 for GEB members and
KRTs.

Ex-post adjustments occur after an award has been granted.
Explicit adjustments occur when we adjust compensation by

forfeiting deferred awards. Implicit adjustments are unrelated to
any action taken by the firm and occur as a result of price
movements that affect the value of an award.

The total value of ex-post explicit adjustments made to UBS
share awards in 2019, based on the approximately 7.0 million
shares forfeited during 2019, is a reduction of USD 88.4 million.

GEB and KRTs ex-post explicit and implicit adjustments to deferred compensation

Ex-post explicit adjustments
to unvested awards'

Ex-post implicit adjustments
to unvested awards?

USD million

31.12.19

31.12.18 31.12.19 31.12.18

Equity Ownership Plan (including notional funds)

Total GEB and KRTs

(6) (30) (55) (194)

1 Ex-post explicit adjustments are calculated as units forfeited during the year, valued at the share price on 31 December 2019 (USD 12.58) for 2019. The 2018 data is valued using the share price on 31 December
2018 (USD 12.38). For the notional funds awarded to Asset Management employees under the EOP, this represents the forfeiture credits recognized in 2019 and 2018. For the DCCP, the fair value at grant of the
forfeited awards during the year is reflected. For GEB members who were appointed to the GEB during 2019, awards have been fully reflected in the GEB entries. 2 Ex-post implicit adjustments for UBS shares are
calculated based on the difference between the weighted average grant date fair value and the share price at year-end. The amount for notional funds is calculated using the mark-to-market change during 2019
and 2018. For GEB members who were appointed to the GEB during 2019, awards have been fully reflected in the GEB entries.
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Total personnel expenses for 2019

We employed 68,601 personnel (full-time equivalents) as of
31 December 2019. The net increase of 1,713 compared with
31 December 2018 was largely driven by a 2,583 FTE increase in
Corporate Center, mainly as a result of the ongoing insourcing
of certain activities from third-party vendors to our Business
Solutions Centers, resulting in a decrease of approximately
2,200 outsourced staff. This was partly offset by a 944 FTE
decrease in Global Wealth Management, reflecting the effect of
cost management initiatives and a review of advisor portfolios.

The “Personnel expenses” table below shows our total
personnel expenses for 2019. It includes salaries, pension
expenses, social security contributions, variable compensation
and other personnel costs. Variable compensation includes cash
performance awards paid in 2020 for the 2019 performance
year, the amortization of unvested deferred awards granted in
previous years and the cost of deferred awards granted to
employees who are eligible for retirement in the context of the
compensation framework at the date of grant.

The performance award pool reflects the value of

Personnel expenses

performance awards granted relating to the 2019 performance
year, including awards that are paid out immediately and those
that are deferred. To determine our variable compensation
expenses, the following adjustments are required in order to
reconcile the performance award pool to the expenses
recognized in the Group’s financial statements prepared in
accordance with International Financial Reporting Standards

(IFRS):

— reduction for expenses deferred to future periods
(amortization of unvested awards granted in 2020 for the
performance year 2019) and accounting adjustments; and

— addition for the 2019 amortization of unvested deferred
awards granted in prior years.

As a large part of compensation consists of deferred awards,
the amortization of unvested deferred awards granted in prior
years forms a significant part of the IFRS expenses in both 2018
and 2019.

—» Refer to “Note 6 Personnel expenses” and “Note 30 Employee

benefits: variable compensation” in the “Consolidated financial
statements” section of this report for more information

Expenses recognized in the IFRS income statement

Total expenses  Total expenses  Total expenses

Related to the Related to prior  recognizedin  recognizedin  recognized in
UsD million performance year 2019 performance years 2019 2018 2017
Salaries! 6,518 0 6,518 6,448 6,154
Non-deferred cash 1,894 (26) 1,868 2,057 2,062

. Other performance awards

Total variable compensation — performance awards? 2,193 562 2,755 2,995 3,151
o which: guarantees for new hies 5 72" R s %
Replacement payments? 5 51 56 72 72
Forfeiture credits o T ® (8) e (107)
Severance payments' 15 o 125 1233
‘Retention plan and other payments 8 28 % 6 63
Deferred Contingent Capital Plan: interest expense o T u T ne
Total variable compensation — other? 159 88 246 243 252
Contractors 381 0 381 489 460
Social security 783 15 799 791 814
Pension and other post-employment benefit plans® 787 0 787 457 723
Financial advisor variable compensation2¢ 3,265 778 4,043 4,054 4,064
Other personnel expenses 528 27 555 654 581
Total personnel expenses 14,614 1,470 16,084 16,132 16,199

1 Includes role-based allowances. 2 Refer to “Note 30 Employee benefits: variable compensation” in the “Consolidated financial statements” section of this report for more information. 3 Payments made to
compensate employees for deferred awards forfeited as a result of joining UBS. 4 Includes legally obligated and standard severance payments. 5 Refer to “Note 29 Pension and other post-employment benefit
plans” in the “Consolidated financial statements” section of this report for more information. 6 Consists of formulaic compensation based directly on compensable revenues generated by financial advisors and
supplemental compensation calculated based on financial advisor productivity, firm tenure, new assets and other variables. It also includes expenses related to compensation commitments with financial advisors
entered into at the time of recruitment that are subject to vesting requirements.
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Vesting of outstanding awards granted in prior years subject to performance conditions

The tables below show the extent to which the performance conditions for awards granted in prior years have been met and the
percentage of the awards that vest in 2020.

Equity Ownership Plan (EOP) 2014 / 2015, EOP 2015/ 2016,
EOP 2016/ 2017 and EOP 2017 / 2018

Performance conditions Performance achieved % of installment vesting
Adjusted return on tangible equity! and divisional return on The Group and divisional performance conditions have been satisfied. For EOP 100%
attributed equity 2014 / 2015, the third and final installment for the Group Executive Board (GEB)

members vests in full. For EOP 2015 / 2016, the second installment for the GEB
members vests in full. For EOP 2016 / 2017, the first installment for the GEB
members and the second installment for all other employees covered under the
plan vest in full. For EOP 2017 / 2018, the first installment for all other employees
covered under the plan vests in full.

1 The assessment for vesting purposes excludes the effect of deferred tax assets (DTAs). Furthermore, DTAs, when positive, have never had an impact on the performance award vesting.

Deferred Contingent Capital Plan (DCCP) 2014 / 2015

Performance conditions Performance achieved % of installment vesting

Common equity tier 1 (CET1) capital ratio, viability event and, The performance conditions have been satisfied. DCCP 2014 / 2015 vests in full. 100%
additionally for GEB, Group adjusted profit before tax

Discontinued deferred compensation plans

As of 31 December 2019, there were no discontinued compensation plans with outstanding balances. The firm has not granted any
options since 2009.
—s Refer to “Note 30 Employee benefits: variable compensation” in the “Consolidated financial statements” section of this report for more
information
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Share and option ownership / entitlements of GEB members®

Potentially

Number of conferred

on unvested Number of  Total number of voting

Name, function 31 December shares / at risk?  vested shares shares rights in %
Sergio P. Ermotti, Group Chief Executive Officer 2019 1,862,480 2,150,003 4,012,483 0.227
2018 1,715,430 1,757,766 3,473,196 0.191

Martin Blessing, former Co-President Global Wealth Management 2019 - - -

2018 § 0 0.014
Christian Bluhm, Group Chief Risk Officer 2019 440,953 0 0.025
2018 259,745 0 259,745 0.014
Markus U. Diethelm, Group General Counsel 2019 698,402 458,426 1,156,828 0.065
317,516
Kirt Gardner, Group Chief Financial Officer 129,807

Suni Harford, President Asset Management

Robert Karofsky, Co-President Investment Bank

254,119

Sabine Keller-Busse, Group Chief Operating Officer and President UBS EMEA

315,922

Igbal Khan, Co-President Global Wealth Management

Edmund Koh, President Asia Pacific

Ulrich Kérner, former President Asset Management and President UBS EMEA

95,59

Axel P. Lehmann, President Personal & Corporate Banking and President UBS Switzerland 277,978
................. S 0183070902779785850680032
Tom Naratil, Co-President Global Wealth Management and President UBS Americas 2019 1,307,554 609,477 1,917,031 0.108
................. S 018113293848407516170130089
Piero Novelli, Co-President Investment Bank 2019 599,156 429,652 1,028,808 0.058
................. S 0184710492563677274160040
Markus Ronner, Group Chief Compliance and Governance Officer 2019 214,850 68,097 282,947 0.016
................. S 0181611521731613250009
Total 2019 8,335,517 5,114,942 13,450,459 0.761
SRR, STE ; 932717 ........ 3814425 ........... 10747142 ................ e

1 Includes all vested and unvested shares of GEB members, including those held by related parties. No options were held in 2019 and 2018 by any GEB member or any of its related parties. Refer to “Note 30

Employee benefits: variable compensation” in the “Consolidated financial statements” section of the Annual Report 2019 for more information.

2 Includes shares granted under variable compensation plans with

forfeiture provisions. The actual number of shares vesting in the future will be calculated under the terms of the plans. Refer to the “Compensation philosophy and framework” section of this report for more

information about the plans.

Total of all vested and unvested shares of GEB members'2

Total  of which. vested of which: vesting
2020 2021 2022 2023 2024
Shares on 31 December 2019 13,450,459 5114942 1,798,389 1,811,721 2,199,926 1517110 1,008,371
2019 2020 2021 2022 2023
Shares on 31 December 2018 10,747,142 3,814,425 1,745,323 1,761,048 1,738,595 1,146,636 541,112

1 Includes shares held by related parties.

2 Includes shares granted under variable compensation plans with forfeiture provisions. The actual number of shares vesting in the future will be calculated under the

terms of the plans. Refer to the “Compensation philosophy and framework” section of this report for more information.
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Audited |
Number of shares of BoD members'
Name, function on 31 December Number of shares held Voting rights in %
Axel A. Weber, Chairman 2019 938,627 0.053
2018 764,329 0.042
Michel Demaré, former Vice Chairman? 2019 - -
2018 322,558 0.018
David Sidwell, Vice Chairman and Senior Independent Director 2019 167,595 0.009
2018 189,805 0.010
Jeremy Anderson, member 2019 31,456 0.002
2018 0 0.000
William C. Dudley, member? 2019 0 0.000
2018 - -
Reto Francioni, member 2019 125,628 0.007
2018 98,832 0.005
Ann F. Godbehere, former member? 2019 - -
2018 259,225 0.014
Fred Hu, member 2019 15,145 0.001
2018 0 0.000
Julie G. Richardson, member 2019 46,283 0.003
2018 17,157 0.001
Isabelle Romy, member 2019 143,928 0.008
2018 114,802 0.006
Robert W. Scully, member 2019 71,540 0.004
2018 47,074 0.003
Beatrice Weder di Mauro, member 2019 172,397 0.010
2018 145,601 0.008
Dieter Wemmer, member 2019 60,285 0.003 IS
2018 31,159 0.002 2
Jeanette Wong, member? 2019 0 0.000 8
---------------------------------------------------------------------------------------------------------------------------- E
2018 - - S
Total 2019 1,772,884 0.100 2
............................................................................................................................ &
2018 1,990,542 0.109 e
1 Includes blocked and unblocked shares held by BoD members, including those held by related parties. No options were granted in 2019 and 2018. 2 At the 2019 AGM, William C. Dudley and Jeanette Wong &
were newly elected and Michel Demaré and Ann F. Godbehere did not stand for re-election. %
» B
[
©
Audited | 8
Total of all blocked and unblocked shares of BoD members! g
of which:
Total unblocked of which: blocked unti/
2020 2027 2022 2023
Shares on 31 December 2019 1,772,884 502,095 264,889 299357 270,111 436,432
2019 2020 20271 2022
Shares on 31 December 2018 1,990,542 636,397 323,057 335,587 366,570 328937
1 Includes shares held by related parties.
A
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Loans granted to GEB members'

In line with article 38 of the Articles of Association of UBS Group
AG, Group Executive Board (GEB) members may be granted
loans. Such loans are made in the ordinary course of business on
substantially the same terms as those granted to other
employees, including interest rates and collateral, and neither

involve more than the normal risk of collectability nor contain
any other unfavorable features for the firm. The total amount of
such loans must not exceed CHF 20 million per GEB member.

usp

CHF, except where indicatec? (for reference)

Name, function on 31 December Loans3 Loans3

Axel P. Lehmann, President Personal & Corporate Banking and President UBS Switzerland (highest loan in 2019) 2019 9,140,000 9,440,889
Ulrich Kormer, former President Asset Management and President UBS EMEA (highest loan in 2018) 2018 8,240,000

Aggregate of all GEB members* 2019 30,700,354 31,711,010
""""""""""""""" 2018 33,204,000

1 No loans have been granted to related parties of the GEB members at conditions not customary in the market.
4 No unused uncommitted credit facilities in 2019. Excludes unused uncommitted credit facilities of CHF 2,949,690 in 2018 that

relevant year-end closing exchange rate.
had been granted to one GEB member.

3 All loans granted are secured loans.

Loans granted to BoD members’

2 Swiss franc and US dollar amounts disclosed represent local currency amounts translated at the

In line with article 33 of the Articles of Association of UBS Group
AG, loans to independent Board of Directors (BoD) members are
made in the ordinary course of business at general market
conditions. The Chairman, as a non-independent member, may
be granted loans in the ordinary course of business on

substantially the same terms as those granted to employees,
including interest rates and collateral, neither involving more
than the normal risk of collectability nor containing any other
unfavorable features for the firm. The total amount of such
loans must not exceed CHF 20 million per BoD member.

usp

CHF, except where indicatec? (for reference)

on 31 December Loans34 Loans3#

Aggregate of all BoD members 2019 890,439 919,752
2018 600,000

1 No loans have been granted to related parties of the BoD members at conditions not customary in the market.
4 CHF 600,000 for Reto Francioni and CHF 290,439 for Dieter Wemmer in 2019 and CHF 600,000 for Reto Francioni in 2018.

relevant year-end closing exchange rate. 3 All loans granted are secured loans.

Compensation paid to former BoD and GEB members'

2 Swiss franc and US dollar amounts disclosed represent local currency amounts translated at the

Usp

CHF, except where indlicated? (for reference)

For the year Compensation Benefits Total Total

Former BoD members 2019 0 0 0 0
o ; - 0

Aggregate of all former GEB members? 2019 0 51,912 51,912 53,621
o ; e R 45556

Aggregate of all former BoD and GEB members 2019 0 51,912 51,912 53,621
o ; e R 45556

1 Compensation or remuneration that is related to the former members’ activity on the BoD or GEB or that is not at market conditions.
3 Includes a payment in 2019 and 2018 to one former GEB member.

amounts translated at the relevant year-end closing exchange rate.
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Under the say-on-pay provisions in
Switzerland, shareholders of companies
listed in Switzerland have significant
influence over board and management
compensation. At UBS, this is achieved by
means of an annual binding say-on-pay
vote in accordance with the following
provisions of the Articles of Association
related to compensation.

Say on pay

In line with article 43 of the Articles of
Association of UBS Group AG, the
General Meeting shall approve the
proposals of the Board of Directors in
relation to:

a) the maximum aggregate amount of
compensation of the Board of Directors
for the period until the next Annual
General Meeting;

b) the maximum aggregate amount of
fixed compensation of the Group
Executive Board for the following financial
year; and

¢) the aggregate amount of variable
compensation of the Group Executive
Board for the preceding financial year.

The Board of Directors may submit for
approval by the General Meeting
deviating or additional proposals relating
to the same or different periods. In the
event the General Meeting does not
approve a proposal from the Board of
Directors, the Board of Directors shall
determine, taking into account all
relevant factors, the respective (maximum)
aggregate amount or (maximum) partial
amounts and submit the amount(s) so
determined for approval by the General
Meeting. UBS Group AG or companies

controlled by it may pay or grant
compensation prior to approval by the
General Meeting, subject to subsequent
approval.

Principles of compensation

In line with articles 45 and 46 of the
Articles of Association of UBS Group AG,
compensation of the members of the
Board of Directors shall comprise a base
remuneration and may comprise other
compensation elements and benefits.
Compensation of the members of the
Board of Directors is intended to
recognize the responsibility and
governance nature of their role, to attract
and retain qualified individuals and to
ensure alignment with shareholders’
interests.

Compensation of the members of the
Group Executive Board shall comprise
fixed and variable compensation
elements. Fixed compensation shall
comprise the base salary and may
comprise other compensation elements
and benefits. Variable compensation
elements shall be governed by financial
and non-financial performance measures
that take into account the performance of
UBS Group AG and/or parts thereof,
targets in relation to the market, other
companies or comparable benchmarks,
short- and long-term strategic objectives
and/or individual targets. The Board of
Directors or, where delegated to it, the
Compensation Committee determines the
respective performance measures, the
overall and individual performance
targets, and their achievements. The
Board of Directors or, where delegated to

it, the Compensation Committee aims to
ensure alignment with sustainable
performance and appropriate risk-taking
through adequate deferrals, forfeiture
conditions, caps on compensation,
harmful acts provisions and similar means
with regard to parts of or all of the
compensation. Parts of variable
compensation shall be subject to a multi-
year vesting period.

Additional amount for GEB members
appointed after the vote on the
aggregate amount of compensation by
the AGM
In line with article 46 of the Articles of
Association of UBS Group AG, if the
maximum aggregate amount of
compensation already approved by the
General Meeting is not sufficient to also
cover the compensation of a person who
becomes a member of or is being
promoted within the Group Executive
Board after the General Meeting has
approved the compensation, UBS Group
AG or companies controlled by it shall be
authorized to pay or grant each such
Group Executive Board member a
supplementary amount during the
compensation period(s) already approved.
The aggregate pool for such
supplementary amounts per
compensation period shall not exceed
40% of the average of total annual
compensation paid or granted to the
Group Executive Board during the
previous three years.

— Refer to www.ubs.com/governance for

more information
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Ernst & Young Ltd Phone +41 58 286 86 86
EY Aeschengraben 9 Fax +41 58 286 86 00
P.O. Box www.ey.com/ch
Shibdire & betier CH-4002 Basel
wrari i workl
To the General Meeting of Basel, 27 February 2020

UBS Group AG, Zurich

Report of the statutory auditor on the compensation report

We have audited the compensation report dated 27 February 2020 of UBS Group AG for the year ended 31
December 2019. The audit was limited to the information according to articles 14 — 16 of the Ordinance against
Excessive Compensation in Stock Exchange Listed Companies (Ordinance) contained in the following tables
labeled “audited” of the compensation report: Approved fixed compensation, Total compensation for GEB
members, Compensation details and additional information for non-independent BoD members, Total
payments to BoD members, Remuneration details and additional information for independent BoD members,
Loans granted to GEB members, Loans granted to BoD members and Compensation paid to former BoD and
GEB members.

Board of Directors’ responsibility

The Board of Directors is responsible for the preparation and overall fair presentation of the compensation
report in accordance with Swiss law and the Ordinance. The Board of Directors is also responsible for
designing the compensation system and defining individual compensation packages.

Auditor’s responsibility

Our responsibility is to express an opinion on the compensation report. We conducted our audit in accordance
with Swiss Auditing Standards. Those standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the compensation report complies with
Swiss law and articles 14 — 16 of the Ordinance.

An audit involves performing procedures to obtain audit evidence on the disclosures made in the compensation
report with regard to compensation, loans and credits in accordance with articles 14 — 16 of the Ordinance.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatements in the compensation report, whether due to fraud or error. This audit also includes evaluating
the reasonableness of the methods applied to value components of compensation, as well as assessing the
overall presentation of the compensation report.

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

Opinion
In our opinion, the compensation report for the year ended 31 December 2019 of UBS Group AG complies
with Swiss law and articles 14 — 16 of the Ordinance.

Ernst & Young Ltd

Marie-Laure Delarue Bruno Patusi
Licensed audit expert Licensed audit expert
(Auditor in charge)
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Management’s report on internal control over financial
reporting

Management'’s responsibility for internal control over financial

reporting

The Board of Directors and management of UBS Group AG

(UBS) are responsible for establishing and maintaining adequate

internal control over financial reporting. UBS's internal control

over financial reporting is designed to provide reasonable
assurance regarding the preparation and fair presentation of
published financial statements in accordance with International

Financial Reporting Standards (IFRS), as issued by the

International Accounting Standards Board (IASB).

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

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

— provide reasonable assurance that transactions are recorded
as necessary to permit preparation and fair presentation of
financial statements, and that receipts and expenditures of
the company are being made only in accordance with
authorizations of UBS management; and

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

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

286

Management’s assessment of internal control over financial
reporting as of 31 December 2019

UBS management has assessed the effectiveness of UBS's
internal control over financial reporting as of 31 December 2019
based on the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal
Control — Integrated Framework (2013 Framework). Based on
this assessment, management believes that, as of 31 December
2019, UBS's internal control over financial reporting was
effective.

The effectiveness of UBS's internal control over financial
reporting as of 31 December 2019 has been audited by Ernst &
Young Ltd, UBS's independent registered public accounting firm,
as stated in their report appearing on pages 287 to 288, which
expresses an unqualified opinion on the effectiveness of UBS's
internal control over financial reporting as of 31 December 2019.

Reports of the statutory auditor / independent registered
public accounting firm

The accompanying reports of the independent registered public
accounting firm on the consolidated financial statements (refer
to pages 289 to 293) and internal control over financial
reporting (refer to pages 287 to 288) of UBS Group AG are
included in our filing on 28 February 2020 with the Securities
and Exchange Commission on Form 20-F pursuant to US
reporting obligations.

The accompanying statutory auditor’s report on the audit of
the consolidated financial statements (refer to pages 294 to 299)
of UBS Group AG, in addition to the aforementioned reports, is
included in our Annual Report 2019 available on our website
and filed on 28 February 2020 with all other relevant non-US
exchanges.



Ernst & Young Ltd Phone: +41 58 286 86 86
Aeschengraben 9 Fax: +41 58 286 86 00
P.O. Box www.ey.com/ch

4002 Basel
Busildirg & beifa
WO ey ekl

Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of UBS Group AG

Opinion on Internal Control over Financial Reporting

We have audited UBS Group AG and subsidiaries’ internal control over financial reporting as of
31 December 2019, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework) (the COSO
criteria). In our opinion, UBS Group AG and subsidiaries (“the Company”) maintained, in all material
respects, effective internal control over financial reporting as of 31 December 2019, based on the COSO
criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States) (PCAOB), the consolidated balance sheets of the Company as of 31 December
2019 and 2018, the related consolidated income statements, statements of comprehensive income,
statements of changes in equity and statements of cash flows for each of the three years in the period
ended 31 December 2019, and the related notes and our report dated 27 February 2020 expressed an
unqualified opinion thereon.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting included
in the accompanying Management’s Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Company’s internal control over financial reporting based
on our audit. We are a public accounting firm registered with the PCAOB and are required to be
independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects.

Our audit included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets
that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Ef " }' ot 7._—4./\7 LJ;J
Ernst & Young Ltd

Basel, 27 February 2020
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Ernst & Young Ltd Phone: +41 58 286 86 86
Aeschengraben 9 Fax: +41 58 286 86 00
P.O. Box www.ey.com/ch

4002 Basel
Buiking 4 aties
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Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of UBS Group AG

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of UBS Group AG and subsidiaries (“the
Company”) as of 31 December 2019 and 2018, the related consolidated income statements, statements of
comprehensive income, statements of changes in equity and statements of cash flows for each of the three
years in the period ended 31 December 2019, and the related notes (collectively referred to as the
“consolidated financial statements”). In our opinion, the consolidated financial statements present fairly, in all
material respects, the financial position of the Company at 31 December 2019 and 2018, and the results of
its operations and its cash flows for each of the three years in the period ended 31 December 2019, in
conformity with the International Financial Reporting Standards as issued by the International Accounting
Standards Board.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States) (PCAOB), the Company’s intemal control over financial reporting as of 31 December 2019,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (2013 framework) and our report dated 27 February
2020 expressed an unqualified opinion thereon.

Basis for Opinion

These financial statements are the responsibility of the Company’s Board of Directors. Our responsibility is
to express an opinion on the Company’s financial statements based on our audits. We are a public accounting
firm registered with the PCAOB and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities
and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement, whether due to error or fraud. Our audits included performing procedures to assess
the risks of material misstatement of the financial statements, whether due to error or fraud, and performing
procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the
accounting principles used and significant estimates made by management, as well as evaluating the overall
presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the financial
statements that were communicated or required to be communicated to the audit committee and that: (1)
relate to accounts or disclosures that are material to the financial statements and (2) involved our especially
challenging, subjective or complex judgments. The communication of critical audit matters does not alter in
any way our opinion on the consolidated financial statements, taken as a whole, and we are not, by
communicating the critical audit matters below, providing separate opinions on the critical audit matters or on
the accounts or disclosures to which they relate.
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Valuation of complex or illiquid instruments at fair value in accordance with IFRS 9 and IFRS 13

Description of
the Matter

How We
Addressed the
Matter in Our
Audit

At 31 December 2019, as explained in notes 1-3f and note 24 to the consolidated financial
statements, the Company held financial instruments that did not trade in active markets.
These instruments are reported within the following accounts: financial assets and
liabilities at fair value held for trading, derivative financial instruments, financial assets and
liabilities at fair value not held for trading, and debt issued designated at fair value. In
determining the fair value of these financial instruments, the Company used valuation
techniques, modelling assumptions, and estimates of unobservable market inputs which
required complex and significant judgment.

Auditing management’s judgments and assumptions used in the estimation of the fair
value of complex or illiquid instruments was complex due to the highly judgmental nature
of valuation techniques, modelling assumptions and significant unobservable inputs.
Judgmental valuation techniques were comprised of discounted cash flow and earnings-
based valuation techniques. Judgmental modelling assumptions result from a range of
different models or model calibrations used by market participants. Judgmental valuation
inputs include volatility, correlation, credit spreads and bond price equivalent inputs to
the valuation of certain financial instruments where there is a limited degree of
observability, and where there is judgmental extrapolation or interpolation and calibration
of curves using limited data points, as well as judgmental use of proxy data points.

We obtained an understanding, evaluated the design and tested the operating effective-
ness of the controls over management’s financial instruments valuation processes,
including controls over market data inputs into valuation models, model governance, and
valuation adjustments.

We tested the valuation techniques, models and methodologies, and the inputs used in
those models, as outlined above, by performing an independent revaluation of certain
complex or illiquid financial assets and liabilities with the support of a specialist, using
independent models and inputs, and comparing inputs to available market data among
other procedures.

In addition, we evaluated the methodology and inputs used by management in
determining funding and credit fair value adjustments on uncollateralized derivatives and
fair value option liabilities.

We also assessed management's disclosures regarding fair value measurement (within
notes 1-3f and 24 to the consolidated financial statements).

Recognition of deferred tax assets

Description of
the Matter

At 31 December 2019, the Company’s Deferred Tax Assets (“DTA”) were USD 9,537
million (see Note 8 to the Company’s consolidated financial statements). DTAs are
recognized to the extent it is probable that taxable profits will be available, against which,
the deductible temporary differences or the carryforward of unused tax losses within the
loss carryforward period can be utilized. There is significant judgment exercised when
estimating the future taxable income that is not based on the reversal of taxable temporary
differences. Management'’s estimate of future taxable profits is based on the legal entity
strategic plans and is sensitive to the assumptions made in estimating future taxable
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How We
Addressed the
Matter in Our
Audit

Legal Provisions

Description of
the Matter

income. Additionally, management supports a portion of the net DTA position with tax
planning strategies.

Auditing management’s assessment of the realizability of the Company’s DTAs was
complex due to the highly judgmental nature of estimating future taxable profits over the
life of the underlying tax loss carryforwards. Estimating future profitability is inherently
subjective and is sensitive to future economic, market and other conditions, which are
difficult to predict. Specifically, some of the more subjective macro-economic assump-
tions used included gross domestic product, equity market performance, and interest
rates. Additionally, auditing tax planning strategies requires specific tax knowledge and
understanding of the applicable tax laws, which are complex and require judgment in the
interpretation of such laws and the related application.

We evaluated the design and tested the operational effectiveness of management's
controls over DTA valuation, which included the assumptions used in developing the legal
entity strategic plans, tax planning strategies and estimating future taxable income.

We assessed the completeness and accuracy of the data used for the estimations of
future taxable income. This included recalculating the outputs of the models applied to the
recognition process for DTAs.

We involved specialists to assist in assessing the key economic assumptions embedded
in the legal entity strategic plans. We compared key inputs used to forecast future taxable
income to externally available historical and prospective data and assumptions; and
assessed the sensitivity of the outcomes using reasonably possible changes in
assumptions.

In addition, we assessed the appropriateness and impact of management’s tax planning
strategies by evaluating whether these strategies were reasonable, available, feasible,
and prudent. This evaluation was based on applicable tax laws and an assessment of
management’s interpretations of such tax laws, our understanding of the Company’s
business and industry, and the Company’s ability to implement the strategies.

We also assessed management’s disclosure regarding recognized and unrecognized
DTAs (within note 8 to the consolidated financial statements).

& Contingent Liabilities

At 31 December 2019, the Company’s provisions for litigation, regulatory and similar
matters (legal provisions) were USD 2,475 million. As explained in note 21 to the
consolidated financial statements, the Company operates in a legal and regulatory
environment that is exposed to significant litigation and similar risks arising from disputes
and regulatory proceedings. Such matters are subject to many uncertainties and the
outcomes may be difficult to predict. These uncertainties inherently affect the amount and
timing of potential outflows with respect to the legal provisions which have been
established and contingent liabilities.
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How We
Addressed the
Matter in Our
Audit

Auditing management’s assessment of legal provisions and contingent liabilities was
complex and judgmental due to the significant estimation required to evaluate
management’s estimate of the probability that an outflow of resources will be required for
existing legal matters. In particular, these legal provisions are based on management's
estimation of the likelihood of the occurrence of certain scenarios and related impact on
the Company’s financial position.

We obtained an understanding, evaluated the design and tested the operational effective-
ness of management’s controls over the legal provision and contingencies process. Our
procedures included testing of management's review of the accuracy of the inputs to the
estimation of the likelihood of the occurrence of certain scenarios and related impact on
the Company’s financial position.

We assessed the methodologies on which the provision amounts were based with the
involvement of specialists, recalculated the provisions, and tested the underlying
information. We read the legal analyses of the matters supporting the judgmental aspects
impacted by legal interpretations. We obtained correspondence directly from external
legal counsel to assess the information provided by management and performed inquiries
with external counsel as deemed necessary.

We also assessed management'’s disclosure regarding legal provisions and contingent
liabilities (within note 21 to the consolidated financial statements).

Expected Credit Losses

Description of
the Matter

At 31 December 2019, the Company’s allowances and provisions for expected credit
losses (“ECL”) was USD 1,029 million. As explained in note 1-3g, note 10 and note 23 to
the consolidated financial statements, ECL is recognized for financial assets measured at
amortized cost, financial assets measured at Fair Value Through Other Comprehensive
Income, fee and lease receivables, financial guarantees and loan commitments. ECL are
also recognized on the undrawn portion of revolving revocable credit lines, which include
the Company’s credit card limits and master credit facilities. The allowance for ECL
consists of exposures that are in default which are individually evaluated for impairment
(stage 3), as well as losses inherent in the loan portfolio that are not specifically identified
(stage 1 and stage 2). Management's estimates for ECL represent the difference between
contractual cash flows and those the Company expects to receive, discounted at the
effective interest rate. The method used to calculate ECL is based on a combination of
the following principal factors: probability of default (“PD”), loss given default (‘LGD”) and
exposure at default (“EAD”).

Auditing management's estimate of the allowances and provisions for ECL was complex
due to the highly judgmental nature of forward-looking economic scenarios, their
probability weightings and the credit risk models used to estimate stage 1 and stage 2
ECL.
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Auditing the measurement of individual ECL for stage 3 was complex due to the high
degree of judgment involved in management'’s process for estimating ECL based on LGD
assumptions. These LGD assumptions take into account expected future cash flows from
collateral and other credit enhancements or expected payouts from bankruptcy
proceedings for unsecured claims and, where applicable, time to realization of collateral
and the seniority of claims.

We obtained an understanding, evaluated the design and tested the operational
effectiveness of management’s controls over the ECL estimate, including management's
choice of, and the probability weighting assigned to, the forward-looking economic
scenarios used in measuring ECL. We evaluated management’s methodologies and
governance controls for developing and monitoring the economic scenarios used and the
probability weightings assigned to them. Supported by specialists, we assessed the key
macroeconomic variables used in the forward-looking scenarios, such as gross domestic
product, unemployment rate, interest rates and house price indexes.

We obtained an understanding, evaluated the design and tested the operating
effectiveness of controls, over credit risk models used in the ECL estimate, including
controls over the completeness and accuracy of input data for those models, the
calculation logic of the models, and the model’s output data used in the overall ECL
calculation. With the support of specialists, we performed an evaluation of management's
models and tested the model outcomes by inspecting model documentation and
reperforming model calculations among other procedures.

For the measurement of stage 3, we obtained an understanding, evaluated the design
and tested the operating effectiveness of controls over the Company’s process, including
an evaluation of the assumptions used by management regarding the future cash flows
from the debtors’ continuing operations and/or the liquidation of collateral. Additionally,
we tested collateral valuation, cash flow assumptions and exit strategies, by performing
inquiries of management, inspecting underlying documents, such as loan contracts,
financial statements, covenants, budgets and business plans, and by re-performing
discounted cash flow calculations among other procedures.

We also assessed management’s disclosure regarding financial assets at amortized cost
and other positions in scope of expected credit loss measurement (note 1-3g, note 10
and note 23 to the consolidated financial statements).

Efn;} o ‘7‘___*_,\7 LAt

Ermnst & Young Ltd

We have served as the Company’s auditor since 1998.

Basel, 27 February 2020
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Ernst & Young Ltd Phone: +41 58 286 86 86
Aeschengraben 9 Fax: +41 58 286 86 00
P.O. Box www.ey.com/ch
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To the General Meeting of Basel, 27 February 2020
UBS Group AG, Zurich

Statutory auditor’s report on the audit of the consolidated financial statements

Opinion

We have audited the consolidated financial statements of UBS Group AG and its subsidiaries (the Group),
which comprise the consolidated balance sheets as of 31 December 2019 and 31 December 2018, and the
consolidated income statements, consolidated statements of comprehensive income, consolidated
statements of changes in equity and consolidated statements of cash flows for each of the three years in
the period ended 31 December 2019, and notes to the consolidated financial statements, including a
summary of significant accounting policies in note 1.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
consolidated financial position of the Group as at 31 December 2019 and 31 December 2018, and the
consolidated financial performance and its consolidated cash flows for each of the three years in the period
ended 31 December 2019 in accordance with International Financial Reporting Standards (IFRS) and
comply with Swiss law.

Basis for opinion

We conducted our audit in accordance with Swiss law, International Standards on Auditing (ISAs) and Swiss
Auditing Standards. Our responsibilities under those provisions and standards are further described in the
Auditor’s responsibilities for the audit of the consolidated financial statements section of our report.

We are independent of the Group in accordance with the provisions of Swiss law and the requirements of
the Swiss audit profession, as well as the IESBA Code of Ethics for Professional Accountants, and we have
fulfilled our other ethical responsibilities in accordance with these requirements.

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

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters. For each matter below, our description of how
our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters. Accordingly,
our audit included the performance of procedures designed to respond to our assessment of the risks of
material misstatement of the consolidated financial statements. The results of our audit procedures,
including the procedures performed to address the matters below, provide the basis for our audit opinion on
the accompanying consolidated financial statements.
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Valuation of complex or illiquid instruments at fair value in accordance with IFRS 9 and IFRS 13
Area of focus At 31 December 2019, as explained in notes 1-3f and note 24 to the consolidated

financial statements, the Group held financial instruments that did not trade in active
markets. These instruments are reported within the following accounts: financial assets
and liabilities at fair value held for trading, derivative financial instruments, financial
assets and liabilities at fair value not held for trading, and debt issued designated at fair
value. In determining the fair value of these financial instruments, the Group used
valuation techniques, modelling assumptions, and estimates of unobservable market
inputs which required complex and significant judgment.

Auditing management’s judgments and assumptions used in the estimation of the fair
value of complex or illiquid instruments was complex due to the highly judgmental nature
of valuation techniques, modelling assumptions and significant unobservable inputs.
Judgmental valuation techniques were comprised of discounted cash flow and
earnings-based valuation techniques. Judgmental modelling assumptions result from a
range of different models or model calibrations used by market participants. Judgmental
valuation inputs include volatility, correlation, credit spreads and bond price equivalent
inputs to the valuation of certain financial instruments where there is a limited degree of
observability, and where there is judgmental extrapolation or interpolation and calibra-
tion of curves using limited data points, as well as judgmental use of proxy data points.

Our audit We obtained an understanding, evaluated the design and tested the operating effective-

response ness of the controls over management’s financial instruments valuation processes,
including controls over market data inputs into valuation models, model governance, and
valuation adjustments.

We tested the valuation techniques, models and methodologies, and the inputs used in
those models, as outlined above, by performing an independent revaluation of certain
complex or illiquid financial assets and liabilities with the support of a specialist, using
independent models and inputs, and comparing inputs to available market data among
other procedures.

In addition, we evaluated the methodology and inputs used by management in
determining funding and credit fair value adjustments on uncollateralized derivatives and
fair value option liabilities.

We also assessed management’s disclosures regarding fair value measurement (within
notes 1-3f and 24 to the consolidated financial statements).

Recognition of deferred tax assets

Area of focus At 31 December 2019, the Group’s Deferred Tax Assets (“DTA”) were USD 9,537 million
(see Note 8 to the Group’s consolidated financial statements). DTAs are recognized to
the extent it is probable that taxable profits will be available, against which, the deductible
temporary differences or the carryforward of unused tax losses within the loss carryfor-
ward period can be utilized. There is significant judgment exercised when estimating the
future taxable income that is not based on the reversal of taxable temporary differences.
Management’s estimate of future taxable profits is based on the legal entity strategic
plans and is sensitive to the assumptions made in estimating future taxable income.
Additionally, management supports a portion of the net DTA position with tax planning
strategies.
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Our audit
response

Auditing management’s assessment of the realizability of the Group’s DTAs was complex
due to the highly judgmental nature of estimating future taxable profits over the life of the
underlying tax loss carryforwards. Estimating future profitability is inherently subjective
and is sensitive to future economic, market and other conditions, which are difficult to
predict. Specifically, some of the more subjective macro-economic assumptions used
included gross domestic product, equity market performance, and interest rates.
Additionally, auditing tax planning strategies requires specific tax knowledge and
understanding of the applicable tax laws, which are complex and require judgment in the
interpretation of such laws and the related application.

We evaluated the design and tested the operational effectiveness of management’s
controls over DTA valuation, which included the assumptions used in developing the legal
entity strategic plans, tax planning strategies and estimating future taxable income.

We assessed the completeness and accuracy of the data used for the estimations of
future taxable income. This included recalculating the outputs of the models applied to
the recognition process for DTAs.

We involved specialists to assist in assessing the key economic assumptions embedded
in the legal entity strategic plans. We compared key inputs used to forecast future taxable
income to externally available historical and prospective data and assumptions; and
assessed the sensitivity of the outcomes using reasonably possible changes in
assumptions.

In addition, we assessed the appropriateness and impact of management’s tax planning
strategies by evaluating whether these strategies were reasonable, available, feasible,
and prudent. This evaluation was based on applicable tax laws and an assessment of
management’s interpretations of such tax laws, our understanding of the Group’s
business and industry, and the Group’s ability to implement the strategies.

We also assessed management’s disclosure regarding recognized and unrecognized
DTAs (within note 8 to the consolidated financial statements).

Legal Provisions & Contingent Liabilities

Area of focus

At 31 December 2019, the Group’s provisions for litigation, regulatory and similar matters
(legal provisions) were USD 2,475 million. As explained in note 21 to the consolidated
financial statements, the Group operates in a legal and regulatory environment that is
exposed to significant litigation and similar risks arising from disputes and regulatory
proceedings. Such matters are subject to many uncertainties and the outcomes may be
difficult to predict. These uncertainties inherently affect the amount and timing of potential
outflows with respect to the legal provisions which have been established and contingent
liabilities.

Auditing management’s assessment of legal provisions and contingent liabilities was
complex and judgmental due to the significant estimation required to evaluate
management’s estimate of the probability that an outflow of resources will be required for
existing legal matters. In particular, these legal provisions are based on management’s
estimation of the likelihood of the occurrence of certain scenarios and related impact on
the Group’s financial position.
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Our audit
response

We obtained an understanding, evaluated the design and tested the operational
effectiveness of management’s controls over the legal provision and contingencies
process. Our procedures included testing of management’s review of the accuracy of
the inputs to the estimation of the likelihood of the occurrence of certain scenarios
and related impact on the Group’s financial position.

We assessed the methodologies on which the provision amounts were based with
the involvement of specialists, recalculated the provisions, and tested the underlying
information. We read the legal analyses of the matters supporting the judgmental
aspects impacted by legal interpretations. We obtained correspondence directly from
external legal counsel to assess the information provided by management and
performed inquiries with external counsel as deemed necessary.

We also assessed management’s disclosure regarding legal provisions and
contingent liabilities (within note 21 to the consolidated financial statements).

Expected Credit Losses

Area of focus

Our audit
response

At 31 December 2019, the Group’s allowances and provisions for expected credit losses
(“ECL”) was USD 1,029 million. As explained in note 1-3g, note 10 and note 23 to the
consolidated financial statements, ECL is recognized for financial assets measured at
amortized cost, financial assets measured at Fair Value Through Other Comprehensive
Income, fee and lease receivables, financial guarantees and loan commitments. ECL
are also recognized on the undrawn portion of revolving revocable credit lines, which
include the Group’s credit card limits and master credit facilities. The allowances and
provisions for ECL consists of exposures that are in default which are individually
evaluated for impairment (stage 3), as well as losses inherent in the loan portfolio that
are not specifically identified (stage 1 and stage 2). Management's estimates for ECL
represent the difference between contractual cash flows and those the Group expects
to receive, discounted at the effective interest rate. The method used to calculate ECL
is based on a combination of the following principal factors: probability of default (“PD”),
loss given default (“LGD”) and exposure at default (‘EAD”).

Auditing management’s estimate of the allowances and provisions for ECL was complex
due to the highly judgmental nature of forward-looking economic scenarios, their prob-
ability weightings and the credit risk models used to estimate stage 1 and stage 2 ECL.

Auditing the measurement of individual ECL for stage 3 was complex due to the high
degree of judgment involved in management’s process for estimating ECL based on
LGD assumptions. These LGD assumptions take into account expected future cash
flows from collateral and other credit enhancements or expected payouts from
bankruptcy proceedings for unsecured claims and, where applicable, time to realization
of collateral and the seniority of claims.

We obtained an understanding, evaluated the design and tested the operational effec-
tiveness of management’s controls over the ECL estimate, including management’s
choice of, and the probability weighting assigned to, the forward-looking economic
scenarios used in measuring ECL. We evaluated management’s methodologies and
governance controls for developing and monitoring the economic scenarios used and
the probability weightings assigned to them. Supported by specialists, we assessed the
key macroeconomic variables used in the forward-looking scenarios, such as gross
domestic product, unemployment rate, interest rates and house price indexes.
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We obtained an understanding, evaluated the design and tested the operating
effectiveness of controls, over credit risk models used in the ECL estimate, including
controls over the completeness and accuracy of input data for those models, the
calculation logic of the models, and the model’s output data used in the overall ECL
calculation. With the support of specialists, we performed an evaluation of manage-
ment’s models and tested the model outcomes by inspecting model documentation and
reperforming model calculations among other procedures.

For the measurement of stage 3, we obtained an understanding, evaluated the design
and tested the operating effectiveness of controls over the Group’s process, including
an evaluation of the assumptions used by management regarding the future cash flows
from the debtors’ continuing operations and/or the liquidation of collateral. Additionally,
we tested collateral valuation, cash flow assumptions and exit strategies, by performing
inquiries of management, inspecting underlying documents, such as loan contracts,
financial statements, covenants, budgets and business plans, and by re-performing
discounted cash flow calculations among other procedures.

We also assessed management’s disclosure regarding financial assets at amortized
cost and other positions in scope of expected credit loss measurement (note 1-3g, note
10 and note 23 to the consolidated financial statements).

IT access and change management controls relevant to financial reporting

Area of focus

Our audit
response

The Group is highly dependent on its IT systems for business processes and financial
reporting. The Group continues to invest in its IT systems to meet client needs and
business requirements including the effectiveness of its logical access and change
management IT controls.

Auditing management’s IT controls relevant to access and change management was
complex as the Group is a multi-location organization and has a significant number of IT
systems and applications relevant to financial reporting.

In assessing the reliability of electronic data processing, we included IT auditors as part
of our audit team. Our audit procedures focused on the IT infrastructure and applications
relevant to financial reporting included obtaining an understanding and evaluating the
design and testing of the operating effectiveness of key IT access management, change
management, IT operations, and IT automated controls.

Our audit procedures related to logical access included tests of user access manage-
ment, privileged user access, periodic access right recertifications, and user authentica-
tion controls. Our audit procedures related to IT change management included tests of
management’s program change test approach, approval of change requests, as well as
segregation of duties.

Other information in the annual report

The Board of Directors is responsible for the other information in the annual report. The other information
comprises all information included in the annual report, but does not include the consolidated financial
statements, the stand-alone financial statements of UBS Group AG, the compensation report (pages
278-279), disclosures denoted with an “audited” signpost, and our auditor’s reports thereon.
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Our opinions on the consolidated financial statements, the standalone financial statements of UBS Group
AG and the compensation report do not cover the other information in the annual report and we do not
express any form of assurance conclusion thereon other than the disclosures denoted with an audited
“signpost”.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information in the annual report and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have nothing to report
in this regard.

Responsibility of the Board of Directors for the consolidated financial statements

The Board of Directors is responsible for the preparation of the consolidated financial statements that give
a true and fair view in accordance with IFRS and the provisions of Swiss law, and for such internal control
as the Board of Directors determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the Board of Directors either intends to liquidate
the Group or to cease operations, or has no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an
audit conducted in accordance with Swiss law, ISAs and Swiss Auditing Standards will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

A further description of our responsibilities for the audit of the consolidated financial statements is located
at the website of EXPERTsuisse: http://www.expertsuisse.ch/en/audit-report-for-public-companies. This
description forms part of our auditor’s report.

Report on other legal and regulatory requirements

In accordance with article 728a para. 1 item 3 CO and the Swiss Auditing Standard 890, we confirm that an
internal control system exists, which has been designed for the preparation of consolidated financial
statements according to the instructions of the Board of Directors.
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Marie-Laure Delarue Ira S. Fitlin
Licensed audit expert Certified Public Accountant (U.S.)

(Auditor in charge)
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Consolidated financial statements

UBS Group AG consolidated financial
statements

Primary financial statements

Income statement

For the year ended

USD million Note 31.12.19 31.12.18 31.12.17
Interest income from financial instruments measured at amortized cost and fair value through

other comprehensive income 3 10,684 10,100 10,422
Interest expense from financial instruments measured at amortized cot 3 (7194 (6391) (5,404)
Interest income from financial instruments measured at fair value through profitor loss 3 et 4660 2281
Interest expense from financial instruments measured at fair value through profitor loss 3 @703 @32 (1,228)
Net interest income 3 4,501 5,048 6,070
“Other net income from financial instruments measured at fair value through profitor loss 3 es 6960 5637
Crednloss(expense)/recovery23(78) .................. (118)(131)
Fee and commission income 4 19,110 19,598 19,362
Feeandcomm|55|onexpense ................................................................................................................................... e (1696)(1703) ................ (1840)
Net fee and commission income 4 17,413 17,895 17,522
e g Sy g
Total operating income 28,889 30,213 29,622
Personnel expenses 6 16,084 16,132 16,199
el stratweexpenses ......................................................................................................................... e : S 679 S s
Depreciation and impairment of property, equipment and software 5 1765 128 1,053
Amortlzatlonand|mpa|rment0fgoodW|I|and|ntang|bleassets .................................................................................... g S
Total operating expenses 23,312 24,222 24,272
Operating profit / (loss) before tax 5,577 5,991 5,351
Taxexpense/(beneﬂt) ............................................................................................................................................ e : 267 .................. 14684305
Net profit / (loss) 4,310 4,522 1,046
Net profit / (loss) attributable to non-controlling interests 6 7 77
Netproﬁt/(loss)attr|butab|etoshareholders4304 ................. 4516 .................... s
Earnings per share (USD)

Basic 9 1.17 1.21 0.26
L Gr— s e
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Statement of comprehensive income

For the year ended
USD million 31.12.19 31.12.18 31.12.17

Comprehensive income attributable to shareholders
Net profit / (loss) 4,304 4,516 969

Other comprehensive income that may be reclassified to the income statement

Foreign currency translation

Foreign currency translation movements related to net assets of foreign operations, before tax 200 (725) 1,595
Effective portion of changes in fair value of hedging instruments designated as net investment hedges, before tax | a3 e (55)
“Foreign currency translation differences on foreign operations reclassified to the income statement 5 E RV
“Effective portion of changes in fair value of hedging instruments designated as net investment hedges reclassified to T

the income statement (14) 2 (6)
“Income tax relating to foreign currency translations, including the effect of net investment hedges o @ 0

Subtotal foreign currency translation, net of tax 104 (541) 1,564

Financial assets measured at fair value through other comprehensive income

Income tax relating to net unrealized gains / (losses) (41) 12 6)

Subtotal financial assets measured at fair value through other comprehensive income, net of tax 117 (45) 91)

Cash flow hedges of interest rate risk

Income tax relating to cash flow hedges (253) 67 163
Subtotal cash flow hedges, net of tax 1,143 (269) (635)
Total other comprehensive income that may be reclassified to the income statement, net of tax 1,363 (855) 838

Other comprehensive income that will not be reclassified to the income statement
Defined benefit plans

Gains / (losses) on defined benefit plans, before tax (146) (220) 286
Income tax relating to defined benefit plans (41) 276 11
Subtotal defined benefit plans, net of tax (186) 56 296

Own credit on financial liabilities designated at fair value

Income tax relating to own credit on financial liabilities designated at fair value 8 (8) (2)
Subtotal own credit on financial liabilities designated at fair value, net of tax (392) 509 (317)
Total other comprehensive income that will not be reclassified to the income statement, net of tax (578) 565 (20)
Total ather comprehensive income 785 (290) 818
Total comprehensive income attributable to shareholders 5,089 4,225 1,787

Table continues on the next page.
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Consolidated financial statements

Statement of comprehensive income (continued)

Table continued from previous page.

For the year ended
USD million 31.12.19 31.12.18 31.12.17

Comprehensive income attributable to non-controlling interests
Net profit / (loss) 6 7 77

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

Foreign currency translation movements, before tax 4) (1) 250
Incometaxrelatlngtoforelgncurrencytranslatlonmovements0 ........................ e o
Subtotal foreign currency translation, net of tax (4) (1) 250
Total other comprehensive income that will not be reclassified to the income statement, net of tax 4) (1) 250
Total comprehensive income attributable to non-controlling interests 2 5 326

Total comprehensive income

Net profit / (|oss) 4310 4,522 1,046
Othercomprehenswelncome ............................................................................................................................................................ : 81(292) ................ 1068
" of which: other comprebensive income that may be reciassified to the income statement 1363 ©35 838
" of which: other comprebensive income that will not be reclassified to the income statement &) %3 . 229
Total comprehensive income 5,091 4,231 2,113
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Balance sheet

USD million Note 31.12.19 31.12.18
Assets
Cash and balances at central banks 107,068 108,370

Other financial assets measured at amortized cost 10, 17a 22,980 22,563
Total financial assets measured at amortized cost 576,815 587,104
Financial assets at fair value held for trading 12,24 127,514 104,370

-Fin ncial a';sets at fair value not held for trading 13, 24 82,696"
Total financial assets measured at fair value through profit or loss 351,307 330,110
Financial assets measured at fair value through other comprehensive income 14, 24 6,345 6,667
_Investments in 31b 1,051 1,099___

Other non-financial assets 17b 7,856 7,410
Total assets 972,183 958,489
Liabilities

Amounts due to banks 18 6,570 10,962

Other financial liabilities measured at amortized cost 22a 9,712 6,885
Total flnanual liabilities measured at amortized cost 614,256 609,158
i ities at fair value held for trading

“Other financial liabilities designated at fair value

Total financial liabilities measured at fair value through profit or loss 291,452 283,711
Provisions 21a 2,974 3,494
L 87949022
Total liabilities 917,476 905,386

Equity

Share capital 338 338
Sharepremlum18064 ................ S
Treasuryshares(3326) ................ (2631)
"Fi'elfé'|}igdlgé'r'ﬁ]ﬁ§'§ ............................................................................................................................................................................................... 34154 ................ 35 :Mém
'E)?H'é}'&'c;;ﬁ'ﬁ'r'éh'éﬁls'ﬁé'fﬁ'clgr'ﬁgr'é'c'gélﬁi;ga'aiEle'c'{I'y"i'HEaJi'ty,'F\&Bﬂgg ............................................................................................................................ 53033930
Equity attributable to shareholders 54,533 52,928
Equity attributable to non-controlling interests 174 176
TotaleqU|ty54707 ................ 53103
Total liabilities and equity 972,183 958,489
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Consolidated financial statements

Statement of changes in equity

Share Share Retained
USD million capital premium Treasury shares earnings
Balance as of 1 January 2017 338 25,958 (2,362) 25,029

Balance as of 31 December 2017 338 23,598 (2,210) 25,932

of which: OC] that will not be reclassified to the income statement, net of tax — forejgn currency translation

Balance as of 31 December 2018 338 20,843 (2,631) 30,448
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of which.

Other comprehensive financial assets at
income recognized of which: fair value through of which: Total equity
directly in equity, foreign currency  other comprehensive cash flow attributable to Non-controlling
net of tax' translation Income hedges shareholders interests Total equity
3,953 2,901 96 955 52,916 670 53,586

52,928

53,103
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Consolidated financial statements

Statement of changes in equity (continued)

Share Share Retained
USD million capital premium Treasury shares earnings
338 20,843 (2,631) 30,448

Balance as of 31 December 2018

of which: OCl that will not be reclassified to the income statement, net of tax — foreign currency translation

Balance as of 31 December 2019 338 18,064 (3,326) 34,154

1 Excludes defined benefit plans and own credit that are recorded directly in Retained earnings. 2 Reflects the payment of an ordinary cash dividend of CHF 0.70 (2018: CHF 0.65; 2017: CHF 0.60) per dividend-
bearing share out of the capital contribution reserve. 3 Includes treasury shares acquired and disposed of by the Investment Bank in its capacity as a market-maker with regard to UBS shares and related
derivatives, and to hedge certain issued structured debt instruments. These acquisitions and disposals are reported based on the sum of the net monthly movements.
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of which.

Other comprehensive financial assets at
income recognized of which: fair value through of which: Total equity
directly in equity, foreign currency  other comprehensive cash flow attributable to Non-controlling
net of tax' translation Income hedges shareholders interests Total equity
3,930 3924 (103) 109 52,928 176 53,103

54,533

54,707
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Consolidated financial statements

UBS Group AG shares issued and treasury shares held

Number of shares 2019 2018
Shares issued

Balance at the beginning of the year 3,855,634,749 3,853,096,603
Issuanceofshares3420646 ......................... 2538146
Balance at the end of the year 3,859,055,395 3,855,634,749
Treasury shares

Balance at the beginning of the year 166,467,802 132,301,550
Acqwsmons ................................................................................................................................................................................. 146876692 ...................... 103979927
DISposa|S ...................................................................................................................................................................................... (70323198) ...................... ( 69813675)
Balance at the end of the year 243,021,296 166,467,802

Conditional share capital

As of 31 December 2019, a maximum of CHF 12,170,583,
represented by 121,705,830 fully paid registered shares with a
par value of CHF 0.10 each, was available to be issued to fund
UBS’s employee share option programs.

Additional conditional capital up to a maximum of
CHF 38,000,000, represented by up to 380,000,000 fully paid
registered shares with a nominal value of CHF 0.10 each, was
available as of 31 December 2019 for conversion rights and
warrants granted in connection with the issuance of bonds or
similar financial instruments.
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Authorized share capital

UBS Group AG had no authorized capital available to issue on
31 December 2019.

Share repurchase program

UBS has an active share repurchase program to buy back up to
CHF 2 billion of its own shares over the three-year period
starting from March 2018. Under this program, UBS purchased
69 million shares totaling USD 806 million in 2019 (2018:
48 million shares totaling USD 762 million).



Statement of cash flows

For the year ended
USD million 31.12.19 31.12.18 31.12.17

Cash flow from / (used in) operating activities

Net profit / (Ioss) 4,310 4,522 1,046

Income taxes paid, net of refunds (804) (951) (1,044)
Net cash flow from / (used in) operating activities 19,705 28,913 (52,099)

Cash flow from / (used in) investing activities
Purchase of subsidiaries, associates and intangible assets (26) (287) (106)

Net (purchase) / redemption of financial assets held to maturity 91)

Net cash flow from / (used in) investing activities (1,558) (6,132) 5,186

Table continues on the next page.
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Consolidated financial statements

Statement of cash flows (continued)

Table continued from previous page.
For the year ended

UsD miflion 31.12.19 31.12.18 31.12.17

Cash flow from / (used in) financing activities

=
1\)
[N]
=
<
N
£
U
o
S

Net short-term debt issued / (repaid) (17,149

Net changes in non-controlling interests and preferred notes (8) (31) (787)
Net cash flow from / (used in) financing activities (25,614) 190 26,988

Total cash flow
Cash and cash equivalen_ts at the beginning_(_)_f the year 126,079 104,834 119,014

Effects of exchange rate differences on cash and cash equivale
Cash and cash equivalents at the end of the year®

Additional information

Net cash flow from / (used in) operating activities includes:

Interest received in cash® 15,315 14,645 12,708
Interest paid in cash® 10,769 9,206 6,689
Dividends on equity investments, investment funds and associates received in cash’ 3,145 2,322 1,828

1 Includes dividends received from associates. 2 Upon adoption of IFRS 16 on 1 January 2019, cash payments for the principal portion of the lease liability previously classified within operating activities have been
reclassified to financing activities. 3 USD 3,192 million, USD 5,245 million and USD 2,497 million of cash and cash equivalents (mainly reflected in Loans and advances to banks) were restricted as of 31 December
2019, 31 December 2018 and 31 December 2017, respectively. Refer to “Note 26 Restricted and transferred financial assets” in the “Consolidated financial statements” section of the Annual Report 2019 for more
information. 4 Includes only balances with an original maturity of three months or less. 5 Money market paper is included in the balance sheet under Financial assets at fair value held for trading
(31 December 2019: USD 235 million; 31 December 2018: USD 366 million; 31 December 2017: USD 135 million), Financial assets measured at fair value through other comprehensive income (31 December 2019:
USD 24 million; 31 December 2018: USD 8 million; 31 December 2017: USD 17 million), Financial assets at fair value not held for trading (31 December 2019: USD 920 million; 31 December 2018: USD 1,556
million; 31 December 2017: USD 1,941 million) and Other financial assets measured at amortized cost (31 December 2019: USD 351 million; 31 December 2018: USD 204 million; 31 December 2017: USD 0
million). 6 Interest received and paid in cash was restated to represent the total of interest on financial instruments measured at amortized cost / fair value through other comprehensive income (31 December
2018: USD 9,997 million interest received and USD 6,382 million interest paid and 31 December 2017: USD 10,455 million interest received and USD 5,425 million interest paid) and interest on financial
instruments measured at fair value through profit or loss (31 December 2018: USD 4,648 million interest received and USD 2,823 million interest paid and 31 December 2017: USD 2,254 million interest received
and USD 1,264 million interest paid). 7 Includes dividends received from associates reported within Net cash flow from / (used in) investing activities.

Changes in liabilities arising from financing activities

Debt issued Over-the-
measured at Debt issued counter (OTC)
amortized of which: of which:  designated at fair debt
USD million cost short-term Jong-term value instruments? Total

198,371

143,160 52270,

Balance as of 1 January 2018

of which. other
Balance as of 31 December 2018

of which: other
Balance as of 31 December 2019 110,497 21,837 88660 66,809 2,022 179,327

1 Includes the effect of fair value hedges on long-term debt. Refer to Note 1a item 3j and Note 20 for more information. 2 Included in balance sheet line Other financial liabilities designated at fair value.
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Notes to the UBS Group AG consolidated financial statements

Note 1 Summary of significant accounting policies

The following table provides an overview of information included in this Note.
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322
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331
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Accounting policies applicable to prior periods

The accounting policies described in Note 1a have been applied consistently in 2019, 2018 and 2017 unless otherwise stated in Note 1b. Exceptions
include IFRS 9, Financial Instruments (effective from 1 January 2018), IFRS 15, Revenue from Contracts with Customers (effective from 1 January 2018),

a) Significant accounting policies
Basis of accounting
1) Consolidation

a.
b.

Consolidation principles
Structured entities

2) Segment reporting
3) Financial instruments

Q0o

=

Recognition

Classification, measurement and presentation
Interest income and expense

Derecognition

Securities borrowing / lending and repurchase /
reverse repurchase transactions

Fair value of financial instruments

g. Allowances and provisions for expected

T O 33 T AT D

credit losses

Restructured and modified financial assets
Offsetting

Hedge accounting

Embedded derivatives in financial liabilities
Financial liabilities

. Own credit

Loan commitments
Financial guarantee contracts

Other net income from financial instruments
measured at fair value through profit or loss

and IFRS 16, Leases (effective from 1 January 2019).

Within Note 1a, policies applied in 2018 and 2017, or only in 2017 that differ from those applied to the financial year ended 31 December 2019 are
identified with a Comparative policy | signpost. A triangle symbol — A — indicates the end of these comparative policy sections.
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4) Fee and commission income and expenses

5) Cash and cash equivalents

6) Share-based and other deferred compensation plans
7) Pension and other post-employment benefit plans
8) Income taxes

9) Investments in associates

10) Property, equipment and software

11) Goodwill and intangible assets

12) Provisions and contingent liabilities

13) Foreign currency translation

14) Equity, treasury shares and contracts

on UBS Group AG shares
15) Leasing

b) Changes in accounting policies, comparability
and other adjustments

c) International Financial Reporting Standards and
Interpretations to be adopted in 2020 and later
and other changes
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

a) Significant accounting policies

This Note describes the significant accounting policies applied in
the preparation of the consolidated financial statements (the
Financial Statements) of UBS Group AG and its subsidiaries (UBS
or the Group). On 27 February 2020, the Financial Statements
were authorized for issue by the Board of Directors.

Basis of accounting

The Financial Statements have been prepared in accordance with
International Financial Reporting Standards (IFRS), as issued by
the International Accounting Standards Board (IASB), and are
presented in US dollars (USD), which is also the functional
currency of: UBS Group AG; UBS AG's Head Office; UBS AG,
London Branch; and UBS’s US-based operations.

Disclosures provided in the “Risk, treasury and capital
management” section of this report that are marked as audited
form an integral part of the Financial Statements. These
disclosures relate to requirements under IFRS 7, Financial
Instruments: Disclosures, and IAS 1, Presentation of Financial
Statements, and are not repeated in this section.

The accounting policies described in this Note have been
applied consistently in 2019, 2018 and 2017 unless otherwise
stated in Note 1b. Exceptions include IFRS 9, Financial
Instruments (effective from 1 January 2018), IFRS 15, Revenue
from Contracts with Customers (effective from 1 January 2018),
and IFRS 16, Leases (effective from 1 January 2019). Within this
Note, policies applied in 2018 and 2017 or only in 2017 that
differ from those applied to the financial year ended 31
December 2019 are identified as “Comparative policy.”
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Critical accounting estimates and judgments

Preparation of these Financial Statements under IFRS requires management
to apply judgment and make estimates and assumptions that affect
reported amounts of assets, liabilities, income and expenses and disclosure
of contingent assets and liabilities, and may involve significant uncertainty at
the time they are made. Such estimates and assumptions are based on the
best available information. UBS regularly reassesses the estimates and
assumptions, which encompass historical experience, expectations of the
future and other pertinent factors, to determine their continuing relevance
based on current conditions, updating them as necessary. Changes in those
estimates and assumptions may have a significant effect on the Financial
Statements. Furthermore, actual results may differ significantly from UBS's
estimates, which could result in significant losses to the Group, beyond
what was anticipated or provided for.

The following areas contain estimation uncertainty or require critical
judgment and have a significant effect on the amounts recognized in the
Financial Statements:

— fair value measurement (refer to item 3f in this Note and to Note 24);
— expected credit loss measurement (refer to item 3g in this Note and to

Note 23);

— assessment of the business model and certain contractual features
when classifying financial instruments (refer to item 3b in this Note);
— pension and other post-employment benefit plans (refer to item 7 in

this Note and to Note 29);

— income taxes (refer to item 8 in this Note and to Note 8);
— goodwill (refer to item 11 in this Note and to Note 16);
— provisions and contingent liabilities (refer to item 12 in this Note and

to Note 21);

— consolidation of structured entities (refer to item 1 in this Note and to

Note 31); and

determination of the functional currency and assessing the earliest

date from which it is practical to perform a restatement following a

change in presentational currency for the year ended 31 December

2018 (refer to item 13 in this Note).

1) Consolidation

a. Consolidation principles
The Financial Statements comprise the financial statements of
the parent company (UBS Group AG) and its subsidiaries,
presented as a single economic entity, whereby intercompany
transactions and balances have been eliminated. UBS
consolidates all entities that it controls, including controlled
structured entities (SEs), which is the case when it has: (i) power
over the relevant activities of the entity; (i) exposure to an
entity’s variable returns; and (iii) the ability to use its power to
affect its own returns.

Where an entity is governed by voting rights, control is
generally indicated by a direct shareholding of more than one-
half of the voting rights.



Note 1 Summary of significant accounting policies (continued)

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

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

—» Refer to Note 31 for more information

b. Structured entities

UBS sponsors the formation of SEs and interacts with non-
sponsored SEs for a variety of reasons, including allowing clients
to obtain or be exposed to particular risk profiles, to provide
funding or to sell or purchase credit risk. An SE is an entity that
has been designed so that voting or similar rights are not the
dominant factor in deciding who controls the entity. Such
entities generally have a narrow and well-defined objective and
include those historically referred to as special-purpose entities,
as well as some investment funds. UBS assesses whether an
entity is an SE by considering the nature of the activities of the
entity as well as the substance of voting or similar rights
afforded to other parties, including investors and independent
boards or directors. UBS considers rights such as the ability to
liquidate the entity or remove the decision maker to be similar to
voting rights when the holder has the substantive ability to
exercise such rights without cause. In the absence of such rights
or in cases where the existence of such rights cannot be fully
established, the entity is considered to be an SE.

The classes of SEs with which UBS is involved include the
following:

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

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

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

When UBS does not consolidate an SE, but has an interest in
an SE or has sponsored an SE, disclosures are provided on the
nature of these interests and sponsorship activities.

Critical accounting estimates and judgments

Each individual entity is assessed for consolidation in line with the
aforementioned consolidation principles. The assessment of control can
be complex and requires the use of significant judgment. As the nature
and extent of UBS's involvement are unique to each entity, there is no
uniform consolidation outcome by entity. Certain entities within a class
may be consolidated while others may not. When carrying out the
consolidation assessment, judgment is exercised considering all the
relevant facts and circumstances, including the nature and activities of the
investee, as well as the substance of voting and similar rights.

s Refer to Note 31 for more information
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

2) Segment reporting

UBS’s businesses are organized globally into four business
divisions: Global Wealth Management, Personal & Corporate
Banking, Asset Management and the Investment Bank. All four
business divisions are supported by Corporate Center and qualify
as reportable segments for the purpose of segment reporting.
Together with Corporate Center, the four business divisions
reflect the management structure of the Group. Financial
information about the four business divisions and Corporate
Center is presented separately in internal management reports
to the Group Executive Board, which is considered the “chief
operating decision maker” pursuant to IFRS 8, Operating

Segments.
Prior to 2018, UBS’s businesses were organized globally into
five business divisions: Wealth Management, Wealth

Management Americas, Personal & Corporate Banking, Asset
Management and the Investment Bank, all of which were
supported by Corporate Center. The five business divisions
qualified as reportable segments for the purpose of segment
reporting and, together with Corporate Center, reflected the
management structure of the Group. Corporate Center — Non-
core and Legacy Portfolio was managed and reported as a
separate reportable unit within Corporate Center. Financial
information about the five business divisions and Corporate
Center was presented separately in internal management reports
to the Group Executive Board.

Effective from 2018, UBS combined its Wealth Management
and Wealth Management Americas business divisions into a
single Global Wealth Management business division. Global
Wealth Management is managed on an integrated basis, with a
single set of performance targets and an integrated operating
plan and management structure. Consistent with this, the
operating results of Global Wealth Management are presented
and assessed on an integrated basis in internal management
reports to the Group Executive Board. Consequently, from 2018,
Global Wealth Management qualifies as an operating and
reportable segment for the purposes of segment reporting and
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is presented in these Financial Statements alongside Personal &
Corporate Banking, Asset Management, the Investment Bank
and Corporate Center. Following the change in the composition
of UBS's operating segments and corresponding reportable
segments, previously reported segment information has been
restated. This change had no material effect on the former
segments, including recognized goodwill.
—s Refer to item 11 in this Note and Note 16 for more information

Effective from 2019, UBS has operationally combined Group
Treasury activities with Group Asset and Liability Management
(Group ALM) and calls this combined unit Group Treasury. In
addition, UBS provides results for total Corporate Center only
and does not separately report Corporate Center — Services,
Group Treasury and Non-core and Legacy Portfolio due to the
substantial reduction in the size and resource consumption of
these units. Prior-period information has been restated.

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. Transactions between the reportable
segments are carried out at internally agreed rates and are
reflected in the operating results of the reportable segments.
Revenue-sharing agreements are used to allocate external client
revenues to reportable segments where several reportable
segments are involved in the value creation chain. Commissions
are credited to the reportable segments based on the
corresponding client relationship. Total intersegment revenues
for the Group are immaterial, as the majority of the revenues are
allocated across the segments by means of revenue-sharing
agreements. Interest income earned from managing UBS's
consolidated equity is allocated to the reportable segments
based on average attributed tangible equity and currency
composition. Assets and liabilities of the reportable segments are
funded through and invested with Corporate Center, and the
net interest margin is reflected in the results of each reportable
segment.



Note 1 Summary of significant accounting policies (continued)

Segment assets are based on a third-party view and do not
include intercompany balances. This view is in line with internal
reporting to the Group Executive Board. Certain assets managed
centrally by Corporate Center may be allocated to other
segments on a basis different to that on which the
corresponding costs or revenues are allocated. For example,
certain assets are reported on the balance sheet of Corporate
Center, notwithstanding that the costs or revenues associated
with these assets may be entirely or partly allocated to the
operating segments. Similarly, certain assets are reported in the
business divisions, whereas the corresponding costs or revenues
are entirely or partly allocated to Corporate Center.

Non-current assets disclosed for segment reporting purposes
represent assets that are expected to be recovered more than 12
months after the reporting date, excluding financial instruments,
deferred tax assets and post-employment benefits.

—» Refer to Notes 1b and 2 for more information

3) Financial instruments

a. Recognition

UBS recognizes financial instruments when it becomes a party to
the contractual provisions of the instrument. UBS applies
settlement date accounting to all regular way purchases and
sales of non-derivative financial instruments.

In transactions in which UBS acts as a transferee, to the
extent that the transfer of a financial asset does not qualify for
derecognition by the transferor, UBS does not recognize the
transferred instrument as its asset.

UBS also acts in a fiduciary capacity, which results in the
holding or placing of assets on behalf of individuals, trusts,
retirement benefit plans and other institutions. Unless these
items meet the definition of an asset and the recognition criteria
are satisfied, such assets are not recognized on UBS's balance
sheet. Consequently, the related income is excluded from these
Financial Statements.

Client cash balances associated with derivatives clearing and
execution services are not recognized on the balance sheet if,
through contractual agreement, regulation or practice, the
Group neither obtains benefits from nor controls the client cash
balances.

b. Classification, measurement and presentation

All financial instruments are on initial recognition measured at
fair value. In the case of financial instruments subsequently
measured at amortized cost or fair value through other
comprehensive income (FVOCI), the initial fair value is adjusted
for directly attributable transaction costs.

1 The accounting policy in this section applies from 1 January 2018, the effective date of IFRS 9.

Policy applicable from 1 January 20187

On initial recognition, financial assets are classified as measured

at amortized cost, FVOCI or fair value through profit or loss

(FVTPL).
A debt instrument is measured at amortized cost if it meets

both of the following conditions:

— it is held within a business model that has an objective to
hold financial assets to collect contractual cash flows; and

— the contractual terms of the financial asset result in cash
flows that are solely payments of principal and interest (SPPI)
on the principal amount outstanding.

A debt instrument is measured at FVOCI if it meets both of
the following conditions:

— it is held within a business model whose objective is achieved
by both collecting contractual cash flows and selling financial
assets; and

— the contractual terms of the financial asset result in cash
flows that are SPPI on the principal amount outstanding.

All other financial assets are measured at FVTPL and consist of
held for trading assets, assets mandatorily measured on a fair
value basis and derivatives, except to the extent that they are
designated in a hedging relationship, in which case the IAS 39
hedge accounting requirements continue to apply.

Business model assessment

UBS determines the nature of the business model, for example if
the objective is to hold the financial asset and collect the
contractual cash flows, by considering the way in which the
financial assets are managed to achieve a particular business
objective as determined by management.

Financial assets that are held for trading or managed on a fair
value basis are measured at FVTPL insofar as the associated
business model is neither to hold the financial assets to collect
contractual cash flows nor to hold to collect contractual cash
flows and sell.

The Group originates loans to hold to maturity and to sell or
sub-participate to other parties, resulting in a transfer of
substantially all the risks and rewards, and derecognition of the
loan or portions of it. The Group considers the activities of
lending to hold and lending to sell or sub-participate as two
separate business models, with financial assets within the former
considered to be within a business model that has an objective
of holding assets to collect contractual cash flows, and those
within the latter included in a trading portfolio. In certain cases,
it may not be possible on origination to identify whether loans
or portions of loans will be sold or sub-participated and certain
loans may be managed on a fair value basis through, for
instance, using credit derivatives. These financial assets are
mandatorily measured at FVTPL.
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

Critical accounting estimates and judgments

UBS exercises judgment in determining the appropriate level at which to
assess its business models. In general, the assessment is performed at the
product level, e.g., retail and commercial mortgages. In other cases, the
assessment is carried out at a more granular level, e.g., loan portfolios by
region, and, if required, further disaggregation is performed by business
strategy. A detailed assessment is carried out considering how the
financial assets are evaluated and reported to UBS's key management, the
risks that affect the performance of the business and the way that
management is compensated. In addition, UBS exercises judgment in
determining the effect of sales of financial instruments on the business
model assessment. In particular, an assessment is made on whether and
the extent to which sales are consistent with the objective of the business
model.

Contractual cash flow characteristics

In assessing whether the contractual cash flows are SPPI, the
Group considers whether the contractual terms of the financial
asset contain a term that could change the timing or amount of
contractual cash flows arising over the life of the instrument,
which could affect whether the instrument is considered to meet
the SPPI criterion.
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For example, the Group holds portfolios of private mortgage
contracts and corporate loans in Personal & Corporate Banking
that commonly contain clauses that provide for two-way
compensation if prepayment occurs. The amount of
compensation paid by or to UBS reflects the effect of changes in
market interest rates. The Group has determined that the
inclusion of the change in market interest rates in the
compensation amount is reasonable for the early termination of
the contract, and therefore results in contractual cash flows that
are SPPI.

Critical accounting estimates and judgments

UBS applies judgment when considering whether certain contractual
features, such as interest rate reset frequency or non-recourse features,
significantly affect future cash flows and whether compensation paid or
received on early termination of lending arrangements results in cash
flows that are not SPPI. A thorough analysis of all relevant facts and
circumstances is assessed before concluding whether contractual cash
flows of the financial instrument are consistent with payments
representing principal and interest.

After initial recognition, UBS classifies, measures and presents
its financial assets and liabilities in accordance with IFRS 9, as
described in the table on the following pages.



Note 1 Summary of significant accounting policies (continued)

Classification, measurement and presentation of financial assets from 1 January 2018

Finandial assets Significant items included Measurement and presentation
classification

Measured at amortized cost

Measured at
FvOdCl

This classification includes:

— cash and balances at central banks;

— loans and advances to banks;

— cash collateral receivables on securities borrowed:;

— receivables on reverse repurchase agreements;

— cash collateral receivables on derivative instruments;

— residential and commercial mortgages;

— corporate loans;

— secured loans, including Lombard loans, and unsecured loans;
— loans to financial advisors; and

— debt securities held as high-quality liquid assets (HQLA).

Debt This classification primarily includes debt securities and certain asset-
instruments backed securities held as HQLA.

measured at

FvocI

Measured at amortized cost using the effective interest rate (EIR) method
less allowances for expected credit losses (ECL) (refer to items 3c and 3g in
this Note for more information).

The following items are recognized in the income statement:

— interest income, which is accounted for in accordance with item 3c in
this Note;

— ECL and reversals; and

— foreign exchange translation gains and losses.

Upfront fees and direct costs relating to loan origination, refinancing or
restructuring as well as to loan commitments — when it is probable that
UBS will enter into a specific lending relationship — are deferred and
amortized over the life of the loan using the EIR method.

When the financial asset at amortized cost is derecognized, the gain or
loss is recognized in the income statement.

Amounts arising from exchange-traded derivatives (ETD) and certain over-
the-counter (OTC) derivatives cleared through central clearing
counterparties that are either considered to be daily settled or in substance
net settled on a daily basis (refer to items 3d and 3i in this Note) are
presented within Cash collateral receivables on derivative instruments.

Measured at fair value with unrealized gains and losses reported in
Other comprehensive income, net of applicable income taxes, until such
investments are derecognized (when sold, collected or otherwise
disposed). Upon derecognition, any accumulated balances in Other
comprehensive income are reclassified to the income statement and
reported within Other income.

The following items are recognized in the income statement:

— interest income, which is accounted for in accordance with item 3c in
this Note;

— ECL and reversals; and

— foreign exchange translation gains and losses.

The amounts recognized in the income statement are determined on the
same basis as for financial assets measured at amortized cost.
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

Classification, measurement and presentation of financial assets from 1 January 2018 (continued)

Finandial assets Significant items included

classification

Measurement and presentation

Measured at Held for Financial assets held for trading include:

FVTPL trading — all derivatives with a positive replacement value, except those that
are designated and effective hedging instruments; and

— other financial assets acquired principally for the purpose of selling

or repurchasing in the near term, or that are part of a portfolio of
identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short-term
profit taking. Included in this category are debt instruments
(including those in the form of securities, money market paper,
and traded corporate and bank loans) and equity instruments.

Mandatorily A financial asset is mandatorily measured at FVTPL if:
measured at - itis not held in a business model whose objective is to hold assets
FVTPL — Other to collect contractual cash flows or to hold them to collect
contractual cash flows and sell; and/or
— the contractual terms give rise to cash flows that are not SPPI;
and/or
— itis not held for trading.

The following financial assets are mandatorily measured at FVTPL:

— certain structured loans, certain commercial loans, receivables
under reverse repurchase and cash collateral on securities
borrowing agreements that are managed on a fair value basis;

— loans managed on a fair value basis and hedged with credit
derivatives;

— certain debt securities held as HQLA and managed on a fair value
basis;

— certain investment fund holdings and assets held to hedge delivery
obligations related to cash-settled employee compensation plans —
these assets represent holdings in investment funds, whereby the
contractual cash flows do not meet the SPPI criterion because the
entry and exit price is based on the fair value of the fund's assets;

— brokerage receivables, for which contractual cash flows do not
meet the SPPI criterion because the aggregate balance is
accounted for as a single unit of account, with interest being
calculated on the individual components;

— auction rate securities, for which contractual cash flows do not
meet the SPPI criterion because interest may be reset at rates that
contain leverage;

— equity instruments; and

— assets held under unit-linked investment contracts.
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Measured at fair value with changes recognized in profit or loss.

Changes in fair value, initial transaction costs, dividends and gains and
losses realized on disposal or redemption are recognized in Other net
Iincome from financial instruments measured at fair value through profit or
Joss, except interest income on instruments other than derivatives (refer to
item 3c in this Note and Note 1b for more information), interest on
derivatives designated as hedging instruments in certain types of hedge
accounting relationships and forward points on certain short- and long-
duration foreign exchange contracts, which are reported in Net interest
income.

Derivative assets (including derivatives that are designated and effective
hedging instruments) are generally presented as Derivative financial
Instruments, except those exchange-traded and OTC-cleared derivatives
that are considered to be settled on a daily basis or in substance net
settled on a daily basis, which are presented within Cas/ collateral
receivables on derivative instruments.

The presentation of fair value changes on derivatives that are designated
and effective hedging instruments depends on the type of hedge
relationship (refer to item 3j in this Note for more information).

Financial assets held for trading (other than derivatives) are presented as
Financial assets at fair value held for trading.

Other financial assets mandatorily measured at fair value through profit or
loss are presented as Financial assets at fair value not held for tradling,
except for brokerage receivables, which are presented as a separate line
item on the Group's balance sheet.



Note 1 Summary of significant accounting policies (continued)

Classification, measurement and presentation of financial liabilities

Finandial liabilities Significant items included Measurement and presentation

classification

Measured at amortized cost This classification includes: Measured at amortized cost using the EIR method.
— demand and time deposits;
— retail savings / deposits; Upfront fees and direct costs relating to the issuance or origination of the
— amounts payable under repurchase agreements; liability are deferred and amortized over the life of the liability using the
— cash collateral on securities lent; EIR method.
— non-structured fixed-rate bonds;
— subordinated debt; When the financial liability at amortized cost is derecognized, the gain or
— certificates of deposit and covered bonds; and loss is recognized in the income statement.

— cash collateral payables on derivative instruments.
Amortized cost liabilities are presented on the balance sheet primarily as
Amounts due to banks, Customer deposits, Payables from securities
financing transactions and Debt issued measured at amortized cost.

Amounts arising from ETD and certain OTC derivatives cleared through
central clearing counterparties that are either considered to be daily settled
or in substance net settled on a daily basis (refer to items 3d and 3i in this
Note for more information) are presented within Cash collateral payables
on derivative instruments.

Measured at fair  Held for Financial liabilities held for trading include: Measurement of financial liabilities classified at FVTPL follows the same

value through trading — all derivatives with a negative replacement value (including certain  principles as for financial assets classified at FVTPL, except that the

profit or loss loan commitments), except those that are designated and effective amount of change in the fair value of the financial liability that is
hedging instruments; and attributable to changes in UBS's own credit risk is presented in OCI.

— obligations to deliver financial instruments, such as debt and
equity instruments, that UBS has sold to third parties, but does not  Financial liabilities measured at FVTPL are presented as FAinancial liabilities

own (short positions). at fair value held for trading and Other financial liabilities designated at
fair value, respectively, except for brokerage payables and debt issued,
Designated at ~ UBS designates at FVTPL the following financial liabilities: which are presented separately on the Group's balance sheet.
FVTPL — issued hybrid debt instruments that primarily include equity-linked,
credit-linked and rates-linked bonds or notes; Derivative liabilities (including derivatives that are designated and effective
— issued debt instruments managed on a fair value basis; hedging instruments) are generally presented as Derivative financial

— certain payables under repurchase agreements and cash collateral  /nstruments, except those exchange-traded and OTC-cleared derivatives
on securities lending agreements that are managed in conjunction  that are considered to be settled on a daily basis or in substance net
with associated reverse repurchase agreements and cash collateral  settled on a daily basis, which are presented within Cash collateral

on securities borrowed (from 1 January 2018); payables on derivative instruments.
— amounts due under unit-linked investment contracts whose cash
flows are linked to financial assets measured at FVTPL and Bifurcated embedded derivatives are measured at fair value, but are
eliminate an accounting mismatch (from 1 January 2018); and presented on the same balance sheet line as the host contract measured at
— brokerage payables, which arise in conjunction with brokerage amortized cost.
receivables and are measured at FVTPL to achieve measurement
consistency (from 1 January 2018). Derivatives that are designated and effective hedging instruments are also

measured at fair value. The presentation of fair value changes differs
depending on the type of hedge relationship (refer to item 3j in this Note
for more information).
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

comparative policy | Policy applicable prior to 1 January 2018

Prior to 1 January 2018, on initial recognition, UBS classified,
measured and presented its financial assets and liabilities in
accordance with IAS 39, Financial Instruments: Recognition and
Measurement. Classification, measurement and presentation
respect of financial

requirements in

liabilities have been

substantially retained by IFRS 9 and are detailed in the
" Classification,
instruments from 1 January 2018” table. The following table
sets out details of classification, measurement and presentation
of financial assets prior to 1 January 2018.

measurement and presentation of financial

Classification, measurement and presentation of financial assets prior to 1 January 2018

Financial assets Significant items included Measurement and presentation'
classification

Held for trading

Designated at fair value
through prafit or loss

Financial assets held for trading include:

— all derivatives with a positive replacement value, except those that are
designated and effective hedging instruments; and

— any other financial asset acquired principally for the purpose of selling
or repurchasing in the near term, or part of a portfolio of identified
financial instruments that are managed together and for which there is
evidence of a recent actual pattern of short-term profit taking. Included
in this category are debt instruments (including those in the form of
securities, money market paper and traded corporate and bank loans),
equity instruments, and assets held under unit-linked investment
contracts.

A financial asset may be designated at fair value through profit or loss only
upon initial recognition and this designation is irrevocable.

The fair value option can be applied only if one of the following criteria is met:

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

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

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

UBS designated at fair value through profit or loss the following financial

assets:

— certain structured loans, reverse repurchase and securities borrowing
agreements that are managed on a fair value basis;

— loans that are hedged predominantly with credit derivatives — these
instruments are designated at fair value to eliminate an accounting
mismatch;

— certain debt securities held as high-quality liquid assets (HQLA) and
managed by Corporate Center — Group Treasury on a fair value basis;
and

— assets held to hedge delivery obligations related to cash-settled
employee compensation plans — these assets are designated at fair
value in order to eliminate an accounting mismatch that would
otherwise arise as a result of the liability being measured on a
fair value basis.

Measured at fair value with changes recognized in profit or loss.

Changes in fair value, initial transaction costs and gains and losses realized
on disposal or redemption are recognized in Other net income from
financial instruments measured at fair value through profit or loss (prior to

1 January 2019: Other net income from fair value changes on financial
instruments), except interest and dividend income on instruments other
than derivatives (refer to item 3c in this Note), interest on derivatives
designated as hedging instruments in certain types of hedge accounting
relationships and forward points on certain short duration foreign exchange
contracts, which are reported in Net interest income.

Derivative assets are generally presented as Derivative financial
instruments.

Bifurcated embedded derivatives are measured at fair value, but presented on
the same balance sheet line as the host contract measured at amortized cost.

The presentation of fair value changes on derivatives that are designated
and effective hedging instruments differs depending on the type of hedge
relationship (refer to item 3j in this Note for more information).

Financial assets held for trading (other than derivatives) are presented as
Financial assets at fair value held for trading.

Financial assets designated at fair value through profit or loss are
presented as Financial assets at fair value not held for trading.

1 Presentation categories in this table reflect retrospective amendments to UBS Group balance sheet presentation carried out upon transition to IFRS 9 to facilitate comparability.
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Note 1 Summary of significant accounting policies (continued)

Classification, measurement and presentation of financial assets prior to 1 January 2018 (continued)

Finandial assets Significant items included Measurement and presentation
classification

Loans and receivables
(amortized cost)

Available for sale

Held to maturity

Non-derivative financial assets with fixed or determinable payments that

are not quoted in an active market and are not assets for which the Group

may not recover substantially all of its initial net investment for reasons

other than credit deterioration. This classification includes:

— cash and balances with central banks;

— cash collateral receivables on derivative instruments;

— residential and commercial mortgages;

— secured loans, including reverse repurchase agreements, receivables
under stock borrowing and Lombard loans, and unsecured loans;

— certain securities held within Corporate Center — Non-core and Legacy
Portfolio; and

— trade and lease receivables.

Financial assets classified as available for sale are non-derivative financial
assets that are not classified as held for trading, designated at fair value
through profit or loss, or loans and receivables. This classification mainly
includes debt securities held as HQLA and managed by Corporate Center —
Group Treasury, certain asset-backed securities managed by Corporate
Center — Group Treasury, investment fund holdings and strategic and
commercial equity investments.

Non-derivative financial assets with fixed or determinable payments and
fixed maturities for which UBS has the positive intention and ability to hold
to maturity.

This classification mainly includes debt securities held as HQLA and
managed by Corporate Center — Group Treasury.

Measured at amortized cost using the effective interest rate method less
allowances for credit losses (refer to items 3c and 3g in this Note).

Upfront fees and direct costs relating to loan origination, refinancing or
restructuring as well as to loan commitments are deferred and amortized
over the life of the loan using the effective interest rate method.

Loans and receivables are presented on the balance sheet primarily as Cas/
and balances with central banks, Loans and advances to banks, Loans and
advances to customers, Receivables from securities financing transactions
and Cash collateral receivables on derivative instruments.

Amounts arising from exchange-traded derivatives (ETD) and certain over-
the-counter (OTC) derivatives cleared through central clearing
counterparties that are either considered to be daily settled or qualify for
offsetting (refer to items 3d and 3i in this Note) are presented within Cash
collateral receivables on derivative instruments.

Measured at fair value with unrealized gains and losses reported in Otfer
comprehensive income, net of applicable income taxes, until such
investments are sold, collected or otherwise disposed of, or until any such
investment is determined to be impaired (refer to item 3g in this Note).
Upon disposal, any accumulated balances in Other comprehensive income
are reclassified to the income statement and reported within Other income.

Interest and dividend income are recognized in the income statement in
accordance with item 3c in this Note. Refer to item 13 in this Note for
information about the treatment of foreign exchange translation gains and
losses.

Measured at amortized cost using the effective interest rate method less
allowances for credit losses (refer to items 3c and 3g in this Note).
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

c. Interest income and expense

Interest income and expense are recognized in the income
statement applying the effective interest rate (EIR) method.
When calculating the EIR for financial instruments (other than
credit-impaired financial instruments), UBS estimates future cash
flows considering all contractual terms of the instrument, but
not expected credit losses.

In determining interest income and expense, the EIR is applied
to the gross carrying amount of the financial asset (unless the
asset is credit-impaired) or the amortized cost of a financial
liability (prior to 1 January 2018: the amortized cost of a
financial asset or financial liability). However, when a financial
asset becomes credit-impaired after initial recognition, interest
income is determined by applying the EIR to the amortized cost
of the instrument, which represents the gross carrying amount
adjusted for any credit loss allowance. Furthermore, for financial
assets that were credit-impaired on initial recognition, interest is
determined by applying a credit-adjusted EIR to the amortized
cost of the instrument.

Upfront fees, including loan commitment fees where a loan is
expected to be issued, and direct costs are included within the
initial measurement of a financial instrument measured at
amortized cost or FVOCI (prior to 1 January 2018: the financial
asset classified as available for sale). Such fees and costs are
therefore recognized over the expected life of the instrument as
part of its EIR.

Fees related to loan commitments where no loan is expected
to be issued, as well as loan syndication fees where UBS does
not retain a portion of the syndicated loan or where UBS does
retain a portion of the syndicated loan at the same effective
yield for comparable risk as other participants, are included in
Net fee and commission income.

—s Refer to item 4 in this Note for more information

Presentation of interest in the income statement

Effective from 1 January 2018, interest income or expense on
financial instruments measured at amortized cost and financial
assets measured at FVOCI (prior to 1 January 2018: financial
assets classified as available for sale) are presented separately
within Interest income from financial instruments measured at
amortized cost and fair value through other comprehensive
income and Interest expense from financial instruments
measured at amortized cost.
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UBS also presents interest income and expense on financial
instruments (excluding derivatives) measured at FVTPL including
forward points on certain short- and long-duration foreign
exchange contracts separately in Interest income (or Interest
expense) from financial instruments measured at fair value
through profit or loss. Furthermore, interest income and expense
on derivatives designated as hedging instruments in effective
hedge relationships are presented consistently with the interest
income and expense of the respective hedged item.

Interest income on financial assets, excluding derivatives, is
included in interest income when positive and in Interest
expense when negative, because negative interest income
arising on a financial asset does not meet the definition of
revenue. Similarly, interest expense on financial liabilities,
excluding derivatives, is included in interest expense, except
when interest rates are negative, in which case it is included in
interest income.

—» Refer to item 3j in this Note and Note 3 for more information

d. Derecognition

Financial assets

UBS derecognizes a financial asset, or a portion of a financial
asset, from its balance sheet when the contractual rights to cash
flows from the asset have expired, or have been transferred,
usually by sale, thus exposing the purchaser to either
substantially all the risks and rewards of the asset or a significant
part of the risks and rewards combined with a practical ability to
sell or pledge the asset.

A financial asset is considered to have been transferred when
UBS: (i) transfers the contractual rights to receive the cash flows
of the financial asset; or (i) retains the contractual rights to
receive the cash flows of that asset, but assumes a contractual
obligation to pay the cash flows to one or more entities.

Where financial assets have been pledged as collateral or in
similar arrangements, they are considered to have been
transferred if the counterparty has received the contractual right
to the cash flows of the pledged assets, as may be evidenced,
for example, by the counterparty’s right to sell or repledge the
assets. Where the counterparty to the pledged financial assets
has not received the contractual right to the cash flows, UBS
does not consider this to be a transfer for the purposes of
derecognition.



Note 1 Summary of significant accounting policies (continued)

In transactions where substantially all of the risks and rewards
of ownership of a financial asset are neither retained nor
transferred, UBS derecognizes the financial asset if control over
the asset is surrendered, and the rights and obligations retained
following the transfer are recognized separately as assets and
liabilities, respectively. In transfers where control over the
financial asset is retained, UBS continues to recognize the asset
to the extent of its continuing involvement, determined by the
extent to which it is exposed to changes in the value of the
transferred asset following the transfer.

Certain over-the-counter (OTC) derivative contracts and most
exchange-traded futures and option contracts cleared through
central clearing counterparties and exchanges are considered to
be settled on a daily basis through the daily margining process,
as the payment or receipt of the variation margin represents
legal or economic settlement of a derivative contract, which
results in derecognition of the associated positive and negative
replacement values.

—s Refer to item 3h of this Note and Note 25 for more information

Financial liabilities

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

e. Securities borrowing / lending and repurchase / reverse
repurchase transactions

Securities borrowing / lending and repurchase / reverse
repurchase transactions are generally entered into on a
collateralized basis. In such transactions, UBS typically borrows
or lends equity and debt securities in exchange for securities or
cash collateral.

These transactions are treated as collateralized financing
transactions where the securities transferred / received are not
derecognized or recognized on the balance sheet. Securities
transferred / received with the right to resell or repledge are
disclosed separately.

In reverse repurchase and securities borrowing agreements,
the cash delivered is derecognized and a corresponding
receivable, including accrued interest, is recorded in the balance
sheet line Receivables from securities financing transactions,
representing UBS's right to receive the cash. Similarly, in
repurchase and securities lending agreements, the cash received
is recognized and a corresponding obligation, including accrued
interest, is recorded in Payables from securities financing
transactions. Additionally, the sale of securities that is settled by
delivering securities received in reverse repurchase or securities
borrowing transactions triggers the recognition of a trading
liability.

Repurchase and reverse repurchase transactions with the
same counterparty, maturity, currency and central securities
depository are generally presented net, subject to meeting the
offsetting requirements described in item 3i of this Note.

— Refer to Notes 26 and 25 for more information

f. Fair value of financial instruments

UBS accounts for a significant portion of its assets and liabilities
at fair value. Fair value is the price on the measurement date
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 in the most advantageous
market in the absence of a principal market.

All financial instruments measured at fair value are
categorized into one of three fair value hierarchy levels. Level 1
financial instruments are those for which fair values can be
derived from quoted prices in active markets. Level 2 financial
instruments are those for which fair values must be derived
using valuation techniques for which all significant inputs are, or
are based on, observable market data. Level 3 financial
instruments are those for which fair values can only be derived
on the basis of valuation techniques for which significant inputs
are not based on observable market data.
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

Critical accounting estimates and judgments

The use of valuation techniques, modeling assumptions and estimates of
unobservable market inputs in the fair valuation of financial instruments
requires significant judgment and could affect the amount of gain or loss
recorded for a particular position. Valuation techniques that rely more
heavily on unobservable inputs inherently require a higher level of
judgment than those entirely based on observable inputs.

Valuation techniques, including models, that are used to determine
fair values are periodically reviewed and validated by qualified personnel,
independent of those who created them. Models are calibrated with the
objective of ensuring that outputs reflect observable market data, to the
extent possible. Also, UBS prioritizes the use of observable inputs, when
available, over unobservable inputs. Judgment is required in selecting
appropriate models as well as inputs for which observable data is less
readily available.

UBS's governance framework over fair value measurement is
described in Note 24b.

The level of subjectivity and the degree of management judgment
involved in the development of estimates and the selection of
assumptions are more significant for instruments valued using specialized
and sophisticated models and where some or all of the parameter inputs
are less observable (Level 3 instruments) and may require adjustment to
reflect factors that market participants would consider in estimating fair
value, such as close-out costs, credit exposure, model-driven valuation
uncertainty, funding costs and benefits, trading restrictions and other
factors, which are presented in Note 24d. The Group provides a sensitivity
analysis of the estimated effects arising from changing significant
unobservable inputs in Level 3 financial instruments to reasonably possible
alternative assumptions within Note 24g.

> Refer to Note 24 for more information

g. Allowances and provisions for expected credit losses

Policy applicable from 1 January 2018!

Expected credit losses (ECL) are recognized for financial assets
measured at amortized cost, financial assets measured at FVOCI,
fee and lease receivables, financial guarantees and loan
commitments. ECL are also recognized on the undrawn portion
of revolving revocable credit lines, which include UBS’s credit
card limits and master credit facilities, which are customary in
the Swiss market for corporate and commercial clients. UBS
refers to both as “other credit lines,” with clients allowed to
draw down on-demand balances (with the Swiss master credit
facilities also allowing for term products) and which can be
terminated by UBS at any time. Though these other credit lines
are revocable, UBS is exposed to credit risk because the client
has the ability to draw down funds before UBS can take credit
risk mitigation actions.

1 The accounting policy in this section applies from 1 January 2018, the effective date of IFRS 9.
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Recognition of expected credit losses

ECL represent the difference between contractual cash flows

and those UBS expects to receive, discounted at the EIR. For loan

commitments and other credit facilities in scope of ECL,
expected cash shortfalls are determined by considering expected
future drawdowns.

ECL are recognized on the following basis:

— Maximum 12-month ECL are recognized from initial
recognition, reflecting the portion of lifetime cash shortfalls
that would result if a default occurs in the 12 months after
the reporting date, weighted by the risk of a default
occurring. Instruments in this category are referred to as
instruments in stage 1. For instruments with a remaining
maturity of less than 12 months, ECL are determined for this
shorter period.

— Lifetime ECL are recognized if a significant increase in credit
risk (SICR) is observed subsequent to the instrument’s initial
recognition, reflecting lifetime cash shortfalls that would
result from all possible default events over the expected life of
a financial instrument, weighted by the risk of a default
occurring. Instruments in this category are referred to as
instruments in stage 2. Where an SICR is no longer observed,
the instrument will move back to stage 1.

— Lifetime ECL are always recognized for credit-impaired
financial instruments, referred to as instruments in stage 3.
The IFRS 9 determination of whether an instrument is credit-
impaired is based on the occurrence of one or more loss
events, with lifetime ECL generally derived by estimating
expected cash flows based on a chosen recovery strategy.
Credit-impaired exposures may include positions for which no
loss has occurred or no allowance has been recognized, for
example, because they are expected to be fully recoverable
through the collateral held.

— Changes in lifetime ECL since initial recognition are also
recognized for assets that are purchased or originated credit-
impaired (POCI). POCI financial assets are initially recognized
at fair value, with interest income subsequently being
recognized based on a credit-adjusted EIR. POCI financial
instruments include those that are newly recognized
following a substantial restructuring and remain a separate
category until derecognition.

UBS does not apply the low-credit-risk practical expedient
that allows a lifetime ECL for lease or fee receivables to be
recognized irrespective of whether a significant increase in credit
risk has occurred. Instead, UBS has incorporated lease and fee
receivables into the standard ECL calculation.



Note 1 Summary of significant accounting policies (continued)

A write-off is made when all or part of a financial asset is
deemed uncollectible or forgiven. Write-offs reduce the principal
amount of a claim and are charged against previously
established allowances for credit losses. Recoveries, in part or in
full, of amounts previously written off are generally credited to
Credit loss (expense) / recovery. Write-offs and partial write-offs
represent derecognition / partial derecognition events.

ECL are recognized in profit or loss with a corresponding ECL
allowance reported as a decrease in the carrying amount of
financial assets measured at amortized cost on the balance
sheet. For financial assets measured at fair value through OCI,
the carrying amount is not reduced, but an accumulated amount
is recognized in OCI. For off-balance sheet financial instruments
and other credit lines, provisions for ECL are reported in
Provisions. ECL are recognized within the income statement in
Credit loss (expense) / recovery.

Default and credit impairment

UBS applies a single definition of default for classifying assets
and determining the probability of default of its obligors for risk
modeling purposes. The definition of default is based on
guantitative and qualitative criteria. A counterparty is classified
as defaulted at the latest when material payments of interest,
principal or fees are overdue for more than 90 days, or more
than 180 days for certain exposures in relation to loans to
private and commercial clients in Personal & Corporate Banking,
and to private clients of Global Wealth Management Region
Switzerland. UBS does not consider the general 90-day
presumption for default recognition appropriate for these latter
portfolios based on an analysis of the cure rates, which
demonstrated that strict application of the 90-day criterion
would not accurately reflect the inherent credit risk.
Counterparties are also classified as defaulted when bankruptcy,
insolvency  proceedings or enforced liquidation have
commenced; obligations have been restructured on preferential
terms (forbearance); or there is other evidence that payment
obligations will not be fully met without recourse to collateral.
The latter may be the case even if, to date, all contractual
payments have been made when due. If a counterparty is
defaulted, generally all claims against the counterparty are
treated as defaulted.

An instrument is classified as credit-impaired if the
counterparty is defaulted, and/or the instrument is identified as
POCI. An instrument is POCI if it has been purchased at a deep
discount to its carrying amount following a risk event of the
issuer or originated with a defaulted counterparty. Once a
financial asset is classified as defaulted / credit-impaired (except
when it is POCI), it is reported as a stage 3 instrument and
remains as such unless all past due amounts have been rectified,
additional payments have been made on time, the position is
not classified as credit-restructured, and there is general
evidence of credit recovery. A three-month probation period is
applied before a transfer back to stages 1 or 2 can be triggered.

However, most instruments remain in stage 3 for a longer
period.

Measurement of expected credit losses

IFRS 9 ECL reflect an unbiased, probability-weighted estimate
based on either loss expectations resulting from default events
over a maximum 12-month period from the reporting date or
over the remaining life of a financial instrument. The method
used to calculate individual probability-weighted unbiased ECL is
based on a combination of the following principal factors:
probability of default (PD), loss given default (LGD) and exposure
at default (EAD). Parameters are generally determined on an
individual financial asset level. Based on the materiality of the
portfolio, for credit card exposures and personal account
overdrafts in Switzerland, and certain loans to financial advisors
of Global Wealth Management Region Americas, a portfolio
approach is applied that derives an average PD and LGD for the
entire portfolio. PDs and LGDs used in the ECL calculation are
point in time (PIT)-based for key portfolios and consider both
current conditions and expected cyclical changes. For each
instrument or group of instruments, parameter time series are
generated consisting of the instruments’ PD, LGD and EAD
profiles considering the respective period of exposure to credit
risk. For material portfolios, PD and LGD are determined for four
different scenarios, whereas EAD projections are treated as
scenario independent.

For the purpose of determining the ECL-relevant parameters,
UBS leverages its Pillar 1 internal ratings-based (IRB) models that
are also used in determining expected loss (EL) and risk-
weighted assets under the Basel lll framework and Pillar 2 stress
loss models. Adjustments have been made to these models and
new IFRS 9-related models have been developed that consider
the complexity, structure and risk profile of relevant portfolios
and take account of the fact that PDs and LGDs used in the ECL
calculation are PIT-based, as opposed to the corresponding
Basel lll through-the-cycle (TTC) parameters. All models that are
relevant for measuring expected credit losses have been subject
to the existing model validation and oversight processes. The
assignment of internal counterparty rating grades and the
determination of default probabilities for the purposes of Basel
Il are not affected by the IFRS 9 ECL calculation.

Probability of default (PD): The PD represents the likelihood of
a default over a specified time period. A 12-month PD
represents the likelihood of default determined for the next 12
months and a lifetime PD represents the probability of default
over the remaining lifetime of the instrument. The lifetime PD
calculation is based on a series of 12-month PIT PDs that are
derived from TTC PDs and scenario forecasts. This modeling is
region-, industry- and client segment-specific and considers both
macroeconomic scenario-dependencies and client-idiosyncratic
information. To derive the cumulative lifetime PD per scenario,
the series of 12-month PIT PDs are transformed into marginal PIT
PDs, taking any assumed default events from prior periods into
account.
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

Loss given default (LGD): The LGD represents an estimate of
the loss at the time of a potential default occurring during the life
of a financial instrument. The determination of the LGD takes into
account expected future cash flows from collateral and other
credit enhancements, or expected payouts from bankruptcy
proceedings for unsecured claims and, where applicable, time to
realization of collateral and the seniority of claims. The LGD is
commonly expressed as a percentage of the EAD.

Exposure at default (EAD): The EAD represents an estimate of
the exposure to credit risk at the time of a potential default
occurring during the life of a financial instrument. It represents
the cash flows outstanding at the time of default, considering
expected repayments, interest payments and accruals,
discounted at the EIR. Future drawdowns on facilities are
considered through a credit conversion factor (CCF) that is
reflective of historical drawdown and default patterns and the
characteristics of the respective portfolios. ECL-specific CCFs
have been modeled to capture client segment- and product-
specific patterns after removing Basel Ill standard-specific
elements, i.e., conservatism and focus on a 12-month period
prior to default.

Estimation of expected credit losses

Number of scenarios and estimation of scenario weights

The determination of the probability-weighted ECL requires
evaluating a range of diverse and relevant future economic
conditions, especially with a view to modeling the non-linear
effect of assumptions about macroeconomic factors on the
estimate.

To accommodate this requirement, UBS uses four different
economic scenarios in the ECL calculation: an upside, a baseline,
a mild downside and a severe downside scenario. Each scenario
is represented by a specific scenario narrative, which is relevant
considering the exposure of key portfolios to economic risks,
and for which a set of consistent macroeconomic variables is
determined. Those variables range from above-trend economic
growth to severe recession. The baseline scenario is aligned to
the economic and market assumptions used for UBS business
planning purposes. An econometric model is used to provide an
input into the scenario weight assessment process giving a first
indication of the probability that the GDP forecast used for each
scenario would materialize, if historically observed deviations of
GDP growth from trend growth were representative. As such
historical analyses of GDP development do not include an
assessment of the underlying economic or political causes,
management positions the model output into the context of
current conditions and future expectations and applies material
judgment in determining the final scenario weights. The
determined weights constitute the probabilities that the
respective set of macroeconomic conditions will occur and not
that the chosen particular narratives with the related
macroeconomic variables will materialize.
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Macroeconomic and other factors
The range of macroeconomic, market and other factors that is
modeled as part of the scenario determination is wide, and
historical information is used to support the identification of the
key factors. As the forecast horizon increases, the availability of
information decreases and judgment increases. For cycle-
sensitive PD and LGD determination purposes, UBS projects the
relevant economic factors for a period of three years before
reverting, over a specified period, to a cycle-neutral PD and LGD
for longer-term projections.

Factors relevant for the ECL calculation vary by type of
exposure and are determined during the credit cycle index
model development process in close alignment with expert
judgment. Certain variables may only be relevant for specific
types of exposures, such as house price indices for mortgage
loans, while other variables have key relevance in the ECL
calculation for all exposures. Regional and client segment
characteristics are generally taken into account, with specific
focus on Switzerland and the US considering UBS'’s key ECL-
relevant portfolios.

For UBS, the following forward-looking macroeconomic
variables represent the most relevant factors in the ECL
calculation:

— GDP growth rates, given their significant effect on borrowers’
performance;

— house price indices, given their significant effect on mortgage
collateral valuations;

— unemployment rates, given their significant effect on private
clients’ ability to meet contractual obligations;

— interest rates, given their significant effect on
counterparties’ abilities to service debt;

— consumer price indices, given their overall relevance for
companies’ performance, private clients’ purchasing power
and economic stability; and

— equity indices, given that they are an important factor in our
corporate rating tools.

the

The forward-looking macroeconomic assumptions used in the
ECL calculation are developed by UBS economists, risk
methodology personnel and credit risk officers. Assumptions and
scenarios are validated and approved through a Scenario
Committee and an Operating Committee, which also aim to
ensure a consistent use of forward-looking information
throughout UBS, including in the business planning process. ECL
inputs are tested and reassessed for appropriateness at least
once a quarter and appropriate adjustments are made when
needed.

Scenario generation, review process and governance

All aspects of the scenario selection, including the specific
narratives, their weight for the ECL estimation, and the key
macroeconomic and other factors, are subject to a formal
governance and approval process.



Note 1 Summary of significant accounting policies (continued)

A team of economists, who are part of Group Risk Control,
provide the basic analysis taking into account information
obtained through established risk identification and assessment
processes, which involve a broad range of experts, in particular,
risk specialists and other in-house economists. Material risks with
a high likelihood of materializing are then factored into the
scenario selection process. Once narratives have been
developed, key macroeconomic factors that are consistent with
the severity of the case and interdependencies are determined.

The scenarios, their weight and the key macroeconomic and
other factors are subject to a critical assessment by members of
the Scenario Committee, where senior credit officers from the
divisions and representatives from Group Risk Control are
represented. Important aspects for the review are the extent to
which the selected scenarios reflect the vulnerabilities of the
relevant portfolios; whether their transformation into PIT PD and
LGD values is in line with credit risk officers’ expectations; and
whether there may be pockets of exposures, where particular
credit risk concerns may not be capable of being addressed
systematically and require an expert-based overlay for stage
allocation and ECL allowance. This also ensures a consistent use
of forward-looking information throughout UBS and an
alignment with the business planning process.

The Operating Committee is jointly chaired by the Group
Controller and Chief Accounting Officer, and the Risk Chief
Operating Officer and Group Chief Risk Model Officer, and is
comprised of the divisional Chief Risk Officers and divisional
Chief Financial Officers as well as senior Corporate Center Risk
and Finance representatives. They review the proposals
submitted by the Scenario Committee and approve the final
selection of scenarios and factors and any expert-based overlays
as they may be required to cover temporary issues, either related
to specific risk elements in a portfolio, or due to identified
technical deficiencies pending remediation (model updates, data
quality, etc.).

The Group Model Governance Board, as the highest authority
under UBS’s model governance framework, ratifies the decisions
by the Operating Committee.

ECL measurement period

The period for which lifetime ECL are determined is based on
the maximum contractual period that UBS is exposed to credit
risk, taking into account contractual extension, termination and
prepayment options. For irrevocable loan commitments and
financial guarantee contracts, the measurement period
represents the maximum contractual period for which UBS has
an obligation to extend credit.

Additionally, some financial instruments include both an on-
demand loan and a revocable undrawn commitment, where the
contractual cancelation right does not limit UBS's exposure to
credit risk to the contractual notice period, as the client has the
ability to draw down funds before UBS can take risk-mitigating
actions. In such cases, UBS is required to estimate the period

over which it is exposed to credit risk. This applies to UBS's credit
card limits, which do not have a defined contractual maturity
date, are callable on demand and where the drawn and
undrawn components are managed as one unit. The exposure
arising from UBS's credit card limits is not significant and is
managed at a portfolio level, with credit actions triggered when
balances are past due. An ECL measurement period of seven
years is applied for credit card limits, capped at 12 months for
stage 1 balances, as a proxy for the period that UBS is exposed
to credit risk.

Customary master credit agreements in the Swiss corporate
market also include on-demand loans and revocable undrawn
commitments. For smaller commercial facilities, a risk-based
monitoring (RbM) approach is in place that highlights negative
trends as risk events, at an individual facility level, based on a
combination of continuously updated risk indicators. The risk
events trigger additional credit reviews by a risk officer, allowing
for informed credit decisions to be taken. Larger corporate
facilities are not subject to RbM, but are reviewed at least
annually through a formal credit review. UBS has assessed these
credit risk management practices and considers both the RbM
approach and formal credit review as substantive credit reviews
resulting in a re-origination of the facility. Following this, a 12-
month measurement period from the reporting date is used for
both types of facilities as an appropriate proxy of the period over
which UBS is exposed to credit risk, with 12 months also used as
a look-back period for assessing SICR, always from the
respective reporting date.

Significant increase in credit risk

Financial instruments subject to ECL are monitored on an
ongoing basis. To determine whether the recognition of a
maximum 12-month ECL continues to be appropriate, an
assessment is made as to whether an SICR has occurred since
initial recognition of the financial instrument. The assessment
criteria include both quantitative and qualitative factors. UBS
does not make use of the expedient that no particular SICR
test is required for instruments that have low credit risk at
reporting date.

Primarily, UBS assesses changes in an instrument's risk of
default on a quantitative basis by comparing the annualized
forward-looking and scenario-weighted lifetime PD of an
instrument determined at two different dates:

— at the reporting date; and
— at inception of the instrument.

In both cases, the respective PDs are determined for the
residual lifetime of the instrument, i.e., the period between the
reporting date and maturity. If, based on UBS’s quantitative
modeling, an increase exceeds a set threshold, an SICR is
deemed to have occurred and the instrument is transferred to
stage 2 with lifetime ECL being recognized.
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Note 1 Summary of significant accounting policies (continued)

The threshold applied varies depending on the original credit
quality of the borrower. For instruments with lower default
probabilities at inception due to good credit quality of the
counterparty, the SICR threshold is set at a higher level than for
instruments with higher default probabilities at inception. This
implies that for instruments with initially lower default
probabilities, a relatively higher deterioration in credit quality is
needed to trigger an SICR than for those instruments with
originally higher PDs. The SICR assessment based on PD changes
is made at an individual financial asset level. A high-level
overview of the SICR trigger, which is a multiple of the
annualized remaining lifetime PIT PD expressed in rating
downgrades that entail the same multiple of PD values, together
with the corresponding ratings at origination of an instrument, is
provided in the “SICR thresholds” table below. This simplified
view is aligned to internal ratings as disclosed in “Internal UBS
rating scale and mapping of external ratings” presented in
“Credit risk” in the “Risk management and control” section of
this report. The actual SICR thresholds applied are defined on a
more granular level interpolating between the values shown in
the table below.

SICR thresholds

Internal rating at origination of the instrument Rating downgrades / SICR trigger

0-3 3
4-8 2
9-13 1

— Refer to the “Risk management and control” section of this
report for more details about the bank'’s internal grading
system

Irrespective of the SICR assessment based on default
probabilities, credit risk is generally deemed to have significantly
increased for an instrument if the contractual payments are
more than 30 days past due. For certain less material portfolios,
specifically the Swiss credit card portfolio and the loans to
financial advisors of Global Wealth Management Region
Americas, the 30-day past due criterion is used as the primary
indicator of an SICR. Where instruments are transferred to stage
2 due to the 30-day past due criterion, a minimum period of six
months is applied before a transfer back to stage 1 can be
triggered. For instruments in Personal & Corporate Banking and
Global Wealth Management Region Switzerland that are
between 90 and 180 days past due but have not been
reclassified to stage 3, a one-year period is applied before a
transfer back to stage 1 can be triggered.
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Additionally, based on individual counterparty-specific
indicators, external market indicators of credit risk or general
economic conditions, counterparties may be moved to a watch
list, which is used as a secondary qualitative indicator for an SICR
and hence for a transfer to stage 2. Exception management is
further applied, allowing for individual and collective
adjustments on exposures sharing the same credit risk
characteristics to take account of specific situations that are not
otherwise fully reflected. Instruments for which an SICR since
initial recognition is determined based on criteria other than
changed default probabilities or watch list items remain in
stage 2 for at least six months post resolution of the stage 2
trigger event.

In general, the overall SICR determination process does not
apply to Lombard loans, securities financing transactions and
certain other asset-based lending transactions, because of the
risk management practices adopted, including daily monitoring
processes with strict margining requirements that often require
the delivery of collateral within a number of days. If margin calls
are not satisfied, a position is closed out and classified as a
stage 3 position. In exceptional cases, an individual adjustment
and a transfer into stage 2 may be made to take account of
specific facts.

Credit risk officers are responsible for ensuring that the stage
allocation of instruments reflects the identification of an SICR,
which for accounting purposes is in some aspects different from
internal credit risk management processes for loans with
increased credit risk, mainly because ECL accounting
requirements are instrument-specific, such that a borrower can
have multiple exposures allocated to different stages, and that
maturing loans in stage 2 will migrate to stage 1 upon renewal
irrespective of the actual credit risk at that time. Under a risk-
based approach, a holistic counterparty credit assessment and
the absolute level of risk at any given date will determine what
risk mitigating actions may be warranted.

—> Refer to the “Risk management and control” section of this

report for more information
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Critical accounting estimates and judgments

The calculation of ECL requires management to apply significant
judgment and make estimates and assumptions that involve significant
uncertainty at the time they are made. Changes to these estimates and
assumptions can result in significant changes to the timing and amount of
ECL to be recognized.

Determination of a significant increase in credit risk

IFRS 9 does not include a definition of what constitutes an SICR. UBS's
assessment of whether an SICR has occurred since initial recognition is
based on reasonable and supportable forward-looking information, both
qualitative and quantitative, and includes significant management
judgment. More stringent criteria could significantly increase the number
of instruments migrating to stage 2. An IFRS 9 Operating Committee has
been established to review and challenge the SICR approach and any
potential changes and determinations made in the quarter.

Scenarios, scenario weights and macroeconomic factors

ECL reflect an unbiased and probability-weighted amount, which UBS
determines by evaluating a range of possible outcomes. Management
selects forward-looking scenarios and judges the suitability of respective
weights to be applied. Each of the scenarios is based on management'’s
assumptions around future economic conditions in the form of
macroeconomic, market and other factors. Changes in the scenarios and
weights, the corresponding set of macroeconomic variables and the
assumptions made around those variables for the forecast horizon would
have a significant effect on the ECL. An IFRS 9 Scenario Committee, in
addition to the Operating Committee, has been established to derive,
review and challenge the selection and weights.

ECL measurement period

Lifetime ECL are generally determined based upon the contractual
maturity of the transaction, which significantly affects ECL. The ECL
calculation is therefore sensitive to any extension of contractual maturities
triggered by business decisions, consumer behaviors and an increased
number of stage 2 positions. In addition, for credit card limits and Swiss
callable master credit facilities, judgment is required as UBS must
determine the period over which it is exposed to credit risk. A seven-year
period has been applied for credit card limits, capped at 12 months for
stage 1 positions, and a 12-month period has been applied for master
credit facilities.

Modeling and management adjustments

A number of complex models have been developed or modified to
calculate ECL, with additional management adjustments required. Internal
counterparty rating changes, new or revised models and changes to data
may significantly affect ECL. The models are governed by UBS's model
validation controls, which aim to ensure independent verification, and are
approved by the Group Model Governance Board (the GMGB). The
management adjustments are approved by the IFRS 9 Operating
Committee and endorsed by the GMGB.

The Group provides a sensitivity analysis of the effect of scenario
selection, scenario weights and SICR trigger points on ECL measurement
within Note 23g.

Comparative policy | Policy applicable prior to 1 January 2018

A claim is impaired and an allowance or provision for credit
losses is recognized when objective evidence demonstrates that
a loss event has occurred after the initial recognition and that
the loss event has an effect on the future cash flows that can be
reliably estimated (incurred loss approach). UBS considers a claim
to be impaired if it will be unable to collect all amounts due
thereon based on the original contractual terms as a result of
credit deterioration of the issuer or counterparty. A claim can be
a loan or receivable measured at amortized cost, or a
commitment, such as a letter of credit, a guarantee or a similar
instrument.

An allowance for credit losses is reported as a decrease in the
carrying amount of a financial asset. For an off-balance sheet
item, such as a commitment, a provision for credit losses is
reported in Provisions. Changes to allowances and provisions for
credit losses are recognized in Credit loss (expense) / recovery.

Critical accounting estimates and judgments

Allowances and provisions for credit losses are evaluated at both a
counterparty-specific level and collectively. Judgment is used in making
assumptions about the timing and amount of impairment losses.

Counterparty-specific allowances and provisions

Loans are evaluated individually for impairment if objective
evidence indicates that a loan may be impaired. Individual credit
exposures are evaluated on the basis of the borrower’s overall
financial condition, resources and payment record, the prospects
of support from contractual guarantors and, where applicable,
the realizable value of any collateral. The impairment loss for a
loan is the excess of the carrying amount of the financial asset
over the estimated recoverable amount. The estimated
recoverable amount is the present value, calculated using the
loan’s original effective interest rate, of expected future cash
flows, including amounts that may result from restructuring or
the liquidation of collateral. If a loan has a variable interest rate,
the discount rate for calculating the recoverable amount is the
current effective interest rate. Upon impairment, interest income
is accrued by applying the original effective interest rate to the
impaired carrying amount of the loan.
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All impaired loans are reviewed and analyzed at least
annually. Any subsequent changes to the amounts and timing of
the expected future cash flows compared with prior estimates
result in a change in the allowance for credit losses and are
charged or credited to Credit loss (expense) / recovery. An
allowance for impairment is reversed only when the credit
quality has improved to such an extent that there is reasonable
assurance of timely collection of principal and interest in
accordance with the original contractual terms of the
instrument, or the equivalent value thereof. A write-off is made
when all or part of a financial asset is deemed uncollectible or
forgiven. Write-offs reduce the principal amount of a claim and
are charged against previously established allowances for credit
losses. Recoveries, in part or in full, of amounts previously
written off are credited to Credit loss (expense) / recovery.

Collective allowances and provisions

Collective allowances and provisions are calculated for portfolios
with similar credit risk characteristics, taking into account
historical loss experience and current conditions. The
methodology and assumptions used are reviewed regularly to
reduce any differences between estimated and actual loss
experience. For all of its portfolios, UBS also assesses whether
there have been any unforeseen developments that might result
in impairments that are not immediately observable at a
counterparty level. To determine whether an event-driven
collective allowance for credit losses is required, UBS considers
global economic drivers to assess the most vulnerable countries
and industries. As the allowance cannot be allocated to
individual loans, the loans are not considered to be impaired and
interest is accrued on each loan according to its contractual
terms. If objective evidence becomes available that indicates that
an individual financial asset is impaired, it is removed from the
group of financial assets assessed for impairment on a collective
basis and is assessed separately as counterparty-specific.

Impairment of financial assets classified as available for sale

At each balance sheet date, UBS assesses whether indicators of
impairment are present. Available-for-sale debt instruments are
impaired when there is objective evidence, using the same
criteria described on the previous page, that, as a result of one
or more events that occurred after the initial recognition of the
asset, the estimated future cash flows have decreased.

Objective evidence that there has been an impairment of an
available-for-sale equity instrument is a significant or prolonged
decline in the fair value of the asset. UBS uses a rebuttable
presumption that such instruments are impaired where there has
been a decline in fair value of more than 20% below its original
cost or fair value has been below original cost for more than six
months.
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To the extent a financial asset classified as available for sale is
determined to be impaired, the related cumulative net
unrealized loss previously recognized in Other comprehensive
income is reclassified to the income statement within Other
income. For equity instruments, any further loss is recognized
directly in the income statement, whereas for debt instruments,
any further loss is recognized in the income statement only if
there is additional objective evidence of impairment. After the
recognition of an impairment on a financial asset classified as
available for sale, increases in the fair value of equity instruments
are reported in Other comprehensive income. For debt
instruments, such increases in the fair value, up to amortized
cost in the transaction currency, are recognized in Other income,
provided that the fair value increase is related to an event
occurring after the impairment loss was recorded. Increases in
excess of that amount are reported in Other comprehensive
income. A

h. Restructured and modified financial assets

When payment default is expected or where default has already
occurred, UBS may grant concessions to borrowers in financial
difficulties that it would otherwise not consider in the normal
course of its business, such as preferential interest rates,
extension of maturity, modifying the schedule of repayments,
debt / equity swap, subordination, etc. When a concession or
forbearance measure is granted, each case is considered
individually and the exposure is generally classified as being in
default. Forbearance classification will remain until the loan is
collected or written off, non-preferential conditions are granted
that supersede the preferential conditions or until the
counterparty has recovered and the preferential conditions no
longer exceed our risk tolerance.

Contractual adjustments when there is no evidence of
imminent payment default, or where changes to terms and
conditions are within UBS’s usual risk tolerance, are not
considered to be in forbearance. Modifications represent
contractual amendments that result in an alteration of future
contractual cash flows and that can occur within UBS’s normal
risk tolerance or as part of a credit restructuring where a
counterparty is in financial difficulties.

A restructuring or modification of a financial asset could lead
to a substantial change in the terms and conditions, resulting in
the original financial asset being derecognized and a new
financial asset being recognized. Where the modification does
not result in a derecognition, any difference between the
modified contractual cash flows discounted at the original EIR
and the existing gross carrying amount of a financial asset is
recognized in profit or loss as a modification gain or loss.
Furthermore, the subsequent SICR assessment is made by
comparing the risk of default at the reporting date based on the
modified contractual terms of the financial asset with the risk of
default at initial recognition based on the original, unmodified
contractual terms of the financial asset.



Note 1 Summary of significant accounting policies (continued)

i. Offsetting

UBS nets financial assets and liabilities on its balance sheet if (i) it
has the unconditional and legally enforceable right to set off the
recognized amounts, both in the normal course of business and
in the event of default, bankruptcy or insolvency of UBS and all
of the counterparties, and (ii) intends either to settle on a net
basis or to realize the asset and settle the liability simultaneously.
Netted positions include, for example, certain derivatives and
repurchase and reverse repurchase transactions with various
counterparties, exchanges and clearing houses.

In assessing whether UBS intends to either settle on a net
basis, or to realize the asset and settle the liability
simultaneously, emphasis is placed on the effectiveness of
operational settlement mechanics in eliminating substantially all
credit and liquidity exposure between the counterparties. This
condition precludes offsetting on the balance sheet for
substantial amounts of UBS's financial assets and liabilities, even
though they may be subject to enforceable netting
arrangements. For OTC derivative contracts, balance sheet
offsetting is generally only permitted in circumstances in which a
market settlement mechanism exists via an exchange or central
clearing counterparty that effectively accomplishes net
settlement through a daily exchange of collateral via a cash
margining process. For repurchase arrangements and securities
financing transactions, balance sheet offsetting may be
permitted only to the extent that the settlement mechanism
eliminates, or results in insignificant, credit and liquidity risk, and
processes the receivables and payables in a single settlement
process or cycle.

—» Refer to Note 25 for more information

j. Hedge accounting

The Group uses derivative and non-derivative instruments to
manage exposures to interest rate and foreign currency risks,
including exposures arising from forecast transactions. The
Group continues to apply hedge accounting requirements as set
out in IAS 39. Qualifying instruments may be designated as
hedging instruments in: (i) hedges of the change in fair value of
recognized assets or liabilities (fair value hedges); (ii) hedges of
the variability in future cash flows attributable to a recognized
asset or liability or highly probable forecast transactions (cash
flow hedges); or (iii) hedges of a net investment in a foreign
operation (net investment hedges).

At the time a financial instrument is designated in a hedge
relationship, UBS formally documents the relationship between
the hedging instrument(s) and hedged item(s), including the risk
management objectives and strategy in undertaking the hedge
transaction and the methods that will be used to assess the
effectiveness of the hedging relationship. Accordingly, UBS
assesses, both at the inception of the hedge and on an ongoing
basis, whether the hedging instruments, primarily derivatives,
have been “highly effective” in offsetting changes in the fair
value or cash flows associated with the designated risk of the
hedged items.

A hedge is considered highly effective if the following criteria
are met: (i) at inception of the hedge and throughout its life, the
hedge is expected to be highly effective in achieving offsetting
changes in fair value or cash flows attributable to the hedged
risk; and (ii) actual results of the hedge are within a range of 80—
125%. In the case of hedging forecast transactions, the
transaction must have a high probability of occurring and must
present an exposure to variations in cash flows that could
ultimately affect the reported net profit or loss. UBS discontinues
hedge accounting when: (i) it determines that a hedging
instrument is not, or has ceased to be, highly effective as a
hedge; (i) the derivative expires or is sold, terminated or
exercised; (iii) the hedged item matures, is sold or repaid; or (iv)
forecast transactions are no longer deemed highly probable. The
Group may also discontinue hedge accounting voluntarily.

Hedge ineffectiveness represents the amount by which the
changes in the fair value of the hedging instrument differ from
changes in the fair value of the hedged item attributable to the
hedged risk, or the amount by which changes in the present value
of future cash flows of the hedging instrument exceed changes in
the present value of expected cash flows of the hedged item. Such
ineffectiveness is recorded in current-period earnings in Other net
income from financial instruments measured at fair value
through profit or loss (prior to 1 January 2018: Net trading
income).

Interest from derivatives designated as hedging instruments in
effective fair value hedge relationships is presented within Interest
income from loans and deposits and Interest expense on debt
issued, within Net interest income. Interest from derivatives
designated as hedging instruments in effective cash flow hedge
relationships that is reclassified from other comprehensive income
when the hedged transaction affects profit or loss is presented
within Interest income from derivative instruments designated as
cash flow hedges.

—> Refer to Note 3 for more information
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Note 1 Summary of significant accounting policies (continued)

Fair value hedges

For qualifying fair value hedges, the change in the fair value of the
hedging instrument is recognized in the income statement along
with the change in the fair value of the hedged item that is
attributable to the hedged risk. In fair value hedges of interest rate
risk, the fair value change of the hedged item attributable to the
hedged risk is reflected as an adjustment to the carrying amount of
the hedged item. If the hedge accounting relationship is
terminated for reasons other than the derecognition of the hedged
item, the adjustment to the carrying amount is amortized to the
income statement over the remaining term to maturity of the
hedged item using the effective interest rate method. For a
portfolio hedge of interest rate risk, the equivalent change in fair
value is reflected within Other financial assets measured at
amortized cost or Other financial liabilities measured at amortized
cost. If the portfolio hedge relationship is terminated for reasons
other than the derecognition of the hedged item, the amount
included in Other financial assets measured at amortized cost or
Other financial liabilities measured at amortized cost is amortized
to the income statement over the remaining term to maturity of
the hedged items using the straight-line method.

Cash flow hedges

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

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

Hedges of net investments in foreign operations

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

Economic hedges that do not qualify for hedge accounting
Derivative instruments that are transacted as economic hedges but
do not qualify for hedge accounting are treated in the same way as
derivative instruments used for trading purposes; i.e., realized and
unrealized gains and losses are recognized in Other net income
from financial instruments measured at fair value through profit
or loss (prior to 1 January 2018: Net trading income), except for
the forward points on certain short- and long-duration foreign
exchange contracts, which are reported in Net interest income.
—» Refer to Note 11 for more information

k. Embedded derivatives in financial liabilities

Derivatives may be embedded in other financial instruments
(host contracts). For example, they could be represented by the
conversion feature embedded in a convertible bond. Such hybrid
instruments arise predominantly from the issuance of certain
structured debt instruments. An embedded derivative in a
financial liability is generally required to be separated from the
host contract and accounted for as a standalone derivative
instrument at fair value through profit or loss if: (i) the host
contract is not measured at fair value with changes in fair value
reported in the income statement; (i) the economic
characteristics and risks of the embedded derivative are not
closely related to the economic characteristics and risks of the
host contract; and (iii) the terms of the embedded derivative
would meet the definition of a standalone derivative, were they
contained in a separate contract.

Typically, UBS applies the fair value option to hybrid
instruments (refer to item 3b in this Note for more information),
in which case bifurcation of an embedded derivative component
is not required.



Note 1 Summary of significant accounting policies (continued)

|. Financial liabilities

Debt issued measured at amortized cost includes contingent
capital instruments that contain contractual provisions under
which the principal amounts would be written down upon either
a specified CET1 ratio breach or a determination by FINMA that
a viability event has occurred. Such contractual provisions are
not derivatives as the underlying is deemed to be a non-financial
variable specific to a party to the contract. Where there is a legal
bail-in mechanism for write-down or conversion into equity (as is
the case, for instance, with senior unsecured debt issued by the
Group that is subject to write-down or conversion under
resolution authority granted to FINMA under Swiss law), such a
mechanism does not form part of the contractual terms and,
therefore, does not affect the amortized cost accounting
treatment applied to these instruments. If the debt were to be
written down or converted into equity in a future period, the
financial liability would be partially or fully derecognized, with
the difference between the carrying amount of the debt written
down or converted into equity and the fair value of any equity
shares issued recognized in the income statement.

In cases where, as part of the Group’s risk management
activity, fair value hedge accounting is applied to fixed-rate debt
instruments measured at amortized cost, their carrying amount
is adjusted for changes in fair value related to the hedged
exposure. Refer to item 3j for more information about hedge
accounting.

Debt issued and subsequently repurchased in relation to
market-making or other activities is treated as redeemed. A gain
or loss on redemption (depending on whether the repurchase
price of the bond is lower or higher than its carrying amount) is
recorded in Other income. A subsequent sale of own bonds in
the market is treated as a reissuance of debt.

UBS uses the fair value option to designate certain issued
debt instruments as financial liabilities designated at fair value
through profit or loss, on the basis that such financial
instruments include embedded derivatives and/or are managed
on a fair value basis (refer to item 3b in this Note for more
information).

m. Own credit
Changes in the fair value of financial liabilities designated at fair
value through profit or loss related to own credit are recognized
in Other comprehensive income directly within Retained
earnings and will not be reclassified to the income statement in
future periods.

n. Loan commitments
Policy applicable from 1 January 2018!

Loan commitments are arrangements under which clients can
borrow stipulated amounts under defined terms and conditions.

1 The accounting policy in this section applies from 1 January 2018, the effective date of IFRS 9.

Loan commitments that can be canceled at any time by UBS
at its discretion are neither recognized on the balance sheet nor
included in off-balance sheet disclosures.

Loan commitments that cannot be canceled by UBS once the
commitments have been communicated to the beneficiary or
that are revocable only because of automatic cancelation upon
deterioration in a borrower’s creditworthiness are considered
irrevocable and are classified as: (i) derivative loan commitments
measured at fair value through profit or loss; (i) loan
commitments designated at fair value through profit or loss; or
(iii) other loan commitments.

The Group recognizes ECL on non-cancelable other loan
commitments and those that can be canceled at any time if UBS
is exposed to credit risk (refer to item 3g in this Note).
Corresponding ECL are presented within Provisions on the
Group’s balance sheet. ECL relating to these other loan
commitments are recorded in the income statement in Credit
loss (expense) / recovery.

When a client draws on a commitment, the resulting loan is
presented within Financial assets at fair value held for trading, or
within Financial assets at fair value not held for trading when the
associated loan commitments are measured at fair value through
profit or loss, and within Loans and advances to customers when
the associated loan commitment is not measured at fair value
through profit or loss.

Comparative policy | Policy applicable prior to 1 January 2018

When a client draws on a commitment, the resulting loan is
classified as a: (i) trading asset, consistent with the associated
derivative loan commitment; (ii) financial asset designated at fair
value through profit or loss, consistent with the loan
commitment designated at fair value through profit or loss; or as
a (iii) loan when the associated loan commitment is accounted
for as other loan commitments which are not measured at fair
value through profit or loss. Consistent with item 3g above,
claims under other loan commitments are impaired and an
allowance or provision for credit losses is recognized when
objective evidence demonstrates that a loss event has occurred
after the initial recognition and that the loss event has an effect
on the future cash flows that can be reliably estimated (incurred
loss approach). A

o. Financial guarantee contracts

Policy applicable from 1 January 2018’

Financial guarantee contracts are contracts that require the
issuer to make specified payments to reimburse the holder for
an incurred loss because a specified debtor fails to make
payments when due in accordance with the terms of a specified
debt instrument. UBS issues such financial guarantees to banks,
financial institutions and other parties on behalf of clients to
secure loans, overdrafts and other banking facilities.
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Note 1 Summary of significant accounting policies (continued)

Certain issued financial guarantees that are managed on a
fair value basis are designated at fair value through profit or loss.
Financial guarantees that are not managed on a fair value basis
are initially recognized in the financial statements at fair value
and are subsequently measured at the higher of:

— the amount of ECL (refer to item 3g in this Note); and
— the amount initially recognized less the cumulative amount of
income recognized as of the reporting date.

ECL resulting from guarantees is recorded in the income
statement in Crediit loss (expense) / recovery.

Comparative policy | Policy applicable prior to 1 January 2018

Financial guarantees that are not managed on a fair value basis
are initially recognized in the financial statements at fair value
and are subsequently measured at the higher of the amount
initially recognized less cumulative amortization and, to the
extent a payment under the guarantee has become probable,
the present value of the expected payment. Any change in the
liability relating to probable expected payments resulting from
guarantees is recorded in the income statement in Credit loss
(expense) / recovery. A

p. Other net income from financial instruments measured at fair
value through profit or loss

The line item Other net income from financial instruments
measured at fair value through profit or loss includes fair value
gains and losses on financial instruments at fair value through
profit or loss other than interest income and expense on non-
derivatives (refer to item 3c in this Note). In addition, effective
1 January 2019, the line item includes dividends (prior to 1
January 2019, dividends were included within Net interest
income), intermediation income arising from certain client-driven
Global Wealth Management and Personal & Corporate Banking
financial transactions, foreign currency translation effects and
income and expenses from exposures to precious metals.

4) Fee and commission income and expenses

Policy applicable from 1 January 2018!

UBS earns fee income from a diverse range of services it provides
to its clients. Fee income can be divided into two broad
categories: fees earned from services that are provided over a
certain period of time, such as asset or portfolio management,
custody services and certain advisory services; and fees earned
from point-in-time services, such as underwriting fees and
brokerage fees (e.g., securities and derivative execution and
clearing).

—> Refer to Note 4 for more information, including the
disaggregation of revenues

1 The accounting policy in this section applies from 1 January 2018, the effective date of IFRS 15.
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Performance obligations satisfied over time

Fees earned from services that are provided over a certain period
of time are recognized on a pro rata basis over the service
period, provided the fees are not contingent on successfully
meeting specified performance criteria that are beyond the
control of UBS (see measurement below).

Costs to fulfill services over time are recorded in the income
statement immediately, because such services are considered to
be a series of services that are substantially the same from day to
day and have the same pattern of transfer. The costs to fulfill
neither generate nor enhance the resources of UBS that will be
used to satisfy future performance obligations and cannot be
distinguished between those that relate to satisfied and
unsatisfied performance obligations. Therefore, these costs do
not qualify to be recognized as an asset. Where costs incurred
relate to contracts that include variable consideration that is
constrained by factors beyond UBS's control (e.g., successful
mergers and acquisitions (M&A) activity), or where UBS has a
history of not recovering such costs on similar transactions, such
costs are expensed immediately as incurred.

Performance obligations satisfied at a point in time

Fees earned from providing transaction-type services are
recognized when the service has been completed, provided such
fees are not subject to refund or another contingency beyond
the control of UBS.

Incremental costs to fulfill services provided at a point in time
are typically incurred and recorded at the same time as the
performance obligation is satisfied and revenue is earned, and
are therefore not recognized as an asset, e.g., brokerage. Where
recovery of costs to fulfill relates to an uncompleted point-in-
time service for which the satisfaction of the performance
obligation in the contract is dependent upon factors beyond the
control of UBS, such as underwriting a successful securities
issuance, or where UBS has a history of not recovering such
costs through reimbursement on similar transactions, the costs
are expensed immediately as incurred.



Note 1 Summary of significant accounting policies (continued)

Measurement

Fee and commission income is measured based on consideration
specified in a legally enforceable contract with a customer,
excluding amounts such as taxes collected on behalf of third
parties. Consideration can include both fixed and variable
amounts. Variable consideration includes refunds, discounts,
performance bonuses and other amounts that are contingent on
the occurrence or non-occurrence of a future event. Variable
consideration that is contingent on an uncertain event can only
be recognized to the extent that it is highly probable that a
significant reversal in the amount of cumulative revenue for a
contract will not occur. This is referred to as the variable
consideration constraint. UBS does not consider the highly
probable criterion to be met where the contingency on which
income is dependent is beyond the control of UBS. In such
circumstances, UBS only recognizes revenue when the
contingency has been resolved or an uncertain event has
occurred. Examples include asset management performance-
linked fees, which are only payable if the returns of a fund
exceed a benchmark and are only recognized after the
performance period has elapsed. Similarly, M&A advisory fees
that are dependent on a successful client transaction are not
recognized until the transaction on which the fees are
dependent has been executed. Asset management fees
(excluding performance-based fees) received on a periodic basis,
typically quarterly, that are determined based on a fixed
percentage of net asset value that has not been established at
the reporting date, are estimated and accrued ratably over the
period to the next invoice date, except during periods in which
market volatility indicates there is a risk of significant reversal.
Research revenues earned by the Investment Bank under
commission-sharing or research payment account agreements
are not recognized until the client has provided a definitive
allocation of amounts between research providers, as prior to
this UBS generally does not have an enforceable right to a
specified amount of consideration.

Consideration received is allocated to the separately
identifiable performance obligations in a contract. Owing to the
nature of UBS's business, contracts that include multiple
performance obligations are typically those that are considered
to include a series of similar performance obligations fulfilled
over time with the same pattern of transfer to the client, e.qg.,
asset management. As a consequence, UBS is not required to
apply significant judgment in allocating the consideration
received across the various performance obligations. UBS has
taken the practical expedient to not disclose information about
the allocation of the transaction price to remaining performance
obligations in contracts. This is because contracts are typically
less than one year in duration. Where contracts have a longer
duration, they are either subject to the variable consideration
constraint, with fees calculated on future net asset value, which
cannot be included within the transaction price for the contract,
or result in revenue being recognized ratably using the output

method corresponding directly to the value of the services
completed to date and to which UBS would be entitled to
invoice upon termination of the contract, e.g., loan
commitments.

Presentation of fee and commission income and expense

Fee and commission income and expense are presented gross on
the face of the income statement when UBS is considered to be
principal in the contractual relationship with its customer and any
suppliers used to fulfill such contracts. This occurs where UBS has
control over such services and its relationship with suppliers prior
to provision of the service to the client. UBS only considers itself to
be an agent in relation to services provided by third parties, e.g.,
third-party execution costs for exchange-traded derivatives and
fees payable to third-party research providers, where the client
controls both the choice of supplier and the scope of the services
to be provided. Furthermore, in order to be considered an agent
UBS should generally not take responsibility for the quality of the
service, transform or integrate the services into a UBS product. In
such circumstances, UBS is essentially acting as a payment agent
for its client. When UBS is acting as an agent, any costs incurred
are directly offset against the associated income.

Presentation of expenses in the income statement

UBS presents expenses primarily in line with their nature in the
income statement, differentiating between expenses that are
directly attributable to the satisfaction of specific performance
obligations associated with the generation of revenues, which
are presented within Total operating income, and those that are
related to personnel, general and administrative expenses, which
are presented within Total operating expenses.

Contract assets, contract liabilities and capitalized expenses

UBS has applied the practical expedient of allowing for costs
incurred to obtain a contract to be expensed as incurred where
the amortization period for any asset recognized would be less
than 12 months.

Where UBS provides services to clients, consideration is due
immediately upon satisfaction of a point-in-time service or at the
end of a prespecified period for a service performed over time;
e.g., certain asset management fees are collected monthly or
quarterly, through deduction from a client account, deduction
from fund assets or through separate invoicing. Where
receivables are recorded, they are presented within Other
financial assets measured at amortized cost.

Contract liabilities relate to prepayments received from
customers where UBS s yet to satisfy its performance obligation.

Contract assets are recorded when an entity’s right to
consideration in exchange for services transferred is conditional
on something other than the passage of time, e.g., the entity’s
future performance.

UBS has not recognized any material contract assets, contract
liabilities or capitalized expenses during the period and has
therefore not provided a contract balances reconciliation.
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Note 1 Summary of significant accounting policies (continued)

comparative policy | Policy applicable prior to 1 January 2018

Fees earned from services that are provided over a certain period
of time are recognized ratably over the service period, with the
exception of performance-linked fees or fee components with
specific performance criteria. Such fees are recognized when, as
of the reporting date, the performance benchmark has been
met and when collectibility is reasonably assured.

Fees earned from providing transaction-type services are
recognized when the service has been completed and the fee is
fixed or determinable, i.e., not subject to refund or adjustment.

Fee income generated from providing a service that does not
result in the recognition of a financial instrument is presented
within Net fee and commission income. Fees generated from the
acquisition, issue or disposal of a financial instrument are
presented in the income statement in line with the balance sheet
classification of that financial instrument. A

—» Refer to Note 4 for more information

5) Cash and cash equivalents

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

6) Share-based and other deferred compensation plans

Share-based compensation plans

UBS has established share-based compensation plans that are
settled in UBS’s equity instruments or an amount that is based
on the value of such instruments. These awards are generally
subject to vesting conditions that require employees to complete
a specified period of service and, for performance shares, to
satisfy  specified performance conditions.  Share-based
compensation expense is recognized, on a per-tranche basis,
over the service period based on an estimate of the number of
instruments expected to vest and is adjusted to reflect actual
outcomes of service or performance conditions. Where the
vesting period is shortened, for example in the case of
employees affected by restructuring programs or mutually
agreed termination provisions, the expense is recognized on an
accelerated basis to the termination date.

Where no future service is required, such as for employees
who are eligible for retirement or who have met certain age and
length-of-service criteria, the services are presumed to have been
received and the share-based compensation expense is
recognized immediately on, or prior to, the date of grant. Such
awards may remain forfeitable. For equity-settled awards,
forfeiture events resulting from a breach of a non-vesting
condition (i.e., one that does not relate to a service or
performance condition) do not result in an adjustment to the
share-based compensation expense.
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Share-based compensation expense is measured by reference
to the fair value of the equity instruments on the date of grant,
taking into account the terms and conditions inherent in the
award, including, where relevant, dividend rights, transfer
restrictions in effect beyond the vesting date, market conditions,
and non-vesting conditions. For equity-settled awards, the fair
value is not remeasured unless the terms of the award are
modified such that there is an incremental increase in value. No
adjustments are made for modification that results in a decrease
in value. Any increase in fair value resulting from a modification
is recognized as compensation expense, either over the
remaining service period or, for vested awards, immediately. For
cash-settled awards, fair value is re-measured at each reporting
date such that the cumulative expense recognized equals the
cash distributed.

—» Refer to Note 30 for more information

Other compensation plans

UBS has established deferred compensation plans that are
settled in cash or financial instruments other than UBS equity,
the amount of which may be fixed or may vary based on the
achievement of specified performance conditions or the value of
specified underlying assets. Compensation expense is recognized
over the period that the employee provides services to become
entitled to the award. Where the service period is shortened, for
example in the case of employees affected by restructuring
programs or mutually agreed termination provisions, recognition
of expense is accelerated to the termination date. Where no
future service is required, such as for employees who are eligible
for retirement or who have met certain age and length-of-
service criteria, the services are presumed to have been received
and compensation expense is recognized immediately on, or
prior to, the date of grant. The amount recognized is based on
the present value of the amount expected to be paid under the
plan and is remeasured at each reporting date, so that the
cumulative expense recognized equals the cash or the fair value
of respective financial instruments distributed.

_s Refer to Note 30 for more information

7) Pension and other post-employment benefit plans

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

—» Refer to Note 29 for more information



Note 1 Summary of significant accounting policies (continued)

Defined benefit plans

UBS offers defined benefit plans, such as pension and medical
insurance benefit plans. Defined benefit plans specify an amount
of benefit that an employee will receive, which usually depends
on one or more factors, such as age, years of service and
compensation. The defined benefit liability recognized in the
balance sheet is the present value of the defined benefit
obligation less the fair value of the plan assets at the balance
sheet date, with changes resulting from remeasurements
recorded immediately in Other comprehensive income. If the fair
value of the plan assets is higher than the present value of the
defined benefit obligation, the recognition of the resulting net
defined benefit asset is limited to the present value of economic
benefits available in the form of refunds from the plan or
reductions in future contributions to the plan. UBS applies the
projected unit credit method to determine the present value of
its defined benefit obligations, the related current service cost
and, where applicable, past service cost. The projected unit
credit method sees each period of service as giving rise to an
additional unit of benefit entitlement and measures each unit
separately to build up the final obligation. These amounts, which
take into account the specific features of each plan, including
risk sharing between employee and employer, are calculated
periodically by independent qualified actuaries.

Critical accounting estimates and judgments

The net defined benefit liability or asset at the balance sheet date and the
related personnel expense depend on the expected future benefits to be
provided, determined using a number of economic and demographic
assumptions. A range of assumptions could be applied, and different
assumptions could significantly alter the defined benefit liability or asset
and pension expense recognized. The most significant assumptions
include life expectancy, the discount rate, expected salary increases,
pension increases and, in addition for the Swiss plan and one of the US
defined benefit pension plans, interest credits on retirement savings
account balances. Life expectancy is determined by reference to published
mortality tables. The discount rate is determined by reference to the rates
of return on high-quality fixed-income investments of appropriate
currency and term at the measurement date. The assumption for salary
increases reflects the long-term expectations for salary growth and takes
into account historical salary development by age groups, expected
inflation and expected supply and demand in the labor market. A
sensitivity analysis for reasonable possible movements in each significant
assumption for UBS's post-employment obligations is provided within
Note 29.

Defined contribution plans

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

8) Income taxes

UBS is subject to the income tax laws of Switzerland and those
of the non-Swiss jurisdictions in which UBS has business
operations.

The Group’s provision for income taxes is composed of
current and deferred taxes. Current income taxes represent taxes
to be paid or refunded for the current period or previous
periods.

Deferred taxes are recognized for temporary differences
between the carrying amounts and tax bases of assets and
liabilities that will result in taxable or deductible amounts in
future periods and are measured using the applicable tax rates
and laws that have been enacted or substantively enacted by the
end of the reporting period and which will be in effect when
such differences are expected to reverse.

Deferred tax assets arise from a variety of sources, the most
significant being: (i) tax losses that can be carried forward to be
used against profits in future vyears; and (i) temporary
differences that will result in deductions against profits in future
years. Deferred tax assets are recognized only to the extent that
it is probable that sufficient taxable profits will be available
against which these differences can be used. When an entity or
tax group has a history of recent losses, deferred tax assets are
only recognized to the extent there are sufficient taxable
temporary differences or there is convincing other evidence that
sufficient taxable profit will be available against which the
unused tax losses can be utilized.

Deferred tax liabilities are recognized for temporary
differences between the carrying amounts of assets and
liabilities in the balance sheet that reflect the expectation that
certain items will give rise to taxable income in future periods.

Deferred and current tax assets and liabilities are offset when:
(i) they arise in the same tax reporting group; (ii) they relate to
the same tax authority; (iii) the legal right to offset exists; and (iv)
they are intended to be settled net or realized simultaneously.
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Note 1 Summary of significant accounting policies (continued)

Current and deferred taxes are recognized as income tax
benefit or expense in the income statement, except for current
and deferred taxes recognized: (i) upon the acquisition of a
subsidiary (for which such amounts would affect the amount of
goodwill arising from the acquisition); (ii) for gains and losses on
the sale of treasury shares (for which the tax effects are
recognized directly in Equity); (iii) for unrealized gains or losses
on financial instruments that are classified at FVOCI (prior to
1 January 2018: financial assets classified as available for sale);
(iv) for changes in fair value of derivative instruments designated
as cash flow hedges; (v) for remeasurements of defined benefit
plans; or (vi) for certain foreign currency translations of foreign
operations. Amounts relating to points (iii) through (vi) are
recognized in Other comprehensive income within Equity.

UBS reflects the potential effect of uncertain tax positions for
which acceptance by the relevant tax authority is not considered
probable by adjusting current or deferred taxes, as applicable,
using either the most likely amount or expected value methods,
depending on which method is deemed a better predictor of the
basis on which and extent to which the uncertainty will be
resolved.

Critical accounting estimates and judgments

Tax laws are complex, and judgment and interpretations about the
application of such laws are required when accounting for income taxes.
UBS considers the performance of its businesses and the accuracy of
historical forecasts and other factors in evaluating the recoverability of its
deferred tax assets, including the remaining tax loss carry-forward period,
and its assessment of expected future taxable profits in the forecast
period used for recognizing deferred tax assets. Estimating future
profitability is inherently subjective and is particularly sensitive to future
economic, market and other conditions, which are difficult to predict.

The level of deferred tax asset recognition is influenced by
management’s assessment of UBS's future profitability based on relevant
business plan forecasts. Existing assessments are reviewed and, if
necessary, revised to reflect changed circumstances. This review is
conducted annually, generally in the fourth quarter of each year, but
adjustments may be made at other times, if required. In a situation where
recent losses have been incurred, convincing other evidence that there
will be sufficient future profitability is required.

If profit forecast assumptions in future periods deviate from the
current outlook, the value of UBS's deferred tax assets may be affected.
Any increase or decrease in the carrying amount of deferred tax assets
would primarily be recognized through the income statement but would
not affect cash flows.

In addition, judgment is required to assess the expected value of
uncertain tax positions that are incorporated into the estimate of income
and deferred tax and the assessment of the related probabilities, including
in relation to the interpretation of tax laws, the resolution of any income
tax-related appeals or litigation and the assessment of the related
probabilities.

—> Refer to Note 8 for more information
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9) Investments in associates

Interests in entities where UBS has significant influence over the
financial and operating policies of the entity, but does not have
control, are classified as investments in associates and accounted
for under the equity method of accounting. Typically, UBS has
significant influence when it holds or has the ability to hold
between 20% and 50% of a company's voting rights.
Investments in associates are initially recognized at cost, and the
carrying amount is increased or decreased after the date of
acquisition to recognize the Group’s share of the investee’s
comprehensive income and any impairment losses.

The net investment in an associate is impaired if there is
objective evidence of a loss event and the carrying amount of
the investment in the associate exceeds its recoverable amount.

—» Refer to Note 31 for more information

10) Property, equipment and software

Property, equipment and software includes own-used properties,
leasehold improvements, information technology hardware,
externally purchased and internally generated software, as well
as communication and other similar equipment. Property,
equipment and software is measured at cost less accumulated
depreciation and impairment losses and is reviewed at each
reporting date for indication for impairment. Software
development costs are capitalized only when the costs can be
measured reliably and it is probable that future economic
benefits will arise. Depreciation of property, equipment and
software begins when they are available for use (i.e., when they
are in the location and condition necessary for them to be
capable of operating in the manner intended by management).
Depreciation is calculated on a straight-line basis over an asset’s
estimated useful life. The estimated useful economic lives of
UBS's property, equipment and software are:
— properties, excluding land: < 67 years
— IT hardware and communication equipment: < 7 years
— other machines and equipment: < 10 years
— software: < 10 years
— leased properties and leasehold improvements: the shorter of
the lease term or the economic life of asset (typically < 20
years).



Note 1 Summary of significant accounting policies (continued)

Property, equipment and software are generally tested for
impairment at the appropriate cash-generating unit (CGU) level,
alongside goodwill and intangible assets as described in item 11
of this Note. An impairment charge is however only recognized
for such assets if both the asset’s fair value less costs of disposal
and value in use (if determinable) is below its carrying amount.
The fair value of such an asset, other than property which has a
market price, is generally determined using a replacement cost
approach that reflects the amount that would be currently
required by a market participant to replace the service capacity
of the asset. If such assets are no longer used, they are tested
individually for impairment.

—s Refer to Note 15 for more information

11) Goodwill and intangible assets

Goodwill represents the excess of the cost of an acquisition over
the fair value of the Group’s share of net identifiable assets of the
acquired entity at the date of the acquisition. Goodwill is not
amortized, but at the end of each reporting period or when
indicators of impairment exist, UBS assesses whether there is any
indication that goodwill is impaired. If such indicators exist, UBS is
required to test the goodwill for impairment. Irrespective of
whether there is any indication of impairment, UBS tests goodwill
for impairment annually.

Following the integration in 2018 of the Wealth Management
and Wealth Management Americas business divisions into the
single reportable segment Global Wealth Management, UBS
continued to separately monitor the goodwill previously allocated
to the two former business divisions. As a consequence, for the
purpose of goodwill impairment testing, the former Wealth
Management and Wealth Management Americas business
divisions are considered to be two separate cash-generating units
referred to in Note 16 as Global Wealth Management Americas
and Global Wealth Management ex Americas. The remaining
goodwill balances are tested at the level of Asset Management
and the Investment Bank, with each segment considered a
separate cash-generating unit.

The impairment test is performed for each cash-generating unit
to which goodwill is allocated by comparing the recoverable
amount, based on its value-in-use, to the carrying amount of the
respective cash-generating unit. An impairment charge is
recognized in the income statement if the carrying amount
exceeds the recoverable amount.

If the estimated earnings and other assumptions in future
periods deviate from the current outlook, the value of UBS's
goodwill may become impaired in the future, giving rise to
losses in the income statement. Recognition of any impairment
of goodwill would reduce net profit and equity, but would not
affect cash flows.

Intangible assets are comprised of separately identifiable
intangible items arising from business combinations and certain
purchased trademarks and similar items. Intangible assets are
recognized at cost. The cost of an intangible asset acquired in a
business combination is its fair value at the date of acquisition.
Intangible assets with a finite useful life are amortized using the
straight-line method over their estimated useful life, generally
not exceeding 20 years. In rare cases, intangible assets can have
an indefinite useful life, in which case they are not amortized. At
each reporting date, intangible assets are reviewed for
indications of impairment. If such indications exist, the intangible
assets are analyzed to assess whether their carrying amount is
fully recoverable. An impairment loss is recognized if the
carrying amount exceeds the recoverable amount.

Critical accounting estimates and judgments

UBS’s methodology for goodwill impairment testing is based on a model
that is most sensitive to the following key assumptions: (i) forecasts of
earnings available to shareholders in years one to three; (i) changes in the
discount rates; and (iii) changes in the long-term growth rate.

The key assumptions are linked to external market information, where
applicable. Earnings available to shareholders are estimated on the basis
of forecast results, which are part of the business plan approved by the
BoD. The discount rates are determined by applying a capital asset pricing
model-based approach, as well as considering quantitative and qualitative
inputs from both internal and external analysts, the view of management
and regional differences in risk-free rates, at the level of individual cash-
generating units. Long-term growth rates are determined in a consistent
manner based on nominal or real GDP growth rate forecasts, considering
different regions worldwide as incorporated in the business plan
approved by the BoD.

The key assumptions used to determine the recoverable amounts of
each cash-generating unit are tested for sensitivity by applying reasonably
possible changes to those assumptions. Refer to Note 16 for details about
how the reasonably possible changes may affect the results of UBS's
model for goodwill impairment testing.

—» Refer to Notes 2 and 16 for more information

12) Provisions and contingent liabilities

Provisions are liabilities of uncertain timing or amount, and are
generally recognized in accordance with IAS 37, Provisions,
Contingent Liabilities and Contingent Assets, when: (i) UBS has a
present obligation as a result of a past event; (i) it is probable
that an outflow of resources will be required to settle the
obligation; and (iii) a reliable estimate of the amount of the
obligation can be made.

The Group recognizes IAS 37 provisions for litigation,
regulatory and similar matters when, in the opinion of
management after seeking legal advice, the requirements for
recognition have been met. A provision may also be established
for claims that have not yet been asserted against the Group,
but are nevertheless expected to be, based on the Group’s
experience with similar asserted claims.
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Note 1 Summary of significant accounting policies (continued)

IAS 37 provisions are measured considering the best estimate
of the consideration required to settle the present obligation at
the balance sheet date. Such estimates are based on all available
information and are revised over time as more information
becomes available. If the effect of the time value of money is
material, provisions are discounted and measured at the present
value of the expenditure expected to settle or discharge the
obligation, using a rate that reflects the current market
assessments of the time value of money and the risks specific to
the obligation.

Provisions that are similar in nature are aggregated to form a
class, while the remaining provisions, including those of less
significant amounts, are disclosed under Other provisions.
Provisions are presented separately on the balance sheet and,
when they are no longer considered uncertain in timing or
amount, are reclassified to their respective liability lines
depending on their nature.

When all conditions required to recognize a provision are not
met, a contingent liability is disclosed, unless the likelihood of an
outflow of resources is remote. Contingent liabilities are also
disclosed for possible obligations that arise from past events
whose existence will be confirmed only by uncertain future
events not wholly within the control of UBS. Such disclosures are
not made if it is not practicable to do so.

The majority of UBS’s provisions relate to litigation, regulatory
and similar matters, restructuring, and employee benefits.
Restructuring provisions are generally recognized as a
consequence of management agreeing to materially change the
scope of the business or the manner in which it is conducted,
including changes in the management structure. Provisions for
employee benefits relate mainly to service anniversaries and
sabbatical leave, and are recognized in accordance with
measurement principles set out in item 7 of this Note. In
addition, UBS presents expected credit loss allowances within
Provisions if they relate to a loan commitment, financial
guarantee contract or a revolving revocable credit line.
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Critical accounting estimates and judgments

Recognition of provisions often involves significant judgment in assessing
the existence of an obligation that results from past events and in
estimating the probability, timing and amount of any outflows of
resources. This is particularly the case for litigation, regulatory and similar
matters, which, due to their nature, are subject to many uncertainties
making their outcome difficult to predict. Such matters may involve
unique fact patterns or novel legal theories, proceedings that have not yet
been initiated or are at early stages of adjudication, or as to which alleged
damages have not been quantified by the claimants. Determining
whether an obligation exists as a result of a past event and estimating the
probability, timing and amount of any potential outflows is based on a
variety of assumptions, variables, and known and unknown uncertainties.

The amount of any provision recognized is sensitive to the
assumptions used and there could be a wide range of possible outcomes
for any particular matter.

Statistical or other quantitative analytical tools are generally of limited
use in determining whether to establish or determine the amount of
provisions in the case of litigation, regulatory or similar matters.
Furthermore, information currently available to management may be
incomplete or inaccurate, increasing the risk of erroneous assumptions
with regard to the future development of such matters. Management
regularly reviews all the available information regarding such matters,
including legal advice, which is a significant consideration, to assess
whether the recognition criteria for provisions have been satisfied and to
determine the timing and amount of any potential outflows.

_s Refer to Note 21 for more information

13) Foreign currency translation

Transactions denominated in a foreign currency are translated
into the functional currency of the reporting entity at the spot
exchange rate on the date of the transaction. At the balance
sheet date, all monetary assets, including those at FVOCI (prior
to 1 January 2018: monetary financial assets classified as
available for sale), and monetary liabilities denominated in
foreign currency are translated into the functional currency using
the closing exchange rate. Translation differences (which for
monetary financial assets at FVOCI are determined as if they
were financial assets measured at amortized cost) are reported
in Other net income from financial instruments measured at fair
value through profit or loss (prior to 1 January 2018: Net trading
income).

Non-monetary items measured at historical cost are translated
at the exchange rate on the date of the transaction. Prior to
1 January 2018, foreign currency translation differences on non-
monetary financial assets classified as available for sale were
recorded directly in Equity until the asset was derecognized.



Note 1 Summary of significant accounting policies (continued)

Upon consolidation, assets and liabilities of foreign operations
(which from 1 October 2018 also include UBS's Switzerland-based
operations with Swiss franc functional currency) are translated into
US dollars, UBS's presentation currency, at the closing exchange
rate on the balance sheet date, and income and expense items
and other comprehensive income are translated at the average
rate for the period. The resulting foreign currency translation
differences attributable to shareholders are recognized in Foreign
currency translation within Equity, which forms part of Total
equity attributable to shareholders, whereas the foreign currency
translation differences attributable to non-controlling interests are
included within Equity attributable to non-controlling interests.
Share capital issued, share premium and treasury shares held are
translated at the historic average rate, whereby the difference
between the historic average rate and the spot rate realized upon
repayment of share capital or disposal of treasury shares is
reported as Share premium. Cumulative amounts recognized in
OCl in respect of cash flow hedges and financial assets measured
at FVOCI (prior to 1 January 2018: financial assets classified as
available for sale) are translated at the closing exchange rate as of
the balance sheet dates, with any translation effects adjusted
through Retained earnings.

When a foreign operation is disposed or partially disposed of
and UBS no longer controls the foreign operation, the cumulative
amount of foreign currency translation differences within Total
equity attributable to shareholders and Equity attributable to non-
controlling interests related to that foreign operation is reclassified
to the income statement as part of the gain or loss on disposal.
Similarly, if an investment in an associate becomes an investment
in a subsidiary, the cumulative amount of foreign currency
translation differences is reclassified to profit or loss. When UBS
disposes of a portion of its interest in a subsidiary that includes a
foreign operation but retains control, the related portion of the
cumulative currency translation balance is reclassified to Equity
attributable to non-controlling interests.

—s Refer to Note 37 for more information

Critical accounting estimates and judgments

The determination of an entity’s functional currency and the trigger for a
change requires management to apply significant judgment and
assumptions. IAS 21, The Effects of Changes in Foreign Exchange Rates,
requires management to consider the underlying transactions, events and
conditions that are relevant to the entity when determining the
appropriate functional currency and any changes. UBS's conclusion, in the
fourth quarter of 2018, that the functional currency of UBS Group AG,
UBS AG's Head Office in Switzerland and UBS AG, London Branch had
changed from the Swiss franc to the US dollar was based on a detailed
assessment of the primary currencies affecting and influencing the
economics of each entity, considering revenue-generating income
streams, expenses, funding and risk management activities.

In addition, determining the earliest date from which it is practicable
to perform a restatement following a voluntary change in presentational
currency also requires management to apply significant judgment and
make estimates and assumptions. UBS’s decision in 2018 to change the
presentation currency of UBS Group AG's consolidated financial
statements from the Swiss franc to the US dollar was made in line with
IAS 8, Accounting Policies, Changes in Accounting Estimates and Errors,
by assessing the earliest date from which it was practicable to perform a
restatement, taking into consideration whether sufficiently reliable data
was available for earlier periods and whether any assumptions on
management intent or significant estimates of amounts were required.
UBS carried out a detailed and extensive data analysis before concluding
that 1 January 2004 represented the earliest date available, with the
consequence that foreign currency translation gains and losses prior to
2004 were disregarded, and foreign currency translation effects were first
calculated from 1 January 2004 onward.

14) Equity, treasury shares and contracts on UBS Group AG
shares

Non-controlling interests

Net profit is split into Net profit attributable to shareholders and
Net profit attributable to non-controlling interests (including net
profit attributable to preferred noteholders, if any). Similarly,
Equity is split into Equity attributable to shareholders and Equity
attributable to non-controlling interests (including equity
attributable to preferred noteholders, if any).

Non-controlling interests subject to option arrangements, e.g.,
written puts, are generally deemed to be acquired by UBS. As a
result, the amounts allocated to non-controlling interests are
reduced accordingly and a liability equivalent to each option’s
exercise price is recognized, with any difference between these
two amounts recorded in Share premium.

UBS Group AG shares held (treasury shares)

UBS Group AG shares held by the Group, including those
purchased as part of market-making activities, are presented in
Equity as Treasury shares at their acquisition cost and are
deducted from Equity until they are canceled or reissued. The
difference between the proceeds from sales of treasury shares
and their weighted average cost (net of tax, if any) is reported as
Share premium.
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Note 1 Summary of significant accounting policies (continued)

Net cash settlement contracts

Contracts on UBS Group AG shares that require net cash
settlement, or provide the counterparty or UBS with a settlement
option that includes a choice of settling net in cash, are classified
as held for trading derivatives, with changes in fair value
reported in the income statement as Other net income from
financial instruments measured at fair value through profit or
loss.

15) Leasing

Policy applicable from 1 January 2019'

UBS predominantly enters into lease contracts, or contracts that
include lease components, as a lessee of real estate, including
offices, retail branches and sales offices, with a small number of IT
hardware leases. UBS identifies non-lease components of a
contract and accounts for them separately from lease
components.

When UBS is a lessee in a lease arrangement, UBS recognizes a
lease liability and corresponding right-of-use (RoU) asset at the
commencement of the lease term when UBS acquires control of
the physical use of the asset. Lease liabilities are presented within
Other financial liabilities measured at amortized cost and RoU
assets within Property, equipment and software. The lease liability
is measured based on the present value of the lease payments
over the lease term, discounted using UBS's unsecured borrowing
rate, given that the rate implicit in a lease is generally not
observable to the lessee. Interest expense on the lease liability is
presented within Interest expense from financial instruments
measured at amortized cost. The RoU asset is recorded at an
amount equal to the lease liability but is adjusted for rent
prepayments, initial direct costs, any costs to refurbish the leased
asset and/or lease incentives received. The RoU asset is
depreciated over the shorter of the lease term or the useful life
of the underlying asset, with the depreciation presented within
Depreciation and impairment of property, equipment and
software.

Lease payments generally include fixed payments and variable
payments that depend on an index (such as an inflation index).
When a lease contains an extension or termination option that
the Group considers reasonably certain to be exercised, the

1 The accounting policy in this section applies from 1 January 2019, the effective date of IFRS 16.
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expected rental payments or costs of termination are included
within the lease payments used to generate the lease liability.
UBS does not typically enter into leases with purchase options or
residual value guarantees.

Where UBS acts as a lessor or sub-lessor under a finance lease,
a receivable is recognized in Other financial assets measured at
amortized cost at an amount equal to the present value of the
aggregate of the lease payments plus any unguaranteed residual
value that UBS expects to recover at the end of the lease term.
Initial direct costs are also included in the initial measurement of
the lease receivable. Lease payments received during the lease
term are allocated as repayments of the outstanding receivable.
Interest income reflects a constant periodic rate of return on UBS's
net investment using the interest rate implicit in the lease (or, for
sub-leases, the rate for the head lease). UBS reviews the estimated
unguaranteed residual value annually, and if the estimated
residual value to be realized is less than the amount assumed at
lease inception, a loss is recognized for the expected shortfall.
Where UBS acts as a lessor or sub-lessor in an operating lease,
UBS recognizes the operating lease income on a straight-line basis
over the lease term.

Lease receivables are subject to impairment requirements as
set out in item 3g of this Note. Expected credit losses (ECL) on
lease receivables are determined following the general
impairment model within IFRS 9, Financial Instruments, without
utilizing the simplified approach of always measuring
impairment at the amount of lifetime ECL.

Comparative policy | Policy applicable prior to 1 January 2019

Leases that transfer substantially all the risks and rewards, but not
necessarily legal title in the underlying assets, are classified as
finance leases. All other leases are classified as operating leases.
Lease contracts classified as operating leases where UBS is the lessee
include non-cancelable long-term leases of office buildings in most
UBS locations. Operating lease rentals payable are recognized as an
expense on a straight-line basis over the lease term, which
commences with control of the physical use of the property. Lease
incentives are treated as a reduction of rental expense and are
recognized on a consistent basis over the lease term.

— Refer to Note 15 and 33 for more information



Note 1 Summary of significant accounting policies (continued)

b) Changes in accounting policies, comparability and other adjustments

New or amended accounting standards

Amendments to IAS 39, IFRS 9 and IFRS 7 (Interest Rate
Benchmark Reform)

In September 2019, the IASB issued Interest Rate Benchmark
Reform — Amendments to IFRS 9, IAS 39 and IFRS 7, enabling
hedge accounting to continue during the period of uncertainty
before existing interest rate benchmarks are replaced with
alternative risk-free interest rates. The amendments are
mandatorily effective from 1 January 2020, with early adoption
permitted, and apply to hedge relationships that exist at the
beginning of the reporting period or are designated thereafter,
and to the gains or losses that exist in OCl on adoption. As
permitted by the transitional provisions, UBS early adopted the
revisions in 2019. Adopting these amendments allows UBS to
maintain its existing hedge accounting relationships and to
assume that the current benchmark rates will continue to exist,
such that the hedge relationships are considered highly effective
on a retrospective and prospective basis, with no consequential
impact on the financial statements. Further, the amendments
bring in additional disclosure requirements on the effects arising
from the change in interest rate benchmarks, which are
presented in Note 28.

IFRS 16, Leases
Effective from 1 January 2019, UBS adopted IFRS 16, Leases,
which replaced IAS 17, Leases, and sets out the principles for the
recognition, measurement, presentation and disclosure of leases.
IFRS 16 introduces a single lessee accounting model and
fundamentally changes how UBS accounts for operating leases
when acting as a lessee, with a requirement to record a right-of-
use (RoU) asset and lease liability on the balance sheet. UBS is a
lessee in a number of leases, primarily of real estate, including
offices, retail branches and sales offices, with a smaller number
of IT hardware leases. As permitted by the transitional provisions
of IFRS 16, UBS elected to apply the modified retrospective
approach and has not restated comparative figures. Overall,
adoption of IFRS 16 resulted in a USD 3.5 billion increase in both
total assets and total liabilities in UBS’s consolidated financial

statements. The newly recognized right-of-use assets and
finance lease receivables were fully allocated to the business
divisions. There was no effect on equity.
— Refer to the tables below and on the following page, and
Note 2 for more information

UBS applied the following practical expedients that are
permitted on transition to IFRS 16 where UBS is a lessee in a
lease previously classified as an operating lease:

— to not reassess whether or not a contract contained a lease;

— to rely on previous assessments of whether such contracts
were considered onerous;

— to rely on previous sale-and-leaseback assessments;

— to adjust lease terms with the benefit of hindsight with
respect to whether extension or termination options are
reasonably certain of being exercised;

— to discount lease liabilities using the Group’s incremental
borrowing rate in each currency as of 1 January 2019;

— to initially measure the RoU asset at an amount equal to the
lease liability for leases previously classified as operating
leases, adjusted for existing lease balances, such as rent
prepayments, rent accruals, lease incentives and onerous
lease provisions, but excluding initial direct costs; and

— to not apply IFRS 16 to leases the remaining term of which
will end within 12 months from the transition date.

The measurement of leases previously classified as finance
leases where UBS acts as a lessee has not changed on transition
to IFRS 16. Similarly, UBS has made no adjustments where UBS
acts as a lessor, in either a finance or operating lease, of physical
assets it owns. Where UBS acts as an intermediate lessor, i.e.,
where UBS enters into a head lease and sub-leases the asset to a
third party, the sub-lease has been classified as either a finance
or operating lease based primarily on whether the sub-lease
term consumes the majority of the remaining useful life of the
RoU asset arising from the head lease as of the transition date.

The following table reconciles the obligations in respect of
operating leases as of 31 December 2018 to the opening lease
liabilities recognized on 1 January 2019.

Reconciliation between operating lease commitments disclosed under IAS 17 and lease liabilities recognized under IFRS 16

USD million

Total undiscounted operating lease commitments as of 31 December 2018

Reassessment of lease term for extension or termination options 403
B . 7. L
Discounted at a weighted average incremental borrowing rate of 3.07% (744)
R .10
Finance lease liabilities as of 31 December 2018 24
Carrying amount of total lease liabilities as of 1 January 2019 4,057
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The following table provides details about the determination of RoU assets on transition.

Determination of RoU assets on transition

USD million

Carrying amount

Recognition of gross RoU assets upon adoption of IFRS 16 (IFRS 16 transition adjustment)

Increase in total assets resulting from the adoption of IFRS 16 on 1 January 2019’

Reclassification of assets recognized as of 31 December 2018 as an addition to RoU assets

Reclassification of finance lease receivables from sub-leases to other financial assets measured at amortized cost resulting in a reduction of RoU assets

Total RoU assets as of 1 January 2019 presented within Property, equipment and software

1 Total liabilities increased by the same amount upon adoption of IFRS 16.

Lease liabilities are presented within Other financial liabilities
measured at amortized cost and RoU assets within Property,
equipment and software. Finance lease receivables are included
within Other financial assets measured at amortized cost. Due to
the practical expedients taken on transition, there was no effect
on equity. The weighted average lease term on 1 January 2019
was approximately nine years.

The 2019 depreciation expense for RoU assets, which is
presented within Depreciation and impairment of property,
equipment and software, was USD 487 million. The 2019
interest expense on lease liabilities, which is presented within
Interest expense from financial instruments measured at
amortized cost, was USD 122 million. Occupancy expenses,
which are presented within General and administrative
expenses, decreased by USD 533 million between 2018 and
2019, which primarily reflected the adoption of IFRS 16. The full
year effect of the application of IFRS 16 was a net decrease in
profit before tax of approximately USD 60 million.

IFRIC 23, Uncertainty over Income Tax Treatments

Effective from 1 January 2019, UBS adopted IFRIC Interpretation
23, Uncertainty over Income Tax Treatments (IFRIC 23), which
addresses how uncertain tax positions should be accounted for
under IFRS. IFRIC 23 requires that, where acceptance of the tax
treatment by the relevant tax authority is considered probable, it
should be assumed as an accounting recognition matter that
treatment of the item will ultimately be accepted. Therefore no
tax provision would be required in such cases. However, if
acceptance of the tax treatment is not considered probable, the
entity is required to reflect that uncertainty using an expected
value (i.e., a probability-weighted approach) or the single most
likely amount.
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Upon adoption of IFRIC 23 on 1 January 2019, UBS
recognized a net tax expense of USD 11 million in retained
earnings.

Amendments to IAS 19, Employee Benefits

Effective from 1 January 2019, UBS adopted amendments to IAS
19, Employee Benefits, which address the accounting when a
plan amendment, curtailment or settlement occurs during the
reporting period. The amendments require entities to use the
updated actuarial assumption to determine current service cost
and net interest for the remainder of the annual reporting
period after such an event. The amendments also clarify how the
accounting requirements for a plan amendment, curtailment or
settlement affect the asset ceiling requirements. The
amendments are effective prospectively for plan amendments,
curtailments or settlements that occur on or after 1 January
2019. Adoption on 1 January 2019 had no effect on the
Group's financial statements.

Annual Improvements to IFRS Standards 2015-2017 Cycle
Effective from 1 January 2019, UBS adopted Annual
Improvements to IFRS Standards 2015-2017 Cycle, which
resulted in amendments to IFRS 3, Business Combinations,
IFRS 11, Joint Arrangements, IAS 12, Income Taxes, and IAS 23,
Borrowing Costs. Adoption of these amendments on 1 January
2019 had no material effect on the Group’s financial
statements.



Note 1 Summary of significant accounting policies (continued)

Other changes to presentation or segment reporting

Presentation of dividend income and expense from financial
instruments measured at fair value through profit or loss
Effective from 1 January 2019, UBS refined the presentation of
dividend income and expense. This resulted in a reclassification
of dividends from Interest income (expense) from financial
instruments measured at fair value through profit or loss into
Other net income from financial instruments measured at fair
value through profit or loss (prior to 1 January 2019: Other net

income from fair value changes on financial instruments). The
change aligns the presentation of dividends with related fair
value changes from equity instruments and economic hedges,
removing volatility that has historically arisen within both Net
interest income and Other net income from financial instruments
measured at fair value through profit or loss. There is no effect
on Total operating income or Net profit / (loss). Prior periods
have been restated for this presentational change and the effect
on the respective reporting lines is outlined in the table below.

Changes to the presentation of dividend income and expense from financial instruments measured at fair value through profit or loss

For the year ended

USD million 31.12.18 31.12.17
Interest income from financial instruments measured at fair value through profit or loss (2,308) (1,762)
‘Interest expense from financial instruments measured at fair value through profit or loss 1331 1,190
Netlnterestlncome(976)(572)
Other net income from financial instruments measured at fair value through profit or loss 976 572

Changes to Corporate Center

As of 1 January 2019, UBS has operationally combined Group
Treasury activities with Group ALM and calls this combined unit
Group Treasury.

In order to further align Group and divisional performance,
UBS adjusted the methodology for the allocation of Group
Treasury and Corporate Center — Services funding costs and
expenses to the business divisions. At the same time, UBS
updated its funds transfer pricing framework to better reflect
the sources and usage of funding. All of these changes became
effective as of 1 January 2019 and prior-period segment
information has been restated. Together, these changes
decreased the operating results of the business divisions and
thereby increased their adjusted cost / income ratios 1-2
percentage points, with an offsetting effect of USD 0.7 billion in
Corporate Center’s operating profit / (loss) before tax. Corporate
Center has retained funding costs for deferred tax assets, costs
relating to UBS’s legal entity transformation program and other
costs not attributable to, or representative of the performance
of, the business divisions.

Alongside the update to allocations and UBS’s funds transfer
pricing framework, the Group has increased the allocation of
balance sheet resources from Corporate Center to the business
divisions, resulting in USD 223 billion of assets allocated from
Corporate Center to the business divisions in restated 2018
numbers, predominantly from high-quality liquid assets and
certain other assets centrally managed on behalf of the business
divisions.

Further, due to the aforementioned changes to UBS's
methodology for allocating funding costs and expenses and a
substantial reduction in the size and resource consumption of
the various Corporate Center units, UBS provides results for total
Corporate Center only and does not separately report Corporate
Center — Services, Group Treasury and Non-core and Legacy
Portfolio, in compliance with IFRS 8, Operating Segments. Prior-
period information has been restated.

— Refer to Note 2 for more information
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Consolidated financial statements

Note 1 Summary of significant accounting policies (continued)

¢) International Financial Reporting Standards and Interpretations to be adopted in 2020 and later and other changes

Adoption of hedge accounting requirements of IFRS 9, Financial
Instruments

Effective 1 January 2020, UBS will adopt the hedge accounting
requirements of IFRS 9, Financial Instruments for most of its
existing hedge accounting programs, including fair value hedges
of interest rate risk related to debt instruments, cash flow
hedges of forecast transactions and hedges of net investments
in foreign operations. As permitted by IFRS 9, UBS will continue
to account for its fair value hedges of portfolio interest rate risk
related to loans under IAS 39, Financial Instruments: Recognition
and Measurement.

IFRS 9's hedge accounting model further aligns accounting
with risk management practices, amends hedge effectiveness
requirements and prohibits voluntary de-designations. IFRS 9
permits certain additional hedged items, including layer
components, net positions, or aggregated exposures, such as a
combination of a non-derivative and derivative, to be
designated. IFRS 9 also introduces the concept of “cost of
hedging,” under which the time value of options, the forward
element of a forward contract or foreign currency basis spreads
in a cross-currency swap can be deferred in other comprehensive
income and, depending on the nature of the hedged
transaction, released to the income statement either when the
hedged item impacts the income statement or over the term of
the hedged item.

The adoption of these requirements will have no
consequential financial impact on UBS's financial statements.
However, the adoption will allow UBS to designate more
effective hedge accounting relationships going forward,
including fair value hedges of foreign currency risk using cross-
currency swaps, and reduce income statement volatility caused
by foreign currency basis spreads.
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Conceptual Framework
In March 2018, the IASB issued a revised version of its
Conceptual Framework for Financial Reporting (the Framework).
The Framework sets out the fundamental concepts of financial
reporting and will be used by the IASB in developing IFRS
standards. Preparers use the Framework as a point of reference
to develop accounting policies in rare instances where a
particular business transaction is not covered by existing IFRS
standards.

The adoption of the Framework by UBS on 1 January 2020
will have no effect on the Group’s financial statements.

Amendments to IFRS 3, Business Combinations

In October 2018, the IASB issued Definition of a Business
(Amendments to IFRS 3). The amendments clarify the definition
of a business, with the objective of assisting in the determination
of whether a transaction should be accounted for as a business
combination or an asset acquisition. The amendments apply to
transactions with an acquisition date on or after 1 January 2020.
The adoption of these amendments on 1 January 2020 will have
no effect on the Group’s financial statements.

IFRS 17, Insurance Contracts

In May 2017, the IASB issued IFRS 17, Insurance Contracts,
which sets out the accounting requirements for contractual
rights and obligations that arise from insurance contracts issued
and reinsurance contracts held. IFRS 17 is effective from
1 January 2021; however, as part of the targeted amendments
to IFRS 17, the IASB is considering delaying the mandatory
implementation date by one year. UBS is assessing the standard,
but does not expect it to have a material effect on the Group’s
financial statements.



Note 2a Segment reporting

The operational structure of the Group as of 31 December 2019
was comprised of Corporate Center and four business divisions:
Global Wealth Management, Personal & Corporate Banking,
Asset Management and the Investment Bank.

—> Refer to “Segment reporting” in Note 1a for more information

Global Wealth Management

Global Wealth Management provides investment advice and
solutions to private clients, in particular in the ultra high net
worth and high net worth segments. Clients benefit from Global
Wealth Management’'s comprehensive set of capabilities,
including wealth planning, investing, lending, asset protection,
philanthropy, corporate and banking services, as well as family
office services in collaboration with the Investment Bank and
Asset Management. Global Wealth Management has a global
footprint, with the US representing its largest market. Clients are
served through local offices and dedicated advisors. The ultra
high net worth business is managed globally across the regions.

Personal & Corporate Banking

Personal & Corporate Banking provides comprehensive financial
products and services to private, corporate and institutional
clients and operates in Switzerland in the private and corporate
loan market. Personal & Corporate Banking is central to UBS's
universal bank model in Switzerland and it works with Global
Wealth Management, the Investment Bank and Asset
Management to help clients receive the best products and
solutions for their specific financial needs. While Personal &
Corporate Banking operates primarily in its home market of
Switzerland, it also provides capabilities to support the growth
of the international business activities of UBS’s corporate and
institutional clients through local hubs in Frankfurt, New York,
Hong Kong and Singapore. The business is divided into Personal
Banking and Corporate & Institutional Clients (CIC).

Asset Management

Asset Management is a large-scale and diversified global asset
manager. It offers investment capabilities and styles across all
major traditional and alternative asset classes, as well as advisory
support to institutions, wholesale intermediaries and Global
Wealth Management clients around the world. Asset
Management offers clients a wide range of investment products
and services in different asset classes in the form of segregated,
pooled or advisory mandates, as well as registered investment
funds in various jurisdictions. It covers the main asset
management markets globally, and has a local presence in 22
markets, grouped in four regions: the Americas; Europe, Middle
East and Africa; Switzerland; and Asia Pacific.

Investment Bank

The Investment Bank provides a range of services to institutional,
corporate and wealth management clients to help them raise
capital, grow their businesses, invest and manage risks. It is
focused on its traditional strengths in advisory services, capital
markets, equities and foreign exchange, complemented by a
targeted rates and credit platform. The Investment Bank uses its
research and technology capabilities to support its clients as they
adapt to the evolving market structures and changes in the
regulatory, technological, economic and competitive landscapes.
The Investment Bank delivers solutions to clients, using its
intellectual capital and electronic platforms. It also provides
services to Global Wealth Management, Personal & Corporate
Banking and Asset Management. It has a global reach, with a
presence in more than 30 countries and principal offices in the
major financial hubs.

Corporate Center

Corporate Center consists of the Group Chief Operating Officer
area (Group Technology, Group Corporate Services, Group
Human Resources and Group Operations), Group Treasury,
Group Finance, Group Legal, Group Risk Control, Group
Communications & Branding, Group Compliance, Regulatory &
Governance, UBS in society, and Non-core and Legacy Portfolio
(NCL). Over recent years, UBS has progressively aligned its
support functions with the business divisions. The majority of
these functions are either fully aligned or shared among business
divisions, where they have full management responsibility.

Group Treasury manages the structural risk of UBS’s balance
sheet, including interest rate risk, structural foreign exchange
risk and collateral risk, as well as the risks associated with the
Group's liquidity and funding portfolios. Group Treasury serves
all business divisions through two main risk management areas,
and its risk management is fully integrated into the Group’s risk
governance framework.

NCL manages legacy positions from businesses exited by the
Investment Bank. It is overseen by a committee chaired by the
Group Chief Risk Officer. The portfolio also includes positions
relating to legal matters arising from businesses that were
transferred to it at the time of its formation.

Beginning with the first quarter 2019 and in compliance with
IFRS 8, Operating Segments, UBS provides results for total
Corporate Center only and does not separately report Corporate
Center — Services, Group Treasury and NCL.
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Consolidated financial statements

Note 2a Segment reporting (continued)

Changes in Corporate Center cost and resource allocation to
business divisions

In order to further align Group and divisional performance, UBS
has adjusted its methodology for the allocation of Corporate
Center funding costs and expenses to the business divisions. At
the same time, it has updated its funds transfer pricing
framework to better reflect the sources and usage of funding.
Additionally, UBS has increased the allocation of balance sheet
resources from Corporate Center to the business divisions. Prior
periods have been restated and the effect on the respective
reporting lines is outlined in the table below.

These changes had no effect on the reported results or
financial position of the Group.

Upon adoption of IFRS 16, Leases, on 1 January 2019, UBS
additionally allocated approximately USD 3.5 billion of newly
recognized right-of-use assets and finance lease receivables to
the business divisions.

—» Refer to Note 1b for more information

Effects of changes in Corporate Center cost and resource allocation to business divisions on prior-period information

Personal &
Global Wealth Corporate Asset Investment Corporate
USD million increase / (reduction) Management Banking Management Bank Center UBS
For the year ended 31 December 2018
Operating profit / (loss) before tax (374) (116) (25) (163) 677 0
L 113702 ................ 6189 e 3769 ................ 43562(2 2292 7) ....................... o
For the year ended 31 December 2017
Operating profit / (loss) before tax (351) (133) (24) (180) 689 0
L 10264158196 .................. 3329 ................ 41628(205795) ....................... o
Segment reporting
Personal &
Global Wealth Corporate Asset Investment Corporate
USD million Management Banking Management Bank Center UBS
For the year ended 31 December 2019'

Net interest income? 3,947 1,992 (25) (669) (744) 4,501
e ; 2426 .................. 1744 .................. 1%2 .................. 7968367 ................. 24467
Income 16,373 3,736 1,938 7,299 (378) 28,967
CredltIoss(expense)/recovery ............................................................................ (20) ..................... (21) ....................... gt ( 30)(7)(78)
Total operating income 16,353 3,715 1,938 7,269 (385) 28,889
Personnel expenses 7,621 856 722 2,748 4,137 16,084

Amortization and impairment of goodwill and intangible assets? 56 0 0 115 4 175
Total operating expenses 12,955 2,274 1,406 6,485 192 23,312
Operating profit / (loss) before tax 3,397 1,441 532 784 (577) 5,577
Taxexpense/(beneﬂt) ..................................................................................................................................................................................................................... 1267
Net profit / (loss) 4310
Additional information

Totalasset5309766209405 ................ 34565 .............. 315855102592 ............... 972183
e e o G 5217 ................... : 297

1 Comparative figures in this table have been restated for the changes in Corporate Center cost and resource allocation to the business divisions and the changes in the equity attribution framework. Refer to further

discussion in this note and in Note 1b.

2 Effective 1 January 2019, UBS refined the presentation of dividend income and expense, reclassifying dividends from financial instruments measured at fair value through

profit or loss from Net interest income to Non-interest income. Prior-period information was restated accordingly, with virtually all of the effect on the Group arising from the Investment Bank. Refer to Note 1b for

more information. 3 Refer to Note 16 for more information.
divisions, of which USD 3.4 billion related to non-current assets. Refer to Note 1b for more information.
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Note 2a Segment reporting (continued)

Personal &
Global Wealth Corporate Asset Investment Corporate

USD million Management Banking Management Bank Center UBS
For the year ended 31 December 2018

Net interest income? 4,101 2,049 (29) (459) (613) 5,048
‘Non-interestincome? 12700 2168 1881 8538 @ 25283
Income 16,800 4,217 1,852 8,079 (617) 30,330
Credit loss (expense) / recovery @5 (s6) o G ® (118)
Total operating income 16,785 4,161 1,852 8,041 (626) 30,213
Personnel expenses 7,683 803 703 2,941 4,002 16,132

Amortization and impairment of goodwill and intangible assets® 50 0 1 12 2 65
Total operating expenses 13,531 2,365 1,426 6,554 346 24,222
Operating profit / (loss) before tax 3,254 1,796 426 1,486 971) 5,991
Taxexpense /(benefit) 1,468
Net profit / (loss) 4,522
Additional information

Totalassets 313737 200703 28140 302053 113656 958,489
Additions to non-current assets 1% B T 89 1666 1,975

1 Comparative figures in this table have been restated for the changes in Corporate Center cost and resource allocation to the business divisions and the changes in the equity attribution framework. Refer to further
discussion in this note and in Note 1b. 2 Effective 1 January 2019, UBS refined the presentation of dividend income and expense, reclassifying dividends from financial instruments measured at fair value through
profit or loss from Net interest income to Non-interest income. Prior-period information was restated accordingly, with virtually all of the effect on the Group arising from the Investment Bank. Refer to Note 1b for

more information. 3 Refer to Note 16 for more information.
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Consolidated financial statements

Note 2a Segment reporting (continued)

Personal &
Global Wealth Corporate Asset Investment Corporate
USD million Management Banking Management Bank Center UBS
For the year ended 31 December 2017!

Net interest income? 3,880 2,044 (23) 234 (64) 6,070
e 1 2265 .................. 1814 .................. 2100 .................. 7508(4) ............... 23683
Income3 16,144 3,859 2,077 7,742 (68) 29,754
CredltIoss(expense)/recovery .............................................................................. (8) ..................... (20) ....................... G ( 92)(”)(131)
Total operating income 16,136 3,839 2,077 7,650 (80) 29,622
Personnel expenses 7,674 852 731 3,006 3,935 16,199

Amortization and impairment

Total operating expenses 12,917 2,364 6,563 913 24,272
Operating profit / (loss) before tax 3,219 1,475 563 1,087 (993) 5,351
Taxexpense/(beneﬂt)4305
Net profit / (loss) 1,046

Additional information

Additions to non-current assets

1 Comparative figures in this table have been restated for the changes in Corporate Center cost and resource allocation to the business divisions and the changes in the equity attribution framework. Refer to further
discussion in this note and in Note 1b. 2 Effective 1 January 2019, UBS refined the presentation of dividend income and expense, reclassifying dividends from financial instruments measured at fair value through
profit or loss from Net interest income to Non-interest income. Prior-period information was restated accordingly, with virtually all of the effect on the Group arising from the Investment Bank. Refer to Note 1b for
more information. 3 Includes impairments of financial assets classified at fair value through other comprehensive income (prior to 2018 classified as financial assets available for sale) for the year ended 31
December 2017 of USD 15 million, of which USD 12 million was recorded in Asset Management. 4 Refer to Note 16 for more information.
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Note 2b Segment reporting by geographic location

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

For the year ended 31 December 2019

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

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

Total operating income Total non-current assets

USD billion Share % USD billion Share %

Americas

Global

Total

For the year ended 31 December 2018

Total operating income Total non-current assets

USD billion Share % USD billion Share %

Americas

Global

Total

For the year ended 31 December 2017'

Total operating income Total non-current assets

USD billion Share % USD billion Share %

Americas

Global

Total

29.6 100 16.7 100

1 Comparative figures in this table have been restated for the changes in Corporate Center cost and resource allocation to the business divisions and the changes in the equity attribution framework. Refer to further

discussion in this note and in Note 1b.
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Consolidated financial statements

Income statement notes

Note 3 Net interest income and other net income from financial instruments measured at fair value through profit or loss

For the year ended
USD million 31.12.19 31.12.18 31.12.17
Net |nterest income from flnanaal instruments measured at amortized cost and fair value through other comprehensive income

Other net income from financial instruments measured at fair value through profit or loss
Total
Global Wealth Management

Corporate Center

Net interest income?3
Net interest income from financi

Interest income from derivative instruments designated as cash flow hedges 188 324 846
Total interest income from financial instruments measured at amortized cost and fair value through other comprehensive income 10,684 10,100 10,422
Interest expense on Ioans and deposits6 2,634 1,980 1,404

Interest expense on lease liabilities® 122
Total interest expense from financial instruments measured at amortized cost 7,194 6,391 5,404
Total net interest income from financial instruments measured at amortized cost and fair value through other comprehensive income 3,490 3,710 5,018

Net interest income from financial instruments measured at fair value through profit or loss

Interest expense on financial instruments designated at fair value (3,000) (2,314) (322)
Total net interest income from financial instruments measured at fair value through profit or loss 1,011 1,338 1,052
Total net interest income 4,501 5,048 6,070
Other net income from financial instruments measured at fair value through profit or loss
Investment Bank Comporate (et SOl UtONS oo eee e 229 2 633
Investment Bank Investor Client Services e 4630 4683 3405
Other business divisions and Corporate Center 1,984 1,744 1,599
Other net income from financial instruments measured at fair value through profit or loss 6,842 6,960 5,637
of which: net gains / (losses) from financial liabilities designated at fair value? (8,748) 9382 (3,979)

1 Mainly includes spread-related income in connection with client-driven transactions, foreign currency translation effects and income and expenses from precious metals, which are included in the income statement
line Other net income from financial instruments measured at fair value through profit or loss. 2 Effective 1 January 2018, UBS adopted IFRS 9, Financial Instruments, which resulted in a prospective change in the
classification of certain financial instruments. Refer to “Note 1c Changes in accounting policies and comparability and transition effects from the adoption of IFRS 9 Financial Instruments” in the “Consolidated
financial statements” section of the Annual Report 2018 for more information. 3 Effective 1 January 2019, UBS refined the presentation of dividend income and expense, reclassifying dividends from Interest
income (expense) from financial instruments measured at fair value through profit or loss to Other net income from financial instruments measured at fair value through profit or loss. Prior-year comparative
information was restated accordingly. Refer to Note 1b for more information. 4 Consists of interest income from cash and balances at central banks, loans and advances to banks and customers, cash collateral
receivables on derivative instruments, and negative interest on amounts due to banks and customer deposits. 5 Includes interest income on receivables from securities financing transactions and negative interest,
including fees, on payables from securities financing transactions. 6 Consists of interest expense on amounts due to banks, cash collateral payables on derivative instruments, customer deposits, and negative
interest on cash and balances at central banks, loans and advances to banks. 7 Includes interest expense on payables from securities financing transactions and negative interest, including fees, on receivables
from securities financing transactions. 8 Relates to lease liabilities recognized upon adoption of IFRS 16 on 1 January 2019. Refer to Note 1b for more information. 9 Excludes fair value changes of hedges
related to financial liabilities designated at fair value and foreign currency translation effects arising from translating foreign currency transactions into the respective functional currency, both of which are reported
within Other net income from financial instruments measured at fair value through profit or loss. 2019 included a net loss of USD 1,830 million (2018: net gain of USD 2,152 million) related to financial liabilities
related to unit-linked investment contracts, which are designated at fair value through profit or loss. This was offset by a net gain of USD 1,830 million (2018: net loss of USD 2,134 million) related to financial
assets for unit-linked investment contracts that are mandatorily measured at fair value through profit or loss not held for trading.
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Note 4 Net fee and commission income!

For the year ended
USD million 31.12.19 31.12.18 31.12.17
Fee and commission income

of which: performance-based 163 93

Fee and commission expense

Other 797 807 653
Total fee and commission expense 1,696 1,703 1,840
Net fee and commission income 17,413 17,895 17,522
ofwhich: net brokerage fees T s 3205 3147

1 For the year ended 31 December 2019, reflects third-party fee and commission income of USD 11,694 million for Global Wealth Management, USD 3,355 million for the Investment Bank, USD 2,659 million for
Asset Management, USD 1,307 million for Personal & Corporate Banking and USD 94 million for Corporate Center (for the year ended 31 December 2018: USD 12,059 million for Global Wealth Management,
USD 3,525 million for the Investment Bank, USD 2,579 million for Asset Management, USD 1,338 million for Personal & Corporate Banking and USD 97 million for Corporate Center).

Note 5 Other income

For the year ended
UsD million 31.12.19 31.12.18 31.12.17
Associates, joint ventures and subsidiaries

Net gains / (losses) from acquisitions and disposals of subsidiaries’ (36) (290)23 32
‘Net gains / (losses) from disposals of investments in associates T 4 e 0
‘Share of net profits of associates and joint ventures 6 ) 595 76
mpairments related to assodiates o o )
Total 13 284 101

Net gains / (losses) from disposals of financial assets measured at fair value through other comprehensive income 31 0 195
“Impairment of financial assets measured at fair value through other comprehensive income | o o (15)
Nt gains / (losses) from disposals of financial assets measured at amortized cost | o o 14
ncome from properties® 7 T T %
‘Net gains / (losses) from properties held for sale 19 a0 0
Other T g s 200
Total other income 212 428 524

1 Includes foreign exchange gains / (losses) reclassified from other comprehensive income related to the disposal or closure of foreign operations. 2 Includes a remeasurement loss of USD 270 million related to
UBS Securities China. Refer to Note 32 for more information. 3 Includes a USD 25 million gain on sale of subsidiaries and a USD 31 million pre-tax gain on sale of real estate related to the Widder Hotel. Refer to
Note 32 for more information. 4 Reflects a net foreign currency translation gain related to UBS Securities China. Refer to Note 32 for more information. 5 Includes a USD 460 million valuation gain on our equity
ownership in SIX related to the sale of SIX Payment Services to Worldline. 6 Includes rent received from third parties.
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Consolidated financial statements

Note 6 Personnel expenses

For the year ended

USD million 31.12.19 31.12.18 31.12.17
Salaries! 6,518 6,448 6,154
Vanablecompensanon—performanceawardsz2755 .................. 29953151
e ofW/”d]gua,aﬂmesfomewmes .................................................................................................................................................. g e e
Vanablecompensatlon—otherz ........................................................................................................................................................ p— s S
e o/W/r/c/zrep/a(ementpaymentsf ................................................................................................................................................... P S B
..... o/Wh/cﬁfof/@/rurecrezﬁrs(86)(/35)(707)
s ofW/z/c/z5e;/..afa/7(epayments" ..................................................................................................................................................... o o
s ofW/z/dzrerent/onp/anandot//erpaymenrs .................................................................................................................................... e s o
 of which: Deferred Contingent Capital Plan — interest expense 9 e i
Fmanqaladwsorcompensatlon”4043 .................. 40544064
! G g s
Soualsecunty ................................................................................................................................................................................ g o i
Pen5|onandotherpostemploymentbenefltplans ............................................................................................................................... o e e
Otherpersonnelexpenses ................................................................................................................................................................ e o G
Total personnel expenses 16,084 16,132 16,199

1 Includes role-based allowances. 2 Refer to Note 30 for more information. 3 Replacement payments are payments made to compensate employees for deferred awards forfeited as a result of joining UBS.
4 Includes legally obligated and standard severance payments. 5 Financial advisor compensation consists of grid-based compensation based directly on compensable revenues generated by financial advisors and
supplemental compensation calculated on the basis of financial advisor productivity, firm tenure, assets and other variables. It also includes expenses related to compensation commitments with financial advisors
entered into at the time of recruitment that are subject to vesting requirements. 6 Changes to the pension fund of UBS in Switzerland in 2018 resulted in a reduction in the pension obligation recognized by UBS.
As a consequence, a pre-tax gain of USD 241 million was recognized in the income statement in 2018, with no overall effect on total equity. Refer to Note 29 for more information.

Note 7 General and administrative expenses

For the year ended
UsD million 31.12.19 31.12.18 31.12.17

Occupancy! 381 914 908

Total general and administrative expenses 5,288 6,797 6,949

1 Occupancy expenses decreased following the application of IFRS 16, which was adopted on 1 January 2019. Refer to Note 1b for more information. 2 The UK bank levy expenses of USD 30 million (USD 40
million for 2018 and USD 17 million for 2017) included a credit of USD 31 million (USD 45 million and USD 85 million, respectively) related to prior years. 3 Reflects the net increase in provisions for litigation,
regulatory and similar matters recognized in the income statement. Refer to Note 21 for more information. Also includes recoveries from third parties of USD 11 million, USD 29 million and USD 55 million for the
years ended 31 December 2019, 31 December 2018 and 31 December 2017, respectively.
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Note 8 Income taxes

For the year ended

USD million

31.12.19 31.12.18 31.12.17

Tax expense / (benefit)

Total Swiss

B

Total non-Swiss

Total income tax expense / (benefit) recognized in the income statement

Income tax recognized in the income statement

Income tax expenses of USD 1,267 million were recognized for
the Group in 2019, representing an effective tax rate of 22.7%.
This included net Swiss tax expenses of USD 630 million and net
non-Swiss tax expenses of USD 637 million.

The Swiss tax expenses included current tax expenses of
USD 365 million related to taxable profits earned by Swiss
subsidiaries. In addition, they included deferred tax expenses of
USD 265 million, which primarily reflect the amortization of
deferred tax assets (DTAs) previously recognized in relation to
deductible temporary differences.

The non-Swiss tax expenses included current tax expenses of
USD 426 million related to taxable profits earned by non-Swiss
subsidiaries and branches. In addition, they included deferred tax
expenses of USD 211 million. These included expenses of
USD 471 million that primarily reflected the amortization of
DTAs previously recognized in relation to tax losses carried
forward and deductible temporary differences, including the
amortization of US tax loss DTAs at the level of UBS Americas
Inc. These were partly offset by a benefit of USD 260 million in
respect of additional DTA recognition that resulted from the
contribution of real estate assets by UBS AG to UBS Americas
Inc. in the year. The additional DTA recognition related to the
elections that were made in the fourth quarter of 2018 to
capitalize certain historic real estate costs.

For the year ended

USD million

31.12.19 31.12.18 31.12.17

Operating profit / (loss) before tax

of which. non-Swiss

Income taxes at Swiss tax rate of 20.5% for 2019 and 21% for 2018 and 2017

Increase / (decrease) resulting from:

Other items

Income tax expense / (benefit)
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Consolidated financial statements

Note 8 Income taxes (continued)

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

Non-Swiss tax rates differing from Swiss tax rate

To the extent that Group profits or losses arise outside
Switzerland, the applicable local tax rate may differ from the
Swiss tax rate. This item reflects, for such profits, an adjustment
from the tax expense that would arise at the Swiss tax rate to
the tax expense that would arise at the applicable local tax rate.
Similarly, it reflects, for such losses, an adjustment from the tax
benefit that would arise at the Swiss tax rate to the tax benefit
that would arise at the applicable local tax rate.

Tax effects of losses not recognized

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

Previously unrecognized tax losses now utilized

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

Non-taxable and lower taxed income

This item relates to tax deductions for the year in respect of
permanent differences. These include deductions in respect of
profits that are either not taxable or are taxable at a lower rate
of tax than the local tax rate. They also include deductions made
for tax purposes, which are not reflected in the accounts.
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Non-deductible expenses and additional taxable income

This item relates to additional taxable income for the year in
respect of permanent differences. These include income that is
recognized for tax purposes by an entity, but is not included in
its profit that is reported in the financial statements. In addition,
they include expenses for the year that are non-deductible. For
example, the costs of entertaining clients are not deductible in
certain locations.

Adjustments related to prior years — current tax

This item relates to adjustments to current tax expense for prior
years, e.g., if the tax payable for a year is agreed with the tax
authorities in an amount that differs from the amount previously
reflected in the financial statements.

Adjustments related to prior years — deferred tax

This item relates to adjustments to deferred tax positions
recognized in prior years, e.g., if a tax loss for a year is fully
recognized and the amount of the tax loss agreed with the tax
authorities is expected to differ from the amount previously
recognized as DTAs in the accounts.

Change in deferred tax recognition

This item relates to changes in DTAs, including those previously
recognized resulting from reassessments of expected future
taxable profits. It also includes changes in temporary differences
in the year, for which deferred tax is not recognized.

Adjustments to deferred tax balances arising from changes in tax
rates

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

Other items

Other items include other differences between profits or losses
at the local tax rate and the actual local tax expense or benefit,
including movements in provisions for uncertain positions in
relation to the current year and other items.



Note 8 Income taxes (continued)

Income tax recognized directly in equity

Certain tax expenses and benefits were recognized directly in

equity during the year. These included the following items:

— a net tax expense of USD 326 million recognized in other
comprehensive income (OCIl) (2018: net benefit of USD 345
million), which included a tax expense of USD 253 million
related to cash flow hedges (2018: benefit of USD 67
million), a tax expense of USD 41 million related to financial
assets recognized at fair value through OCI (2018: benefit of
USD 12 million), a tax expense of zero related to foreign
currency translation gains and losses (2018: expense of USD 2
million), a tax expense of USD 41 million related to defined
benefit pension plans (2018: benefit of USD 276 million) and
a tax benefit of USD 8 million related to own credit (2018:
expense of USD 8 million);

— a net tax benefit of USD 11 million recognized in share
premium (2018: benefit of USD 4 million).

Deferred tax assets and liabilities

The Group has gross DTAs, valuation allowances and recognized
DTAs related to tax loss carry-forwards and deductible
temporary differences and also deferred tax liabilities in respect
of taxable temporary differences as shown in the table below.
The valuation allowances reflect DTAs that were not recognized
because it was not considered probable that future taxable
profits will be available to utilize the related tax loss carry-
forwards and deductible temporary differences.

Of the recognized DTAs as of 31 December 2019, USD 9.3
billion related to the US and USD 0.2 billion related to other
locations (as of 31 December 2018, USD 9.5 billion related to
the US and USD 0.6 billion related to other locations).

The recognition of DTAs is supported by forecasts of taxable
profits for the entities concerned. In addition, tax planning
opportunities are available that would result in additional future
taxable income and these would be utilized, if necessary.

As of 31 December 2019, the Group has recognized DTAs of
USD 75 million (31 December 2018: USD 53 million) in respect
of entities that incurred losses in either the current or preceding
year.

USD million 31.12.19 31.12.18
Valuation Valuation
Deferred tax assets’ Gross allowance Recognized Gross allowance Recognized
Tax loss carry-forwards 14,826 (8,861) 5,965 15,088 (8,989) 6,099
7

of which: related to real estate costs capitalized for US tax
purposes 2219

of which: other 782 (429) 353 670 (298) 372
Total deferred tax assets 19,011 (9,474) 9,537 19,659 (9,554) 10,105
Deferred tax liabilities
Goodwill and intangible assets 29 26

Cashﬂowhedges156 ................................................................................ o
L o
Total deferred tax liabilities 311 88

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

Unrecognized tax loss carry-forwards

USD million

31.12.19 31.12.18

Within 1 year

From 2 to 5 years

No expiry ,
Total 37,728 38,428
As of 31 December 2019, USD 17.8 billion of the unrecognized Deferred tax liabilities are recognized in respect of

tax losses carried forward related to the US, USD 14.9 billion
related to the UK and USD 5.0 billion related to other locations
(as of 31 December 2018, USD 20.0 billion related to the US,
USD 14.2 billion related to the UK and USD 4.2 billion related to
other locations).

In general, US federal tax losses incurred prior to
31 December 2017 can be carried forward for 20 years, and US
federal tax losses incurred after 31 December 2017 and UK tax
losses can be carried forward indefinitely. The amounts of US tax
loss carry-forwards that are included in the above table are
based on their amount for federal tax purposes rather than for
state and local tax purposes.
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investments in subsidiaries, branches and associates and
interests in joint arrangements, except to the extent that the
Group can control the timing of the reversal of the associated
taxable temporary difference and it is probable that it will not
reverse in the foreseeable future. However, as of 31 December
2019, this exception was not considered to apply to any taxable
temporary differences.


https://31.12.18
https://31.12.19

Note 9 Earnings per share (EPS) and shares outstanding

As of or for the year ended

31.12.19 31.12.18 31.12.17
Basic earnings (USD million)
Net profit / (loss) attributable to shareholders 4,304 4,516 969
Diluted earnings (USD million)
Net profit / (loss) attributable to shareholders 4,304 4,516 969
Less: (profit) / loss on own equity derivative contracts 0 (2) 0
Net profit / (loss) attributable to shareholders for diluted EPS 4,304 4,514 969
Weighted average shares outstanding
Weighted average shares outstanding for basic EPS! 3,663,278,238 3,730,297,877 3,716,174,261
Effect of dilutive potential shares resulting from notional shares, in-the-money options and warrants outstanding 103,881,600 111,271,269 120,540,272
Weighted average shares outstanding for diluted EPS 3,767,159,838 3,841,569,146 3,836,714,533
Earnings per share (USD)
Basic 1.17 1.21 0.26
Diluted 1.14 1.18 0.25
Shares outstanding
Shares issued 3,859,055,395 3,855,634,749 3,853,096,603
Treasury shares 243,021,296 166,467,802 132,301,550
Shares outstanding 3,616,034,099 3,689,166,947 3,720,795,053

1 The weighted average shares outstanding for basic EPS are calculated by taking the number of shares at the beginning of the period, adjusted by the number of shares acquired or issued during the period,
multiplied by a time-weighted factor for the period outstanding. As a result, balances are affected by the timing of acquisitions and issuances during the period.

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.

Number of shares 31.12.19 31.12.18 31.12.17

Potentially dilutive instruments

Employee share-based compensation awards' 3,605,198 24,124,341
Other equity derivative contracts 21,632,879 11,912,450 9,122,496
Total 21,632,879 15,517,648 33,246,837

1 The last remaining option awards and stock appreciation rights expired during 2019.
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Balance sheet notes

Note 10 Financial assets at amortized cost and other positions in scope of expected credit loss measurement

The tables on the following pages provide information about
financial instruments and certain other credit lines that are
subject to expected credit loss (ECL) requirements. UBS has
established ECL disclosure segments or “ECL segments” to
disaggregate portfolios based on shared risk characteristics and

Segment Segment description

Private clients with
mortgages

Lending to private clients secured by
owner-occupied real estate and personal
account overdrafts of those clients

Real estate financing Rental or income-producing real estate
financing to private and corporate clients

secured by real estate

Large corporate clients Lending to large corporate and

multinational clients

SME clients Lending to small and medium-sized
corporate clients
Lombard Loans secured by pledges of marketable

securities, guarantees and other forms of
collateral

Credit card solutions in Switzerland and the
us

Credit cards

Commodity trade finance  Working capital financing of commodity
traders, generally extended on a self-

liquidating transactional basis

Financial intermediaries
and hedge funds

Lending to financial institutions and
pension funds, including exposures to
broker-dealers and clearing houses

—> Refer to Note 23g for more details regarding sensitivity
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on the same or similar rating methods applied. The key

segments are presented in the table below.
—» Refer to Note 23 for more information about expected credit

loss measurement

Description of credit risk sensitivity

Sensitive to the interest rate environment,
employment status and influence from
regional effects (e.g., property values)

Sensitive to GDP development, the
interest rate environment and regional
effects (e.g., property values)

Sensitive to GDP development,
seasonality, business cycles and collateral
values (diverse collateral including real
estate and other collateral types)

Sensitive to GDP development, the
interest rate environment and, to some
extent, seasonality, business cycles and
collateral values (diverse collateral
including real estate and other collateral
types)

Sensitive to the market (e.g., changes in
collateral as well as in invested assets)

Sensitive to the interest rate
environment and employment status

Sensitive primarily to the strength of
individual transaction structures and
collateral values (price volatility of
commodities) as the primary source for
debt service is directly linked to the
shipments financed

Sensitive to GDP development, the
interest rate environment, regulatory
changes and political risk

Business division /
Corporate Center

Personal & Corporate Banking
Global Wealth Management

Personal & Corporate Banking
Global Wealth Management
Investment Bank

Personal & Corporate Banking
Investment Bank

Personal & Corporate Banking

Global Wealth Management

Personal & Corporate Banking
Global Wealth Management

Personal & Corporate Banking

Personal & Corporate Banking
Investment Bank
Corporate Center



Note 10 Financial assets at amortized cost and other positions in scope of expected credit loss measurement (continued)

For amortized cost instruments, the net carrying amount
represents the maximum exposure to credit risk, taking into
account the allowance for credit losses. Financial assets
measured at fair value through other comprehensive income
(FVOCI) are also subject to ECL; however, unlike for amortized
cost instruments, the allowance does not reduce the carrying
amount of these financial assets. Rather, the carrying amount of
financial assets measured at FVOCI represents the maximum
exposure to credit risk.

No purchased credit-impaired financial assets have been
recognized in the period. Originated credit-impaired financial
assets were not material and are not presented in the table
below and on the following page.

In addition to on-balance sheet financial assets, certain off-
balance sheet financial instruments and other credit lines are
also subject to ECL. The maximum exposure to credit risk for off-
balance sheet financial instruments is calculated based on the
maximum contractual amounts.

USD million 31.12.19

Carrying amount' ECL allowances
Financial instruments measured at amortized cost Total Stage1  Stage2  Stage3 Total Stage1  Stage2  Stage3
Cash and balances at central banks 107,068 107,068 0 0 0 0 0 0

Total financial assets measured at amortized cost

576,815 558,420 16,069 2,326 (915) (124) (137) (655)
Financial assets measured at fair value through other comprehensive income 6,345 6,345 0 0 0 0 0 0
Total on-balance sheet financial assets in scope of ECL requirements 583,159 564,765 16,069 2,326 (915) (124) (137) (655)
Total exposure ECL provisions
Off-balance sheet (in scope of ECL) Total Stage!  Stage2  Stage3 Total Stage!  Stage2  Stage3
Guarantees 18,142 17,757 304 82 (@) (8) (1) (33)

Irrevocable committed prolongation of existing loans

Total off-balance sheet financial instruments and other credit lines

85,728

83,626 1,920 182

Total allowances and provisions

1 The carrying amount of financial assets measured at amortized cost represents the total gross exposure net of the respective ECL allowances.
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Note 10 Financial assets at amortized cost and other positions in scope of expected credit loss measurement (continued)

USD million 31.12.18
Carrying amount' ECL allowances
Financial instruments measured at amortized cost Total Stage1  Stage2  Stage 3 Total Stage1  Stage2  Stage 3
108,370 108,370 0 0 0 0 0 0

Cash and balances at central banks

of which: Loans to financial advisors 3291 3104 62 125 (113) (34) 2) (77)
Total financial assets measured at amortized cost 587,104 564,096 20,782 2,226 (937) (117) (159) (660)
Financial assets measured at fair value through other comprehensive income 6,667 6,667 0 0 0 0 0 0
Total on-balance sheet financial assets in scope of ECL requirements 593,770 570,763 20,782 2,226 (937) (117) (159) (660)

Total exposure ECL provisions
Off-balance sheet (in scope of ECL) Total Stage1  Stage2  Stage 3 Total Stage1  Stage2  Stage3
18,146 17,321 611 215 (43) (7) (2) (34)

Guarantees b

Irrevocable committed prolongation of existing loans 2,861 456 22 (1) (1) 0 0
Total off-balance sheet financial instruments and other credit lines 90,268 86,830 3,055 383 (116) (59) (23) (34)
Total allowances and provisions (1,054) (176) (183) (695)

1 The carrying amount of financial assets measured at amortized cost represents the total gross exposure net of the respective ECL allowances.
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Note 10 Financial assets at amortized cost and other positions in scope of expected credit loss measurement (continued)

Coverage ratios are calculated by taking ECL allowances and
provisions divided by the gross carrying amount of the
exposures. These ratios have remained broadly unchanged in
2019 and are influenced by the following key factors:

— significant asset balances are held with central banks as part
of the requirement to hold high-quality liquid assets;

— Lombard loans are secured with marketable securities in
portfolios which are in general highly diversified with strict
lending policies that are intended to ensure that credit risk is
minimal under most circumstances;

— mortgage loans to private clients and real estate financing are
controlled by conservative eligibility criteria, including low
loan-to-value ratios and strong debt service capabilities. The
risk of rising interest rates has been taken into account in the
scenario selection process;

— the amount of unsecured retail lending (including credit
cards) in Switzerland is insignificant;

— contractual maturities in the loan portfolio, which are a factor
in the calculation of ECLs, are generally short, with a large

part of the loan portfolio having contractual maturities of 12
month or less;

— for example, the carrying amount of Swiss residential
mortgage loans would continue to be fully covered or 98%
covered by real estate collateral, even if the value of that
collateral decreased by 20% or 30%, respectively.

Certain assets reported in stage 2 within the Private clients
with mortgages and Real estate financing segments did not have
a comparable rating on origination upon which to base the
assessment of whether a significant increase in credit risk (SICR)
has occurred. In accordance with the IFRS 9 transition
requirements, a lifetime ECL has been recognized for these
assets. In the medium term and based on the current economic
outlook, UBS expects the proportion of these stage 2 assets to
reduce to some extent.

31.12.19
Gross carrying amount (USD million) ECL coverage (bps)
Financial instruments measured at amortized cost Total Stage1 Stage2  Stage3 Total Stage1 Stage2  Stage3
Loans and advances to customers 327,550 309,581 15,661 2,308 23 3 79 2,420

assets measured at amortized cost ,730 558,544 16,206 16 2 84 2,198

Financial assets measured at fair value through other comprehensive income 6,345 6,345 0 0 0 0 0 0

Total on-balance sheet financial assets in scope of ECL requirements 584,075 564,888 16,206 2,981 16 2 84 2,198
Gross exposure (USD million) ECL coverage (bps)

Off-balance sheet (in scope of ECL) Total Stage1  Stage2  Stage 3 Total Stage1  Stage2  Stage3

Guarantees 18,142 17,757 304 82 23 4 30 4,032

Commi

‘Irrevocable committed prolongation of existing loans 5 ,285 0 4 8 8 0 0
Total off-balance sheet financial instruments and other credit lines 85,728 83,626 1,920 182 13 7 120 1,822
Total allowances and provisions 29 9 204 4,020
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Note 10 Financial assets at amortized cost and other positions in scope of expected credit loss measurement (continued)

As explained in Note 1a, the assessment of an SICR considers
a number of qualitative and quantitative factors to determine if
a stage transfer between stage 1 and stage 2 is required. The
primary assessment considers changes in probability of default

(PD) based on rating analyses and economic outlook.
Additionally, UBS considers counterparties that have moved to a
credit watch list and those with payments that are 30 days past
due.

USD million ECL allowances / provisions
of which:
of which:  of which: 230 days
Financial instruments measured at amortized cost Total Stage 1 Stage 2 PD layer — watch list  past due Stage 3
Mortgages, business loans and related off-balance sheet commitments in the region
723 89 137 93 6 38 497

Switzerland

of which: Other

117
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Note 11 Derivative instruments

Derivatives: overview

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

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

Over-the-counter (OTC) derivative contracts are usually traded
under a standardized International Swaps and Derivatives
Association (ISDA) master agreement between UBS and its
counterparties. Terms are negotiated directly with counterparties
and the contracts have industry standard settlement mechanisms
prescribed by ISDA. Beginning in 2016, regulators in various
jurisdictions began a phased introduction of rules requiring the
payment and collection of initial and variation margin on certain
OTC derivative contracts, which may have a bearing on their
price and other relevant terms. Under the final rules of the Basel
Committee on Banking Supervision (BCBS) and the Board of the
International Organization of Securities Commissions (IOSCO)
promulgated in July 2019, the final phase-in of margin
requirements for non-centrally cleared derivatives will be
completed on 1 September 2021.

The industry continues to promote the use of central
counterparties (CCPs) to clear OTC trades. The trend toward
CCP clearing and settlement will generally facilitate the
reduction of systemic credit exposures.

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

For presentation purposes, the Group’s derivative contracts
are subject to IFRS netting provisions. Derivative instruments are
measured at fair value and generally classified on the balance
sheet as Derivative financial instruments within Assets when
having positive replacement values and Derivative financial
instruments within Liabilities when having negative replacement
values. However, ETD that are economically settled on a daily
basis and OTC derivatives that are either legally settled or in
substance net settled on a daily basis are classified as Cash
collateral receivables on derivative instruments or Cash collateral
payables on derivative instruments. Changes in the replacement
values of derivatives are recorded in Other net income from
financial instruments measured at fair value through profit or
loss, except for interest on derivatives designated as hedging
instruments in effective hedge accounting relationships and
forward points on certain short- and long-duration foreign
exchange contracts, which are recorded in Net interest income.

—» Refer to Note 1a items 3j and 3k for more information

— Refer to Note 25 for more information about derivative

financial assets and liabilities after consideration of netting
potential allowed under enforceable netting arrangements

The Group uses various derivative instruments for both
trading and hedging purposes. Derivative product types as well
as valuation principles and techniques applied by the Group are
described in Note 24. Positive replacement values represent the
estimated amount the Group would receive if the derivative
contract were sold on the balance sheet date. Negative
replacement values indicate the estimated amount the Group
would pay to transfer its obligations in respect of the underlying
contract were it required or entitled to do so on the balance
sheet date.

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

— Refer to Notes 19 and 24 for more information
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Note 11 Derivative instruments (continued)

Derivative instruments (continued)'2

Table continued from the previous page.

31.12.19 31.12.18

Notional Notional Notional Notional

values values values values

related to related to related to related to
Derivative ~ derivative  Derivative  derivative Other  Derivative  derivative ~ Derivative  derivative Other
financial financial financial financial notional  financial financial financial financial notional
USD billion assets assets® liabilities liabilities® values® 4 assets assets? liabilities liabilities® values®

Commodity contracts

Options

Exchange-traded contracts

Agency transactions® 0.3 0.5 0.4 0.7

Total 1.8 56.1 1.7 60.0 12.6 1.8 46.4 1.5 38.5 8.6
Unsettled purchases of non-derivative
finandial instruments® A 166 ........... -2 02 . 170 O 80
Unsettled sales of non-derivative

financial instruments® L 154 O 2 OA . 5 02 132 .
Total derivative instruments, based on

IFRS netting’ 121.8 4,758.6 120.9 4,635.4 12,135.1 126.2 4,238.6 125.7 4,163.4 10,893.6

1 Derivative financial liabilities as of 31 December 2019 include USD 17 million related to derivative loan commitments (31 December 2018: USD 17 million). No notional amounts related to these commitments are
included in this table, but they are disclosed in Note 34 under Loan commitments. 2 Includes certain forward starting repurchase and reverse repurchase agreements that are classified as measured at fair value
through profit or loss and are recognized within derivative instruments. The fair value of these derivative instruments was not material as of 31 December 2019 or 31 December 2018. No notional amounts related
to these instruments are included in this table, but they are disclosed in Note 34 under Forward starting transactions. 3 In cases where derivative financial instruments are presented on a net basis on the balance
sheet, the respective notional values of the netted derivative financial instruments are still presented on a gross basis. 4 Other notional values relate to derivatives that are cleared through either a central
counterparty or an exchange. The fair value of these derivatives is presented on the balance sheet net of the corresponding cash margin under Cash collateral receivables on derivative instruments and Cash
collateral payables on derivative instruments and was not material for all periods presented. 5 Notional values of exchange-traded agency transactions and OTC-cleared transactions entered into on behalf of
clients are not disclosed as they have a significantly different risk profile. 6 Changes in the fair value of purchased and sold non-derivative financial instruments between trade date and settlement date are
recognized as derivative financial instruments. 7 Financial assets and liabilities are presented net on the balance sheet if UBS has the unconditional and legally enforceable right to offset the recognized amounts,
both in the normal course of business and in the event of default, bankruptcy or insolvency of the entity and all of the counterparties, and intends either to settle on a net basis or to realize the asset and settle the

liability simultaneously. Refer to Note 25 for more information on netting arrangements.

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

On a notional value basis, approximately 54% of OTC interest
rate contracts held as of 31 December 2019 (31 December
2018: 56%) mature within one year, 28% (31 December 2018:
28%) within one to five years and 18% (31 December 2018:
16%) after five years. Notional values of interest rate contracts
cleared with a clearing house that qualify for IFRS balance sheet
netting or are legally settled on a daily basis are presented under
Other notional values and are categorized into maturity buckets
on the basis of contractual maturities of the cleared underlying
derivative contracts.
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Derivatives transacted for sales and trading purposes

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

Credit derivatives

UBS is an active dealer in the fixed income market, including
credit default swaps (CDS) and related products, with respect to
a large number of issuers’ securities. The primary objectives of
these activities are ongoing hedging of trading book exposures
and market-making, primarily on behalf of clients.
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Note 11 Derivative instruments (continued)

Credit derivatives by counterparty

Protection bought

Protection sold

Derivative Derivative Derivative Derivative

financial financial financial financial
USD billion assets liabilities Notional values assets liabilities Notional values
Broker-dealers 0.1 0.2 10.5 0.2 0.1 9.4
Banks ................................................................................................... 02 ....................... 0 4 ...................... 23604 ....................... 03 ...................... 215
Centralcleanngcounterpartles .................................................................. G— G S R S
other .................................................................................................... 03 ....................... 0 7 ........................ 5801 ........................ 03 ........................ 29
Total 31 December 2019 0.7 2.1 74.6 1.3 0.9 65.4

Protection bought Protection sold

Derivative Derivative Derivative Derivative

financial financial financial financial
USD billion assets liabilities Notional values assets liabilities Notional values
Broker-dealers 0.2 0.1 13.0 0.1 0.2 11.5
R Gp—— S G o
Centralclearlngcounterpartles02 ....................... R R G e
s G S G S
Total 31 December 2018 1.1 1.6 81.3 0.8 1.2 7.4

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

The types of credit events that would require UBS to perform
under a CDS contract are subject to agreement between the
parties at the time of the transaction. However, nearly all
transactions are traded with reference to credit events that are
applicable under certain market conventions based on the type
of reference entity to which the transaction relates. Applicable
credit events according to market conventions include
bankruptcy, failure to pay, restructuring, obligation acceleration
and repudiation / moratorium.
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Contingent collateral features of derivative liabilities

Certain derivative instruments contain contingent collateral or
termination features triggered upon a downgrade of the
published credit ratings of the Group in the normal course of
business. Based on UBS's credit ratings as of 31 December 2019,
USD 0.0 billion, USD 0.3 billion and USD 0.8 billion would have
been required for contractual obligations related to OTC
derivatives in the event of a one-notch, two-notch and three-
notch reduction in long-term credit ratings, respectively. In
evaluating UBS's liquidity requirements, UBS considers additional
collateral or termination payments that would be required in the
event of a reduction in UBS’'s long-term credit ratings, and a
corresponding reduction in UBS’s short-term ratings.



Note 12 Financial assets and liabilities at fair value held for trading

Usp miflion 31.12.19 31.12.18

Financial assets at fair value held for trading’

Asset-backed securities 512 392
Total financial assets at fair value held for trading 127,514 104,370

ue held for trading’

Total financial liabilities at fair value held for trading 30,591 28,943
1 Refer to Note 24c for more information on product type and fair value hierarchy categorization.

Note 13 Financial assets at fair value not held for trading

USD million 31.12.19 31.12.18
Financial assets at fair value not held for trading’

Total financial assets at fair value not held for trading 83,944 82,690
1 Refer to Note 24c for more information on product type and fair value hierarchy categorization.
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Note 14 Financial assets measured at fair value through other comprehensive income

USD million 31.12.19 31.12.18
Financial assets measured at fair value through other comprehensive income’

Debt instruments

Corporates and other 4 54
Total financial assets measured at fair value through other comprehensive income 6,345 6,667
Unrealized gains — before tax M 4
Unreallzed(Iosses)—beforetax ................................................................................................................................................................................... (25)(146)
Net unrealized gains / (losses) — before tax 16 (143)
Netunreallzedgalns/(losses)—aftertax ....................................................................................................................................................................... 1

1 Refer to Note 24c for more information on product type and fair value hierarchy categorization. Refer also to Note 10 and Note 23 for more information on expected credit loss measurement.

Note 15 Property, equipment and software

At historical cost less accumulated depreciation

Other
Leasehold IT hardware and  Internally machines
Owned Leased improve- communication  generated Purchased and  Projects in
USD million properties  properties® ments equipment  software  software  equipment progress 2019 2018

Historical cost

Balance at the end of the year 3,745 3,004 1,559 6,176 485 799 1,014 24,431 19,966
Accumulated depreciation

Balance at the beginning of the year 29 1,873 1,049 2,291 316 561 0
Depreciation 487 194 165 603 56 62 0 1,728 1,153

g y

Balance at the end of the year 4,466 519 1,768 1,053 2,906 358 559 0 11,628 10619
INEEDOOKVEILE | e
Net book value at the end of the previous
BT oo 379 0 s 1249 00288 153 238 11579348 9.057
Net book value at the beginning of the

year 3,160 3,378 1,249 486 2,882 153 238 1,157 12,702 9,057
Net book value at the end of the year 3,184 3,226 1,236 506 3,270 126 241 1,0143 12,804 9,348

1 Includes write-offs of fully depreciated assets. 2 Impairment charges recorded in 2019 generally relate to assets that are no longer used for which the recoverable amount based on a fair value approach was
determined to be zero. 3 Consists of USD 787 million related to Internally generated software, USD 126 million related to Owned properties and USD 100 million related to Leasehold improvements. 4 Reflects
reclassifications to Properties held for sale. 5 Represents right-of-use assets recognized by UBS as lessee. Includes immaterial leased IT equipment. The total cash outflow for leases during the year was USD 641
million. Interest expense on lease liabilities is included within Interest expense from financial instruments measured at amortized cost and Lease liabilities are included within Other financial liabilities measured at
amortized cost. Refer to Notes 3 and 22a, respectively. Also refer to Note 1 for more information about the nature of UBS's leasing activities.
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Note 16 Goodwill and intangible assets

Introduction

UBS performs an impairment test on its goodwill assets on an
annual basis or when indicators of impairment exist.

UBS considers Asset Management and the Investment Bank,
as they are reported in Note 2a, as separate cash-generating
units, as that is the level at which the performance of
investments (and the related goodwill) is reviewed and assessed
by management. The goodwill for Global Wealth Management
is separately monitored, and therefore separately considered for
impairment, at the level of the two former business divisions
Wealth Management and Wealth Management Americas. These
business divisions were integrated in 2018 and are referred to in
this Note as Global Wealth Management Americas and Global
Wealth Management ex Americas.

The impairment test is performed for each cash-generating
unit to which goodwill is allocated by comparing the recoverable
amount, based on its value-in-use, with the carrying amount of
the respective cash-generating unit. An impairment charge is
recognized if the carrying amount exceeds the recoverable
amount.

As of 31 December 2019, total goodwill recognized on the
balance sheet was USD 6.3 billion, of which USD 3.7 billion was
carried by the Global Wealth Management Americas cash-
generating unit, USD 1.2 billion was carried by the Global
Wealth Management ex Americas cash-generating unit and
USD 1.4 billion was carried by Asset Management. Based on the
impairment  testing methodology described below, UBS
concluded that the goodwill balances as of 31 December 2019
allocated to these cash-generating units are not impaired.

Impairment of the Investment Bank goodwill

UBS is continuing to realign its Investment Bank and execute on
a number of strategic initiatives to drive profitable growth. As a
consequence, IAS 36, Impairment of Assets, requires UBS to give
consideration to the range of possible forecast cash flows and
uncertainties in macroeconomic factors that currently exist when
determining the recoverability of goodwill in the Investment
Bank. Following this, UBS estimated a recoverable amount for
the Investment Bank cash-generating unit of USD 11.7 billion.
As this was lower than the carrying amount of the Investment
Bank cash-generating unit of USD 12.1 billion (actual attributed
equity as of 31 December 2019), UBS wrote down the goodwill
previously recognized by the Investment Bank (USD 110 million)
and recognized that charge in the income statement within
Amortization and impairment of goodwill and intangible assets.

UBS also reviewed intangible assets, property, equipment and
software assets, allocated to the Investment Bank. Overall, UBS
confirmed that no further impairment charges were required,
with the fair value of such assets (generally determined using a
cost replacement approach) being equal to or higher than their
respective carrying amounts.

Methodology for goodwill impairment testing

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

The carrying amount for each cash-generating unit is
determined by reference to the Group’s equity attribution
framework. Within this framework, which is described in the
“Capital management” section of this report, UBS attributes
equity to the businesses on the basis of their risk-weighted
assets and leverage ratio denominator, their goodwill and
intangible assets as well as equity directly associated with activity
that Corporate Center — Group Treasury manages centrally on
behalf of the business divisions. The framework is primarily used
for purposes of measuring the performance of the businesses
and includes certain management assumptions. Attributed
equity equals the capital that a cash-generating unit requires to
conduct its business and is currently considered a reasonable
approximation of the carrying amount of the cash-generating
units. The attributed equity methodology is aligned with the
business planning process, the inputs from which are used in
calculating the recoverable amounts of the respective cash-
generating unit.

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

more information about the equity attribution framework

Assumptions

Valuation parameters used within the Group’s impairment test
model are linked to external market information, where
applicable. The model used to determine the recoverable
amount is most sensitive to changes in the forecast earnings
available to shareholders in years one to three, to changes in the
discount rates and to changes in the long-term growth rate. The
applied long-term growth rate is based on long-term economic
growth rates for different regions worldwide. Earnings available
to shareholders are estimated on the basis of forecast results,
which are part of the business plan approved by the Board of
Directors.

The discount rates are determined by applying a capital asset
pricing model-based approach, as well as considering
guantitative and qualitative inputs from both internal and
external analysts and the view of management.
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Consolidated financial statements

Note 16 Goodwill and intangible assets (continued)

In addition, they take into account regional differences in risk-
free rates, at the level of individual cash-generating units.
Consistently, long-term growth rates are determined based on
nominal or real GDP growth rate forecasts, depending on the
region.

Key assumptions used to determine the recoverable amounts
of each cash-generating unit are tested for sensitivity by
applying a reasonably possible change to those assumptions.
Forecast earnings available to shareholders were changed by
20%, the discount rates were changed by 1.5 percentage
points and the long-term growth rates were changed by 0.75
percentage points. Under all scenarios, reasonably possible
changes in key assumptions did not result in an impairment of

Discount and growth rates

goodwill or intangible balances reported by Global Wealth
Management Americas, Global Wealth Management ex
Americas and Asset Management.

If the estimated earnings and other assumptions in future
periods deviate from the current outlook, the value of goodwill
attributable to Global Wealth Management Americas, Global
Wealth Management ex Americas and Asset Management may
become impaired in the future, giving rise to losses in the
income statement. Recognition of any impairment of goodwill
would reduce IFRS equity and net profit. It would not affect cash
flows and, as goodwill is required to be deducted from capital
under the Basel Il capital framework, no effect would be
expected on the Group’s capital ratios.

Discount rates Growth rates

n %

31.12.19 31.12.18 31.12.19 31.12.18

Global Wealth Management Americas

Investment Bank
Goodwill Intangible assets
Customer
relationships,
contractual
USD million Total Infrastructure’ rights and other Total 2019 2018
RSO Rl 08t e
Balance at the beginning of the year 6,392 760 865 1,625 8,018 7,888
s G et [ e S
Dlsposals ...................................................................................................... (1) ..................................................... (10)(10) ..................... (”)(45)
O N (1 NN C N ¢}
Foreign currency translation 9) (3) (3) (12) (88)
Balance at the end of the year 6,382 760 788 1,548 7,930 8,018

ion and impairment

_Accu_{r_]ulated amorti

Foreign currency translation (2) (2) 2) (12)
Balance at the end of the year 110 730 621 1,351 1,461 1,371
Net book value at the end of the year 6,272 30 167 197 6,469 6,647

1 Consists of the branch network intangible asset recognized in connection with the acquisition of PaineWebber Group, Inc. 2 Impairment charges recorded in 2019 and 2018 relate to assets for which the
recoverable amount was determined considering their value-in-use (recoverable amount of the impaired intangible assets in 2018 was USD 18 million, recoverable amount for the Investment Bank cash-generating
unit in 2019 was USD 11.7 billion).
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Note 16 Goodwill and intangible assets (continued)

The table below presents goodwill and intangible assets by cash-generating unit for the year ended 31 December 2019.

Global Wealth Global Wealth
Management Management Asset Investment
UsD million Americas ex Americas Management Bank  Corporate Center Total

Goodwill

Foreign currency translation (2) (6) 1 (2) 0 9)
Balance at the end of the year 3,719 1,198 1,354 0 0 6,272
Intangible assets

Foreign currency translation (1) 1 0 0 0 (1)
Balance at the end of the year 92 92 5

The table below presents estimated aggregated amortization expenses for intangible assets.

USD million Intangible assets

Estimated, aggregated amortization expenses

Not amortized due to indefinite useful life 2

Total 197

[%]
1]
c
£
9]
z
©
8
%]
]
]
c
5]
=
[
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Note 17 Other assets

a) Other financial assets measured at amortized cost

USD million 31.12.19 31.12.18
Debt securities 14,141 13,562
ot whic government bills / bonds
e 2877 ................. 3291
L 1521 ................... : 643
L 14 G : 091
Settlementandcleanngaccounts .................................................................................................................................................................................. L : 050
s Syt o
L 1669 .................. : 233
Total other financial assets measured at amortized cost 22,980 22,563

1 Related to financial advisors in the US and Canada. 2 Upon adoption of IFRS 16 on 1 January 2019, Finance lease receivables increased by USD 176 million. Refer to Note 1 for more information.

b) Other non-financial assets

USD miflion 31.12.19 31.12.18
Precious metals and other physical commodities 4,597 4,298
Ba||dep05|ﬂ ........................................................................................................................................................................................................... 1293 .................. : 312
Prepa|dexpense5927 .................... soo
e o
Proper R g o
L sor
Total other non-financial assets 7,856 7,410

1 Refer to item 1 in Note 21b for more information.

Note 18 Amounts due to banks and customer deposits

UsD million 31.12.19 31.12.18
Amounts due to banks 6,570 10,962
Customer deposits 448,284 419,838

24

of which: fiduciary deposits 41,378 18, 556
Total amounts due to banks and customer deposits 454,854 430,801
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Note 19 Debt issued designated at fair value

USD million

31.12.19 31.12.18

Issued debt instruments

1 Includes investment fund unit-linked instruments issued.

2 Issued by the legal entity UBS AG. Based on original contractual maturity without considering any early redemption features. More than 99% of the

balance as of 31 December 2019 was unsecured (31 December 2018: more than 99% of the balance was unsecured).

As of 31 December 2019 and 31 December 2018, the
contractual redemption amount at maturity of debt issued
designated at fair value through profit or loss was not materially
different from the carrying amount.

The table below shows the residual contractual maturity of
the carrying amount of debt issued designated at fair value, split
between fixed-rate and floating-rate instruments based on the
contractual terms, and does not consider any early redemption
features. Interest rate ranges for future interest payments related

Contractual maturity of carrying amount

to debt issued designated at fair value have not been included in
the table below as a majority of the debt instruments issued are
structured products, and therefore the future interest payments
are highly dependent upon the embedded derivative and
prevailing market conditions at the point in time that each
interest payment is made.
— Refer to Note 27 for maturity information on an undiscounted
cash flow basis

UsSD miflion 2020 2021 2022

Total Total

2023 2024 2025-2029 Thereafter 31.12.19 31.12.18

Fixed-rate 0 0 0

UBS AG?

Subtotal

Other subsidiaries?

“Subtotal 150 134

7 0 345 64 924 1,662

Total 25,345 12,661 4,394

2,924 3,624 8,840 9,021 66,809 57,031

1 Comprises instruments issued by the legal entity UBS Group AG. 2 Comprises instruments issued by the legal entity UBS AG.

3 Comprises instruments issued by subsidiaries of UBS AG.
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Consolidated financial statements

Note 20 Debt issued measured at amortized cost

USD million 31.12.19 31.12.18
Certificates of deposit 5,190 7,980
Commerc|a|paper ................................................................................................................................................................................................. 14413 ................ ; 7514
L 22353531
Short-term debt! 21,837 39,025
Senior unsecured debt that contributes to total loss-absorbing capacity (TLAC) 30,105 29,988

of which: issued by UBS AG with original maturity greater than one year’ 0 52
Long-term debt? 88,660 93,246
Total debt issued measured at amortized cost? 110,497 132,271

1 Debt with an original contractual maturity of less than one year. 2 Issued by the legal entity UBS AG. Based on original contractual maturity without considering any early redemption features. As of 31 December
2019, 100% of the balance was unsecured (31 December 2018: 100% of the balance was unsecured). 3 Debt with an original maturity greater than or equal to one year. The classification of debt issued into
short-term and long-term does not consider any early redemption features. 4 Net of bifurcated embedded derivatives, the fair value of which was not material for the periods presented.

The Group uses interest rate and foreign exchange derivatives to  to-date adjustment to the carrying amount of debt issued was
manage the risks inherent in certain debt instruments held at an increase of USD 1,099 million as of 31 December 2019 and a
amortized cost. In certain cases, the Group applies hedge decrease of USD 298 million as of 31 December 2018, reflecting
accounting for interest rate risk as discussed in Note 1a item 3j changes in fair value due to interest rate movements.

and Note 28. As a result of applying hedge accounting, the life-
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Note 20 Debt issued measured at amortized cost (continued)

Subordinated debt consists of unsecured debt obligations
that are contractually subordinated in right of payment to all
other present and future non-subordinated obligations of the
respective issuing entity. All of the subordinated debt
instruments outstanding as of 31 December 2019 pay a fixed
rate of interest.

Contractual maturity of carrying amount

The table below shows the residual contractual maturity of
the carrying amount of debt issued, split between fixed-rate and
floating-rate based on the contractual terms, and does not
consider any early redemption features. The effects from interest
rate swaps, which are used to hedge various fixed-rate debt
issuances by changing the repricing characteristics into those
similar to floating-rate debt, are also not considered in the table
below.

— Refer to Note 27 for maturity information on an undiscounted

cash flow basis

Usp miflion 2020 2021 2022

Total Total

2023 2024 2025-2029 Thereafter 31.12.19 31.12.18

UBS Group AG'

Subtotal 1,741 2,944 6,182

UBS AG?

Subtotal

Other subsidiaries3

Subtotal 758 1,029 851

951 1,013 3,327 660 8,588 49,616

Total 37,651 9,883 11,659

9,197 7,500 16,987 17,620 110,497 132,271

1 Comprises debt issued by the legal entity UBS Group AG.

2 Comprises debt issued by the legal entity UBS AG.

3 Comprises debt issued by other direct subsidiaries of UBS Group AG and by subsidiaries

of UBS AG. 4 TLAC and additional tier 1 capital instruments were originally issued by UBS Group Funding (Switzerland) AG, the issuer was replaced by UBS Group AG in 2019.
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Consolidated financial statements

Note 21 Provisions and contingent liabilities

a) Provisions

The table below presents an overview of total provisions.

USD million
_Provisions other than provisi

31.12.19 31.12.18

Total provisions

The following table presents additional information for provisions other than provisions for expected credit losses.

Litigation,
regulatory and
Operational similar Employee

USD miflion risks? matters® Restructuring Real estate  benefits® Other  Total 2019  Total 2018
Balance at the end of the previous year 46 2,827 224 131 70 78 3,377 3,180
Adjustment from adoption of IFRS 16' 0 0 (103) (29) 0 0 (132) 0
Balance at the beginning of the year 46 2,827 121 102 70 78 3,245 3,180

0 0 0 0 0 0 0 2

Additions from acquired companies

Foreign currency translation / unwind of discount
Balance at the end of the year 44 2,475 1064 1008 70 66 2,861 3,377

1 Refer to Note 1 for more information. 2 Comprises provisions for losses resulting from security risks and transaction processing risks. 3 Comprises provisions for losses resulting from legal, liability and
compliance risks. 4 Primarily consists of personnel-related restructuring provisions of USD 40 million as of 31 December 2019 (31 December 2018: USD 50 million) and provisions for onerous contracts of USD 61
million as of 31 December 2019 (31 December 2018: USD 170 million). 5 Consists of reinstatement costs for leasehold improvements of USD 89 million as of 31 December 2019 (31 December 2018: USD 89
million) and provisions for onerous contracts of USD 11 million as of 31 December 2019 (31 December 2018: USD 42 million). 6 Includes provisions for sabbatical and anniversary awards.

staff attrition reduces the number of people affected by a
restructuring event and therefore the estimated costs.

Information about provisions and contingent liabilities in
respect of litigation, regulatory and similar matters, as a class, is
included in Note 21b. There are no material contingent liabilities
associated with the other classes of provisions.

Restructuring provisions primarily relate to onerous contracts
and severance payments. Onerous contracts for property are
recognized when UBS is committed to pay for non-lease
components, such as utilities, when a property is vacated or not
fully recovered from sub-tenants. Severance-related provisions
are used within a short time period, usually within six months,
but potential changes in amount may be triggered when natural
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Note 21 Provisions and contingent liabilities (continued)

b) Litigation, regulatory and similar matters

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

Such matters are subject to many uncertainties, and the
outcome and the timing of resolution are often difficult to
predict, particularly in the earlier stages of a case. There are also
situations where the Group may enter into a settlement
agreement. This may occur in order to avoid the expense,
management distraction or reputational implications of
continuing to contest liability, even for those matters for which
the Group believes it should be exonerated. The uncertainties
inherent in all such matters affect the amount and timing of any
potential outflows for both matters with respect to which
provisions have been established and other contingent liabilities.
The Group makes provisions for such matters brought against it
when, in the opinion of management after seeking legal advice,
it is more likely than not that the Group has a present legal or
constructive obligation as a result of past events, it is probable
that an outflow of resources will be required, and the amount
can be reliably estimated. Where these factors are otherwise
satisfied, a provision may be established for claims that have not

yet been asserted against the Group, but are nevertheless
expected to be, based on the Group’s experience with similar
asserted claims. If any of those conditions is not met, such
matters result in contingent liabilities. If the amount of an
obligation cannot be reliably estimated, a liability exists that is
not recognized even if an outflow of resources is probable.
Accordingly, no provision is established even if the potential
outflow of resources with respect to such matters could be
significant. Developments relating to a matter that occur after
the relevant reporting period, but prior to the issuance of
financial statements, which affect management’s assessment of
the provision for such matter (because, for example, the
developments provide evidence of conditions that existed at the
end of the reporting period), are adjusting events after the
reporting period under IAS 10 and must be recognized in the
financial statements for the reporting period.

Specific litigation, regulatory and other matters are described
below, including all such matters that management considers to
be material and others that management believes to be of
significance due to potential financial, reputational and other
effects. The amount of damages claimed, the size of a
transaction or other information is provided where available and
appropriate in order to assist users in considering the magnitude
of potential exposures.
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Note 21 Provisions and contingent liabilities (continued)

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
outflow, we do not disclose that amount. In some cases we are
subject 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 established a provision, in which case the matter is
treated as a contingent 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
matters for which we have established provisions, we are able to
estimate the expected timing of outflows. However, the
aggregate amount of the expected outflows for those matters
for which we are able to estimate expected timing is immaterial
relative to our current and expected levels of liquidity over the
relevant time periods.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in the “Provisions”
table in Note 21a above. It is not practicable to provide an
aggregate estimate of liability for our litigation, regulatory and
similar matters as a class of contingent liabilities. Doing so would
require us to provide speculative legal assessments as to claims
and proceedings that involve unique fact patterns or novel legal
theories, that have not yet been initiated or are at early stages of
adjudication, or as to which alleged damages have not been
quantified by the claimants. Although we therefore cannot

provide a numerical estimate of the future losses that could arise
from litigation, regulatory and similar matters, we believe that
the aggregate amount of possible future losses from this class
that are more than remote substantially exceeds the level of
current provisions.

Litigation, regulatory and similar matters may also result in
non-monetary penalties and consequences. For example, the
non-prosecution agreement described in item 5 of this Note,
which we entered into with the US Department of Justice (DOJ),
Criminal Division, Fraud Section in connection with our
submissions of benchmark interest rates, including, among
others, the British Bankers’ Association London Interbank
Offered Rate (LIBOR), was terminated by the DOJ based on its
determination that we had committed a US crime in relation to
foreign exchange matters. As a consequence, UBS AG pleaded
guilty to one count of wire fraud for conduct in the LIBOR
matter, paid a fine and was subject to probation, which ended
in early January 2020.

A guilty plea to, or conviction of, a crime could have material
consequences for UBS. Resolution of regulatory proceedings
may require us to obtain waivers of regulatory disqualifications
to maintain certain operations, may entitle regulatory authorities
to limit, suspend or terminate licenses and regulatory
authorizations, and may permit financial market utilities to limit,
suspend or terminate our participation in such utilities. Failure to
obtain such waivers, or any limitation, suspension or termination
of licenses, authorizations or participations, could have material
consequences for UBS.

The risk of loss associated with litigation, regulatory and
similar matters is a component of operational risk for purposes
of determining our capital requirements. Information concerning
our capital requirements and the calculation of operational risk
for this purpose is included in the “Capital management”
section of this report.

Provisions for litigation, regulatory and similar matters by business division and in Corporate Center’

Global
Wealth  Personal & Asset
Manage- Corporate  Manage- Investment  Corporate

USD million ment Banking ment Bank Center  Total 2019  Total 2018
Balance at the beginning of the year 1,003 117 0 269 1,438 2,827 2,508
Increase in provisions recognized in the income statement 188 1 0 60 10 258 905
Release of provisions recognized in the income statement (49) 0 0 (6) (27) (81) (220)
Provisions used in conformity with designated purpose (350) (4) 0 (66) (97) (518) (350)
Foreign currency translation / unwind of discount (10) (1) 0 (2) 0 (12) (16)
Balance at the end of the year 782 13 0 255 1,325 2,475 2,827

1 Provisions, if any, for the matters described in this Note are recorded in Global Wealth Management (items 3, item 4 and item 7) and Corporate Center (item 2). Provisions, if any, for the matters described in
items 1 and 6 of this disclosure are allocated between Global Wealth Management and Personal & Corporate Banking, and provisions, if any, for the matters described in this disclosure in item 5 are allocated

between the Investment Bank and Corporate Center.
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Note 21 Provisions and contingent liabilities (continued)

1. Inquiries regarding cross-border wealth management
businesses

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

The Swiss Federal Administrative Court ruled in 2016 that, in
the administrative assistance proceedings related to a French
bulk request, UBS has the right to appeal all final FTA client data
disclosure orders. On 30 July 2018, the Swiss Federal
Administrative Court granted UBS’s appeal by holding the
French administrative assistance request inadmissible. The FTA
filed a final appeal with the Swiss Federal Supreme Court. On
26 July 2019, the Supreme Court reversed the decision of the
Federal Administrative Court. In December 2019, the court
released its written decision. The decision requires the FTA to
obtain confirmation from the French authorities that transmitted
data will be used only for the purposes stated in their request
before transmitting any data. The stated purpose of the original
request was to obtain information relating to taxes owed by
account holders. Accordingly, any information transferred to the
French authorities must not be passed to criminal authorities or
used in connection with the ongoing case against UBS discussed
in this item.

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

A trial in the court of first instance took place from
8 October 2018 until 15 November 2018. On 20 February 2019,
the court announced a verdict finding UBS AG guilty of unlawful

solicitation of clients on French territory and aggravated
laundering of the proceeds of tax fraud, and UBS (France) S.A.
guilty of aiding and abetting unlawful solicitation and laundering
the proceeds of tax fraud. The court imposed fines aggregating
EUR 3.7 billion on UBS AG and UBS (France) S.A. and awarded
EUR 800 million of civil damages to the French state. UBS has
appealed the decision. Under French law, the judgment is
suspended while the appeal is pending. The trial in the Court of
Appeal is scheduled for June 2020. The Court of Appeal will
retry the case de novo as to both the law and the facts, and the
fines and penalties can be greater than or less than those
imposed by the court of first instance. A subsequent appeal to
the Cour de Cassation, France’s highest court, is possible with
respect to questions of law.

UBS believes that based on both the law and the facts the
judgment of the court of first instance should be reversed. UBS
believes it followed its obligations under Swiss and French law as
well as the European Savings Tax Directive. Even assuming
liability, which it contests, UBS believes the penalties and
damage amounts awarded greatly exceed the amounts that
could be supported by the law and the facts. In particular, UBS
believes the court incorrectly based the penalty on the total
regularized assets rather than on any unpaid taxes on those
assets for which a fraud has been characterized and further
incorrectly awarded damages based on costs that were not
proven by the civil party. Notwithstanding that UBS believes it
should be acquitted, our balance sheet at 31 December 2019
reflected provisions with respect to this matter in an amount of
EUR 450 million (USD 505 million at 31 December 2019). The
wide range of possible outcomes in this case contributes to a
high degree of estimation uncertainty. The provision reflected on
our balance sheet at 31 December 2019 reflects our best
estimate of possible financial implications, although it is
reasonably possible that actual penalties and civil damages could
exceed the provision amount.

In 2016, UBS was notified by the Belgian investigating judge
that it is under formal investigation (“inculpé”) regarding the
laundering of proceeds of tax fraud, of banking and financial
solicitation by unauthorized persons, and of serious tax fraud. In
2018, tax authorities and a prosecutor’s office in Italy asserted
that UBS is potentially liable for taxes and penalties as a result of
its activities in Italy from 2012 to 2017. In June 2019, UBS
entered into a settlement agreement with the Italian tax
authorities under which it paid EUR 101 million to resolve the
claims asserted by the authority related to UBS AG'’s potential
permanent establishment in Italy. In October 2019, the Judge of
Preliminary Investigations of the Milan Court approved an
agreement with the Milan prosecutor under Article 63 of Italian
Administrative Law 231 under which UBS AG, UBS Switzerland
AG and UBS Monaco have paid an aggregate of EUR 10.3
million to resolve claims premised on the alleged inadequacy of
historical internal controls. No admission of wrongdoing was
required in connection with this resolution.
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Consolidated financial statements

Note 21 Provisions and contingent liabilities (continued)

Our balance sheet at 31 December 2019 reflected provisions
with respect to matters described in this item 1 in an amount
that UBS believes to be appropriate under the applicable
accounting standard. As in the case of other matters for which
we have established provisions, the future outflow of resources
in respect of such matters cannot be determined with certainty
based on currently available information and accordingly may
ultimately prove to be substantially greater (or may be less) than
the provision that we have recognized.

2. Claims related to sales of residential mortgage-backed
securities and mortgages

From 2002 through 2007, prior to the crisis in the US residential
loan market, UBS was a substantial issuer and underwriter of US
residential mortgage-backed securities (RMBS) and was a
purchaser and seller of US residential mortgages. A subsidiary of
UBS, UBS Real Estate Securities Inc. (UBS RESI), acquired pools of
residential mortgage loans from originators and (through an
affiliate) deposited them into securitization trusts. In this
manner, from 2004 through 2007, UBS RESI sponsored
approximately USD 80 billion in RMBS, based on the original
principal balances of the securities issued.

UBS RESI also sold pools of loans acquired from originators to
third-party purchasers. These whole loan sales during the period
2004 through 2007 totaled approximately USD 19 billion in
original principal balance.

UBS was not a significant originator of US residential loans. A
branch of UBS originated approximately USD 1.5 billion in US
residential mortgage loans during the period in which it was
active from 2006 to 2008 and securitized less than half of these
loans.

Lawsuits related to contractual representations and
warranties concerning mortgages and RMBS: When UBS acted
as an RMBS sponsor or mortgage seller, it generally made
certain representations relating to the characteristics of the
underlying loans. In the event of a material breach of these
representations, UBS was in certain circumstances contractually
obligated to repurchase the loans to which the representations
related or to indemnify certain parties against losses. In 2012,
certain RMBS trusts filed an action in the US District Court for
the Southern District of New York seeking to enforce UBS RESI's
obligation to repurchase loans in the collateral pools for three
RMBS securitizations issued and underwritten by UBS with an
original principal balance of approximately USD 2 billion. In
July 2018, UBS and the trustee entered into an agreement under
which UBS will pay USD 850 million to resolve this matter. A
significant portion of this amount will be borne by other parties
that indemnified UBS. In January 2020, the settlement was
approved by the court. Proceedings to determine how the
settlement funds will be distributed to RMBS holders are
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ongoing. After giving effect to this settlement, UBS considers
claims relating to substantially all loan repurchase demands to
be resolved and believes that new demands to repurchase US
residential mortgage loans are time-barred under a decision
rendered by the New York Court of Appeals.

Mortgage-related requlatory matters: Since 2014, the US
Attorney’s Office for the Eastern District of New York has sought
information from UBS pursuant to the Financial Institutions
Reform, Recovery and Enforcement Act of 1989 (FIRREA),
related to UBS's RMBS business from 2005 through 2007. On
8 November 2018, the DOJ filed a civil complaint in the District
Court for the Eastern District of New York. The complaint seeks
unspecified civil monetary penalties under FIRREA related to
UBS's issuance, underwriting and sale of 40 RMBS transactions
in 2006 and 2007. UBS moved to dismiss the civil complaint on
6 February 2019. On 10 December 2019, the district court
denied UBS'’s motion to dismiss.

Our balance sheet at 31 December 2019 reflected a provision
with respect to matters described in this item 2 in an amount
that UBS believes to be appropriate under the applicable
accounting standard. As in the case of other matters for which
we have established provisions, the future outflow of resources
in respect of this matter cannot be determined with certainty
based on currently available information and accordingly may
ultimately prove to be substantially greater (or may be less) than
the provision that we have recognized.

3. Madoff

In relation to the Bernard L. Madoff Investment Securities LLC
(BMIS) investment fraud, UBS AG, UBS (Luxembourg) S.A. (now
UBS Europe SE, Luxembourg branch) and certain other UBS
subsidiaries have been subject to inquiries by a number of
regulators, including the Swiss Financial Market Supervisory
Authority (FINMA) and the Luxembourg Commission de
Surveillance du Secteur Financier. Those inquiries concerned two
third-party funds established under Luxembourg law,
substantially all assets of which were with BMIS, as well as
certain funds established in offshore jurisdictions with either
direct or indirect exposure to BMIS. These funds faced severe
losses, and the Luxembourg funds are in liquidation. The
documentation establishing both funds identifies UBS entities in
various roles, including custodian, administrator, manager,
distributor and promoter, and indicates that UBS employees
serve as board members.

In 2009 and 2010, the liquidators of the two Luxembourg
funds filed claims against UBS entities, non-UBS entities and
certain individuals, including current and former UBS employees,
seeking amounts totaling approximately EUR 2.1 billion, which
includes amounts that the funds may be held liable to pay the
trustee for the liquidation of BMIS (BMIS Trustee).



Note 21 Provisions and contingent liabilities (continued)

A large number of alleged beneficiaries have filed claims
against UBS entities (and non-UBS entities) for purported losses
relating to the Madoff fraud. The majority of these cases have
been filed in Luxembourg, where decisions that the claims in
eight test cases were inadmissible have been affirmed by the
Luxembourg Court of Appeal, and the Luxembourg Supreme
Court has dismissed a further appeal in one of the test cases.

In the US, the BMIS Trustee filed claims against UBS entities,
among others, in relation to the two Luxembourg funds and one
of the offshore funds. The total amount claimed against all
defendants in these actions was not less than USD 2 billion. In
2014, the US Supreme Court rejected the BMIS Trustee’s motion
for leave to appeal decisions dismissing all claims except those
for the recovery of approximately USD 125 million of payments
alleged to be fraudulent conveyances and preference payments.
In 2016, the bankruptcy court dismissed these claims against the
UBS entities. In February 2019, the Court of Appeals reversed
the dismissal of the BMIS Trustee’s remaining claims. In August
2019, the defendants, including UBS, filed a petition to the US
Supreme Court requesting that it review the Court of Appeals’
decision. The bankruptcy proceedings have been stayed pending
a decision with respect to the defendants’ petition.

4. Puerto Rico

Declines since 2013 in the market prices of Puerto Rico
municipal bonds and of closed-end funds (funds) that are sole-
managed and co-managed by UBS Trust Company of Puerto
Rico and distributed by UBS Financial Services Incorporated of
Puerto Rico (UBS PR) have led to multiple regulatory inquiries, as
well as customer complaints and arbitrations with aggregate
claimed damages of USD 3.4 billion, of which claims with
aggregate claimed damages of USD 2.4 billion have been
resolved through settlements, arbitration or withdrawal of the
claim. The claims have been filed by clients in Puerto Rico who
own the funds or Puerto Rico municipal bonds and/or who used
their UBS account assets as collateral for UBS non-purpose loans;
customer complaint and arbitration allegations include fraud,
misrepresentation and unsuitability of the funds and of the
loans.

A shareholder derivative action was filed in 2014 against
various UBS entities and current and certain former directors of
the funds, alleging hundreds of millions of US dollars in losses in
the funds. In 2015, defendants’ motion to dismiss was denied
and a request for permission to appeal that ruling was denied by
the Puerto Rico Supreme Court. In 2014, a federal class action
complaint also was filed against various UBS entities, certain
members of UBS PR senior management and the co-manager of
certain of the funds, seeking damages for investor losses in the
funds during the period from May 2008 through May 2014.
Following denial of the plaintiffs’ motion for class certification,
the case was dismissed in October 2018.

In 2014 and 2015, UBS entered into settlements with the
Office of the Commissioner of Financial Institutions for the
Commonwealth of Puerto Rico, the US Securities and Exchange
Commission (SEC) and the Financial Industry Regulatory
Authority in relation to their examinations of UBS’s operations.

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

Beginning in 2015, and continuing through 2017, certain
agencies and public corporations of the Commonwealth of
Puerto Rico (Commonwealth) defaulted on certain interest
payments on Puerto Rico bonds. In 2016, US federal legislation
created an oversight board with power to oversee Puerto Rico’s
finances and to restructure its debt. The oversight board has
imposed a stay on the exercise of certain creditors’ rights. In
2017, the oversight board placed certain of the bonds into a
bankruptcy-like proceeding under the supervision of a Federal
District Judge. These events, further defaults or any further
legislative action to create a legal means of restructuring
Commonwealth obligations or to impose additional oversight on
the Commonwealth’s finances, or any restructuring of the
Commonwealth’s obligations, may increase the number of
claims against UBS concerning Puerto Rico securities, as well as
potential damages sought.

In May 2019, the oversight board filed complaints in Puerto
Rico federal district court bringing claims against financial, legal
and accounting firms that had participated in Puerto Rico
municipal bond offerings, including UBS, seeking a return of
underwriting and swap fees paid in connection with those
offerings. UBS estimates that it received approximately USD 125
million in fees in the relevant offerings.

In August 2019 and February 2020, three US insurance
companies that insured issues of Puerto Rico municipal bonds
sued UBS and seven other underwriters of Puerto Rico municipal
bonds. The two actions seek recovery of an aggregate of USD
955 million in damages from the defendants. The plaintiffs in
these cases claim that defendants failed to reasonably
investigate financial statements in the offering materials for the
insured Puerto Rico bonds issued between 2002 and 2007,
which plaintiffs argue they relied upon in agreeing to insure the
bonds notwithstanding that they had no contractual relationship
with the underwriters.
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Consolidated financial statements

Note 21 Provisions and contingent liabilities (continued)

Our balance sheet at 31 December 2019 reflected provisions
with respect to matters described in this item 4 in amounts that
UBS believes to be appropriate under the applicable accounting
standard. As in the case of other matters for which we have
established provisions, the future outflow of resources in respect
of such matters cannot be determined with certainty based on
currently available information and accordingly may ultimately
prove to be substantially greater (or may be less) than the
provisions that we have recognized.

5. Foreign exchange, LIBOR and benchmark rates, and other
trading practices

Foreign exchange-related requlatory matters: Beginning in 2013,
numerous authorities commenced investigations concerning
possible manipulation of foreign exchange markets and precious
metals prices. In 2014 and 2015, UBS reached settlements with
the UK Financial Conduct Authority (FCA) and the US
Commodity Futures Trading Commission (CFTC) in connection
with their foreign exchange investigations, FINMA issued an
order concluding its formal proceedings relating to UBS's foreign
exchange and precious metals businesses, and the Board of
Governors of the Federal Reserve System (Federal Reserve Board)
and the Connecticut Department of Banking issued a Cease and
Desist Order and assessed monetary penalties against UBS AG.
In 2015, the DOJ's Criminal Division terminated the 2012
non-prosecution agreement with UBS AG related to UBS's
submissions of benchmark interest rates, and UBS AG pleaded
guilty to one count of wire fraud, paid a fine and was subject to
probation, which ended in early January 2020. In 2019 the
European Commission announced two decisions with respect to
foreign exchange trading. UBS was granted immunity by the
European Commission in these matters and therefore was not
fined. UBS has ongoing obligations to cooperate with these
authorities and to undertake certain remediation measures. UBS
has also been granted conditional immunity by the Antitrust
Division of the DOJ and by authorities in other jurisdictions in
connection with potential competition law violations relating to
foreign exchange and precious metals businesses. Investigations
relating to foreign exchange matters by certain authorities
remain ongoing notwithstanding these resolutions.

Foreign exchange-related civil litigation: Putative class actions
have been filed since 2013 in US federal courts and in other
jurisdictions against UBS and other banks on behalf of putative
classes of persons who engaged in foreign currency transactions
with any of the defendant banks. UBS has resolved US federal
court class actions relating to foreign currency transactions with
the defendant banks and persons who transacted in foreign
exchange futures contracts and options on such futures under a
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settlement agreement that provides for UBS to pay an aggregate
of USD 141 million and provide cooperation to the settlement
classes. Certain class members have excluded themselves from
that settlement and have filed individual actions in US and
English courts against UBS and other banks, alleging violations
of US and European competition laws and unjust enrichment.

In 2015, a putative class action was filed in federal court
against UBS and numerous other banks on behalf of persons
and businesses in the US who directly purchased foreign
currency from the defendants and alleged co-conspirators for
their own end use. In March 2017, the court granted UBS's (and
the other banks’) motions to dismiss the complaint. The plaintiffs
filed an amended complaint in August 2017. In March 2018, the
court denied the defendants’ motions to dismiss the amended
complaint.

In 2017, two putative class actions were filed in federal court
in New York against UBS and numerous other banks on behalf
of persons and entities who had indirectly purchased foreign
exchange instruments from a defendant or co-conspirator in the
US, and a consolidated complaint was filed in June 2017. In
March 2018, the court dismissed the consolidated complaint. In
October 2018, the court granted plaintiffs’ motion seeking leave
to file an amended complaint. In January 2020, UBS and 11
other banks agreed in principle with the plaintiffs to settle the
class action for a total of USD 10 million. The settlement is
subject to final documentation and court approval.

LIBOR and other benchmark-related regulatory matters:
Numerous government agencies, including the SEC, the CFTC,
the DOJ, the FCA, the UK Serious Fraud Office, the Monetary
Authority of Singapore, the Hong Kong Monetary Authority,
FINMA, various state attorneys general in the US and competition
authorities in various jurisdictions, have conducted investigations
regarding potential improper attempts by UBS, among others, to
manipulate LIBOR and other benchmark rates at certain times.
UBS reached settlements or otherwise concluded investigations
relating to benchmark interest rates with the investigating
authorities. UBS has ongoing obligations to cooperate with the
authorities with whom we have reached resolutions and to
undertake certain remediation measures with respect to
benchmark interest rate submissions. UBS has been granted
conditional leniency or conditional immunity from authorities in
certain jurisdictions, including the Antitrust Division of the DOJ
and the Swiss Competition Commission (WEKO), in connection
with potential antitrust or competition law violations related to
certain rates. However, UBS has not reached a final settlement
with WEKO, as the Secretariat of WEKO has asserted that UBS
does not qualify for full immunity.



Note 21 Provisions and contingent liabilities (continued)

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

USD LIBOR class and individual actions in the US: In 2013 and
2015, the district court in the USD LIBOR actions dismissed, in
whole or in part, certain plaintiffs’ antitrust claims, federal
racketeering claims, CEA claims, and state common law claims.
Although the Second Circuit vacated the district court's
judgment dismissing antitrust claims, the district court again
dismissed antitrust claims against UBS in 2016. Certain plaintiffs
have appealed that decision to the Second Circuit. Separately, in
2018, the Second Circuit reversed in part the district court’s
2015 decision dismissing certain individual plaintiffs’ claims and
certain of these actions are now proceeding. UBS entered into
an agreement in 2016 with representatives of a class of
bondholders to settle their USD LIBOR class action. The
agreement has received preliminary court approval and remains
subject to final approval. In 2018, the district court denied
plaintiffs’” motions for class certification in the USD class actions
for claims pending against UBS, and plaintiffs sought permission
to appeal that ruling to the Second Circuit. In July 2018, the
Second Circuit denied the petition to appeal of the class of
USD lenders and in November 2018 denied the petition of the
USD exchange class. In December 2019, UBS entered into an
agreement with representatives of the class of USD lenders to
settle their USD LIBOR class action. The agreement has received
preliminary court approval and remains subject to final approval.
In January 2019, a putative class action was filed in the District
Court for the Southern District of New York against UBS and
numerous other banks on behalf of US residents who, since
1 February 2014, directly transacted with a defendant bank in
USD LIBOR instruments. The complaint asserts antitrust claims.
The defendants moved to dismiss the complaint in August 2019.

Other benchmark class actions in the US: In 2014, the court
in one of the Euroyen TIBOR lawsuits dismissed certain of the
plaintiffs’ claims, including a federal antitrust claim, for lack of
standing. In 2015, this court dismissed the plaintiffs’ federal

racketeering claims on the same basis and affirmed its previous
dismissal of the plaintiffs” antitrust claims against UBS. In 2017,
this court also dismissed the other Yen LIBOR / Euroyen TIBOR
action in its entirety on standing grounds, as did the court in the
CHF LIBOR action. Also in 2017, the court in the EURIBOR
lawsuit dismissed the case as to UBS and certain other foreign
defendants for lack of personal jurisdiction. Plaintiffs in the other
Yen LIBOR, Euroyen TIBOR and the EURIBOR actions have
appealed the dismissals. In October 2018, the court in the SIBOR
/ SOR action dismissed all but one of plaintiffs’ claims against
UBS. Plaintiffs in the CHF LIBOR and SIBOR / SOR actions filed
amended complaints following the dismissals, and the courts
granted renewed motions to dismiss in July 2019 (SIBOR / SOR)
and in September 2019 (CHF LIBOR). Plaintiffs in both actions
have appealed. In November 2018, the court in the BBSW
lawsuit dismissed the case as to UBS and certain other foreign
defendants for lack of personal jurisdiction. Following that
dismissal, plaintiffs in the BBSW action filed an amended
complaint in April 2019, which UBS and other defendants
named in the amended complaint have moved to dismiss. In
February 2020, the court in the BBSW action granted in part and
denied in part defendants’ motions to dismiss the amended
complaint. The court dismissed the GBP LIBOR action in August
2019, and plaintiffs appealed the dismissal in September 2019.

Government bonds: Putative class actions have been filed since
2015 in US federal courts against UBS and other banks on behalf
of persons who participated in markets for US Treasury securities
since 2007. A consolidated complaint was filed in 2017 in the US
District Court for the Southern District of New York alleging that
the banks colluded with respect to, and manipulated prices of, US
Treasury securities sold at auction and in the secondary market
and asserting claims under the antitrust laws and for unjust
enrichment. Defendants’ motions to dismiss the consolidated
complaint are pending. Similar class actions have been filed
concerning European government bonds and other government
bonds.

UBS and reportedly other banks are responding to
investigations and requests for information from various
authorities regarding government bond trading practices. As a
result of its review to date, UBS has taken appropriate action.

Government sponsored entities (GSE) bonds: Starting in
February 2019, class action complaints were filed in the US District
Court for the Southern District of New York against UBS and
other banks on behalf of plaintiffs who traded GSE bonds. A
consolidated complaint was filed alleging collusion in GSE bond
trading between 1 January 2009 and 1 January 2016. In
December 2019, UBS and eleven other defendants agreed to
settle the class action for a total of USD 250 million. The
settlement is subject to court approval.
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Note 21 Provisions and contingent liabilities (continued)

With respect to additional matters and jurisdictions not
encompassed by the settlements and orders referred to above,
our balance sheet at 31 December 2019 reflected a provision in
an amount that UBS believes to be appropriate under the
applicable accounting standard. As in the case of other matters
for which we have established provisions, the future outflow of
resources in respect of such matters cannot be determined with
certainty based on currently available information and
accordingly may ultimately prove to be substantially greater (or
may be less) than the provision that we have recognized.

6. Swiss retrocessions

The Federal Supreme Court of Switzerland ruled in 2012, in a
test case against UBS, that distribution fees paid to a firm for
distributing third-party and intra-group investment funds and
structured products must be disclosed and surrendered to clients
who have entered into a discretionary mandate agreement with
the firm, absent a valid waiver.

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

The Supreme Court decision has resulted, and may continue
to result, in a number of client requests for UBS to disclose and
potentially surrender retrocessions. Client requests are assessed
on a case-by-case basis. Considerations taken into account when
assessing these cases include, among other things, the existence
of a discretionary mandate and whether or not the client
documentation contained a valid waiver with respect to
distribution fees.
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Our balance sheet at 31 December 2019 reflected a provision
with respect to matters described in this item 6 in an amount
that UBS believes to be appropriate under the applicable
accounting standard. The ultimate exposure will depend on
client requests and the resolution thereof, factors that are
difficult to predict and assess. Hence, as in the case of other
matters for which we have established provisions, the future
outflow of resources in respect of such matters cannot be
determined with certainty based on currently available
information and accordingly may ultimately prove to be
substantially greater (or may be less) than the provision that we
have recognized.

7. Securities transaction pricing and disclosure

UBS identified and reported to the relevant authorities instances
in which some Global Wealth Management clients booked in
Hong Kong and Singapore may have been charged
inappropriate spreads on debt securities transactions between
2008 and 2015. In November 2019, UBS AG entered into a
settlement with the Hong Kong Securities and Futures
Commission (SFC) under which it was reprimanded and fined
HKD 400 million (USD 51 million) and a settlement with the
Monetary Authority of Singapore (MAS) under which it was
fined SGD 11 million (USD 8.3 million). In addition, UBS has
commenced reimbursing affected customers an aggregate
amount equivalent to USD 47 million, including interest.

Our balance sheet at 31 December 2019 reflected a provision
with respect to the matter described in this item 7 in an amount
that UBS believes to be appropriate under the applicable
accounting standard.



Note 22 Other liabilities

a) Other financial liabilities measured at amortized cost

USD million 31.12.19 31.12.18
Other accrued expenses 1,928 2,192
s expenses ....................................................................................................................................................................................... 156 S 1544
o ngaccounts ............................................................................................................................................................................. 137 P 1486
e 394 Jr
L 9 00 .................. 1663
Total other financial liabilities measured at amortized cost 9,712 6,885

1 Relates to the adoption of IFRS 16 on 1 January 2019. Refer to Note 1 for more information.

b) Other financial liabilities designated at fair value

USD million 31.12.19 31.12.18
Financial liabilities related to unit-linked investment contracts 28,145 21,679

own Cf;’;.i/t (gain)/ loss

Other
Total other financial liabilities designated at fair value' 35,940 33,594

1 As of 31 December 2019 and 31 December 2018, the contractual redemption amount at maturity of other financial liabilities designated at fair value through profit or loss was not materially different from the
carrying amount.

¢) Other non-financial liabilities

USD million 31.12.19 31.12.18
Compensation-related liabilities 6,812 7,278

Total other non-financial liabilities 8,794 9,022

1 Includes liabilities for payroll taxes and untaken vacation.
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Consolidated financial statements

Additional information

Note 23 Expected credit loss measurement

a) Expected credit losses in the period

Total net credit loss expenses were USD 78 million in 2019,
reflecting net credit loss expenses of USD 100 million related to
credit-impaired (stage 3) positions, partly offset by USD 22
million of net releases in expected credit loss expense allowances
from stage 1 and 2 positions.

In the Investment Bank, increased stage 1 and 2 ECL
allowances and provisions recognized over the year primarily
related to loans and credit facilities originated during 2019 and
to changes in credit quality of existing assets, partly offset by a
change in the applied credit risk models. In Personal & Corporate

Banking and Global Wealth Management, ECL allowances and
provisions slightly decreased over the year, primarily attributable
to a minor improvement in book quality following continued
positive developments of selected economic input data.

Stage 3 net losses of USD 100 million were recognized across
a number of defaulted positions, mainly in Personal & Corporate
Banking (USD 44 million) and, to a lesser extent, in the
Investment Bank (USD 26 million) and Global Wealth
Management (USD 23 million).
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Note 23 Expected credit loss measurement (continued)

b) Changes to ECL models, scenarios, scenario weights and key inputs

Refer to Note 1a for information about the principles governing

ECL models, scenarios, scenario weights and key inputs applied.

In addition to the quarterly updates of market and behavioral

data, which are relevant input factors to the credit rating

methodology and the estimation of the probability of default

(PD) and the loss given default (LGD), one significant change

was applied to the models used to calculate ECLs for large

corporate clients in the Investment Bank. During 2019, the data
set was refreshed and aligned with the process applied to
regulatory stress testing in the US, which resulted in a net
release in expected credit loss expense allowances and provisions
from stage 1 and 2 positions of USD 20 million. For portfolios
where internal default data is insufficient for modeling purposes,

UBS relies on external data providers.

Four scenarios and the related macroeconomic factors were
reviewed in the fourth quarter of 2019 in light of the economic
and political conditions prevailing at year-end. The selection of
the three hypothetical scenarios remained essentially
unchanged, although the narrative of the severe downside
scenario was updated to include additional risks. The key aspects
of the narrative for the scenarios are summarized below.

— The baseline scenario assumes continued growth in all key
markets, albeit at a slower rate than in 2019. As a
consequence, unemployment rates are not expected to fall
noticeably, except in the US. Interest rates remain at low
levels in line with the central bank policies pursued in the
eurozone, Switzerland and in the US.

— The upside scenario assumes continued accommodative
central bank policies in developed economies and a gradual
decline of geopolitical and economic uncertainty. Underlying
macroeconomic conditions improve, and asset values increase
substantially.

— The mild downside scenario is based on a monetary policy
tightening assumption, implemented by major central banks
to deflate a potential asset price bubble, thus causing a mild
recession.

— The narrative for the severe downside scenario, which during
2019 focused primarily on developments in the eurozone, has
been broadened to cover a severe recessionary phase
affecting all major economies. A wide-ranging slowdown is
mainly caused by global trade tensions and debt sustainability
concerns in Europe. Trade and business confidence are
affected, being particularly felt in the key export markets for
Swiss industry.

In each quarter the bases to which scenario-specific forecasts
are applied, and the baseline forecast itself, were updated using
the most recently available information (key macroeconomic
data and relevant market indicators). The key forward-looking
macroeconomic variables applied to the four scenarios as of

31 December 2019 are summarized in the table on the
following page.

The determination of scenario weights is subject to the
process and governance outlined in Note 1a item 3g. An
econometric model is used to provide input into the scenario
weight assessment process. The model output gives a first
estimate of the probability that the GDP assumptions used for
each scenario materialize, according to the historically observed
deviations of GDP growth from trend growth. Since the
probability estimates produced by the model do not include an
assessment of the underlying economic or political causes,
management positions the model output into the context of
current conditions and future expectations, and applies
judgment in determining the final scenario weights. The reviews
during 2019 reflected the increasing probability of a weakening
economy in key markets, after a long spell of substantial
expansion, and the uncertainties about the influence that several
political developments with unforeseeable outcomes may have
on future growth. At year-end 2019, management reflected
these developments by giving more weight to the severe
downside scenario compared with 31 December 2018.

Non-linearity of credit losses in relation to macroeconomic
factors is usually most pronounced in portfolios that are most
sensitive to interest rates, especially in the areas of mortgage
loans to private clients and real estate financing. The mild
downside scenario therefore reflects a significant rise in interest
rates as a key component and is also particularly relevant for
credit risk management purposes.

As noted above, scenario weights are a reflection of risks
identified during management’s assessment of economic and
geopolitical risks and not a specific expectation that a particular
narrative with its defined macroeconomic factors (e.g., interest
rates) will materialize. Other scenarios for a mild downside with
less focus on interest rates would, however, not have been
representative of the potential asymmetry of loan losses in a
downturn. A more severe recession can be triggered by political
factors that cannot be modeled based on observed history; given
this consideration, the weight assigned to the severe downside
case was also based on management’s assessment of the
geopolitical risks that might affect all of our key markets and
portfolios.

31.12.19 31.12.18
Upside 7.5 10.0
Baseline 42.5 45.0
Mild downside 35.0 35.0
Severe downside 15.0 10.0
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Consolidated financial statements

Note 23 Expected credit loss measurement (continued)

One year Three years cumulative
Mild Severe Mild Severe
Key parameters Upside  Baseline downside downside Upside  Baseline downside downside

Real GDP growth (% change)

Switzerland 4.2 . (0.8) (7.0) 10.4 4.8 0.1)
Consumer price index (% change)

" Switzerland

Unemployment rate (change, percentage points)

Switzerland
Fixed income: 10-year government bonds (change in yields, basis points)

Single-Family Homes 4.5 0.1 (7.3) (15.2) 14.1 2.3 (15.8) (27.0)
O oAl St ( QaNgE) ettt ettt
... United States (S&P/Case-Shiller) e D2 40 4 00133 . 177 .06 019 (23.4)

Eurozone (House Price Index) 49 1.2 (1.2) (23.0) 15.4 2.2 (6.8)

c) Development of ECL allowances and provisions

The ECL allowances and provisions recognized in the period are - movements from a “maximum 12-month ECL"” to the
impacted by a variety of factors, such as: recognition of “lifetime ECLs” (and vice versa) following
— origination of new instruments during the period; transfers between stages 1 and 2;

— effect of passage of time as the ECLs on an instrument for — movements from stages 1 and 2 to stage 3 (credit-impaired
the remaining lifetime reduces (all other factors remaining the status) when default has become certain and probability of
same); default (PD) increases to 100% (or vice versa);

— discount unwind within ECLs as it is measured on a present — changes in credit risk and/or economic forecasting models or
value basis; updates to model parameters; and

— derecognition of instruments in the period; — foreign exchange translations for assets denominated in

— change in individual asset quality of instruments; foreign currencies and other movements.

— portfolio effect of updating forward-looking scenarios and
the respective weights;

392



Note 23 Expected credit loss measurement (continued)

The following table explains the changes in the ECL allowances and provisions for on- and off-balance sheet financial instruments
and other credit lines in scope of ECL requirements between the beginning and the end of the period due to the factors listed on the

previous page.

Development of ECL allowances and provisions

USD million Total Stage 1 Stage 2 Stage 3
Balance as of 31 December 2018 (1,054) (176) (183) (695)
ECL movements due to stage transfer! 0 (96) 103 (8)

of which: SME clients (64) 6 (17) (53)
Remeasurements without stage transfers? 73

Model and methodology changes® 26 17 9 0
Total ECL movements with profit or loss impact® (78) (4) 25 (100)
Other allowance and provision movements 105 (1) (2) 108
Write-offs / recoveries’ 130 0 0 130

Balance as of 31 December 2019 (1,029) (181) (160) (688)

1 Represents ECL allowances and provisions prior to ECL remeasurement due to stage transfer. 2 Represents the increase and decrease in allowances and provisions resulting from financial instruments (including
guarantees and facilities) that were newly originated, purchased or renewed and from the final derecognition of loans or facilities on their maturity date or earlier. 3 Represents the remeasurement between 12-
month and lifetime ECL due to stage transfers. 4 Represents the change in allowances and provisions related to changes in model inputs or assumptions, including changes in forward-looking macroeconomic
conditions, changes in the exposure profile, PD and LGD changes, and unwinding of the time value. 5 Represents the change in the allowances and provisions related to changes in models and methodologies.
Refer to Note 23b for more information. 6 Includes ECL movements due to stage transfers, ECL movements from new and derecognized transactions, book quality changes and model and methodology changes.
7 Represents the decrease in allowances and provisions resulting from write-offs of the ECL allowance against the gross carrying amount when all or part of a financial asset is deemed uncollectible or forgiven.
8 Represents reclassifications to Other assets measured at amortized cost. 9 Represents the change in allowances and provisions related to movements in foreign exchange rates.
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Note 23 Expected credit loss measurement (continued)

The following table explains the changes in the ECL allowances and provisions for Loans and advances to customers, Loans to
financial advisors and off-balance sheet financial instruments and other credit lines between the beginning and the end of the
period.

Development of ECL allowances and provisions

USD million Total Stage 1 Stage 2 Stage 3
Balance as of 1 January 2018 (1,117) (141) (193) (783)
ECL movements due to stage transfer! 0 (97) 95 2

of which: SME clients ] 7 (7) 0
Remeasurements without stage transfers? (73) 17 16 (106)

Model and methodology changes® (13) (2) (11) 0
Subtotal ECL movements with profit or loss impact® (104) (30) 1 (86)
Other allowance and provision movements 227 10 1 216
Write-offs / recoveries’ 200 1 0 199

Balance as of 31 December 2018 (1,002) (162) (180) (661)

1 Represents ECL allowances and provisions prior to ECL remeasurement due to stage transfer. 2 Represents the increase and decrease in allowances and provisions resulting from financial instruments (including
guarantees and facilities) that were newly originated, purchased or renewed and from the final derecognition of loans or facilities on their maturity date or earlier. 3 Represents the remeasurement between 12-
month and lifetime ECL due to stage transfers. 4 Represents the change in allowances and provisions related to changes in model inputs or assumptions, including changes in forward-looking macroeconomic
conditions, changes in the exposure profile, PD and LGD changes, and unwinding of the time value. 5 Represents the change in the allowances and provisions related to changes in models and methodologies.
6 UBS has restated ECL movements with profit or loss (P&L) impact to include ECL movements due to stage transfer. This aligns with a change in approach adopted in 2019 to allow for the total ECL P&L impacts by
stage to be disclosed, including ECL movements due to stage transfers, ECL movements from new and derecognized transactions, book quality changes, model and methodology changes and foreign exchange rates.
7 Represents the decrease in allowances and provisions resulting from write-offs of the ECL allowance against the gross carrying amount when all or part of a financial asset is deemed uncollectible or forgiven.
8 Represents reclassifications to Other assets measured at amortized cost. 9 Represents the change in allowances and provisions related to movements in foreign exchange rates.
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Note 23 Expected credit loss measurement (continued)

d) Maximum exposure to credit risk

The tables on the following pages provide the Group's
maximum exposure to credit risk for financial instruments
subject to ECL requirements and the respective collateral and
other credit enhancements mitigating credit risk for these classes
of financial instruments.

The maximum exposure to credit risk includes the carrying
amounts of financial instruments recognized on the balance
sheet subject to credit risk and the notional amounts for off-
balance sheet arrangements. Where information is available,

Maximum exposure to credit risk

collateral is presented at fair value. For other collateral, such as
real estate, a reasonable alternative value is used. Credit
enhancements, such as credit derivative contracts and
guarantees, are included at their notional amounts. Both are
capped at the maximum exposure to credit risk for which they
serve as security. The “Risk management and control” section of
this report describes management’s view of credit risk and the
related exposures, which can differ in certain respects from the
requirements of IFRS.

31.12.19
Collateral Credit enhancements Exposure to
credit risk
Maximum Cash Credit after collateral
exposure to collateral Collateralized Secured by Other derivative and credit
USD billion credit risk received by securities  real estate collateral’ Netting contracts  Guarantees enhancements

Financial assets measured at amortized cost on the
balance sheet

Other financial assets measured at amortized cost 23.0 0.1 .

Total financial assets measured at amortized cost 576.8 18.6 179.4 174.7 24.3 14.4 0.0 1.1 164.4
Financial assets measured at fair value through other

comprehensive income — debt 6.3 6.3
Total maximum exposure to credit risk reflected on the

balance sheet in scope of ECL 583.2 18.6 179.4 174.7 24.3 14.4 0.0 1.1 170.7

Guarantees® 18.1 1.0

ent:

Forward starting transactions, reverse repurchase and

3.0 0.1 1.7 2.5 9.8

securities borrowing agreements L T T A 0.0,
Committed unconditionally revocable credit lines 35.1 0.3 8.3 4.9 3.6 0.0 17.9
Total maximum exposure to credit risk not reflected on
the balance sheet, in scope of ECL 82.3 1.5 14.9 6.3 11.0 0.0 0.2 2.8 45.7
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Consolidated financial statements

Note 23 Expected credit loss measurement (continued)

Maximum exposure to credit risk (continued)

31.12.18
Collateral Credit enhancements Exposure to
credit risk
Maximum Cash Credit after collateral
exposure to collateral Collateralized  Secured by Other derivative and credit
USD billion credit risk received by securities  real estate  collateral’ Netting contracts  Guarantees enhancements

Financial assets measured at amortized cost on the

Other financial assets measured at amortized cost 22.6 0.1 0.4 0.0 1.1 20.9
Total financial assets measured at amortized cost 587.1 17.2 197.4 167.2 19.9 14.5 0.0 1.2 169.8
Financial assets measured at fair value through other

comprehensive income — debt 6.7 6.7
Total maximum exposure to credit risk reflected on the

balance sheet in scope of ECL 593.8 17.2 197.4 167.2 19.9 14.5 0.0 1.2 176.5
Guarantees® 18.1 1.3 2.5 0.1 1.2 2.7 10.2
Loan commitments® 31.2 0.4 2.8 1.5 5.7 0.2 0.7 19.8
Forward starting transactions, reverse repurchase and
securities borrowing agreements 0 N Vi
Committed unconditionally revocable credit lines 36.6 1.1 6.5 4.2 3.9 21.0
Total maximum exposure to credit risk not reflected on

the balance sheet, in scope of ECL 86.8 2.8 12.7 5.8 10.8 0.0 0.2 3.4 51.0

1 Includes but is not limited to life insurance contracts, inventory, mortgage loans, gold and other commodities. 2 Loans and advances to banks include amounts held with third-party banks on behalf of clients.
The credit risk associated with these balances may be borne by those clients. 3 Included within Cash collateral receivables on derivative instruments are margin balances due from exchanges or clearing houses.
Some of these margin balances reflect amounts transferred on behalf of clients who retain the associated credit risk. 4 The amount shown in the “Netting” column represents the netting potential not recognized
on the balance sheet. Refer to Note 25 for more information. 5 Collateral arrangements generally incorporate a range of collateral, including cash, securities, property and other collateral. & The amount shown in
the “Guarantees” column largely relates to sub-participations. Refer to Note 34 for more information.
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Note 23 Expected credit loss measurement (continued)

e) Financial assets subject to credit risk by rating category

The table below shows the credit quality and the maximum
exposure to credit risk based on the Group's internal credit
rating system and year-end stage classification. With the
transition to IFRS 9, the credit risk rating reflects the Group's
assessment of the probability of default of individual
counterparties, prior to substitutions. The amounts presented
are gross of impairment allowances.
—s Refer to the “Risk management and control” section of this
report for more details regarding the Group’s internal grading
system

Financial assets subject to credit risk by rating category

USD million 31.12.19
Net carrying
amount
Credit- Total gross (maximum
impaired carrying ECL exposure to
Rating category! 0-1 2-3 45 6-8 9-13 (defaulted) ~ amount allowances credit risk)
Financial assets measured at amortized cost
Cash and balances at central banks 105,195 1,873 0 0 0 0 107,068 0 107,068
of which: stage 1 105,195 1,873 0 0 0 0 107,068 0 107,068
Loans and advances to banks 309 9,832 1,326 687 298 1 12,454 (6) 12,447
of which: stage 1 309 9832 1,326 677 228 0 12,371 4) 12,367
s afwﬁ/cﬁstagez ........................................................................... e P R s S e (/) .................... o
R stage L S R e G s s s ( 5 ) ...................... 5
Receivables from securities financing transactions 21,089 16,889 14,366 28,815 3,088 0 84,246 (2) 84,245
of which: stage 1 21,089 16889 14366 28815 3088 0 84,246 2) 84,245
Cash collateral receivables on derivative instruments 4,899 10,553 5,033 2,765 39 0 23,289 0 23,289
of which: stage 1 4899 10,553 5033 2,765 39 0 23,289 0 23,289
Loans and advances to customers 1,744 174,982 59,240 70,528 18,748 2,308 327,550 (764) 326,786
of which: stage 1 1,744 174328 56,957 62435 14117 0 309587 (82) 309,499
s ofWﬁ/c/zsz‘ageZ ........................................................................... p— ; 552283 ........ 8 o 4637 .................... — : 555/(723)/5538
s ofWﬁxc/zsfagea’ ........................................................................... S — e R e 2 e 2308(559)7749
Other financial assets measured at amortized cost 13,031 1,560 390 7,158 312 672 23,123 (143) 22,980
of which: stage 1 13,037 1,549 381 6,747 280 0 21,988 (35) 21,953
s ofWﬁ/c/zsz‘ageZ ........................................................................... R e G s et s (/3)45/
R 5z‘age3 ........................................................................... S R e e s o o (95)576
Total financial assets measured at amortized cost 146,267 215,690 80,354 109,952 22,485 2,981 577,730 (915) 576,815
On-balance sheet financial instruments
Financial assets measured at FVOCI — debt instruments 5,854 450 0 41 0 0 6,345 0 6,345
Total on-balance sheet financial instruments 152,120 216,139 80,354 109,994 22,485 2,981 584,075 (915) 583,159

1 Refer to the “Internal UBS rating scale and mapping of external ratings” table in the “Risk management and control” section of this report for more information on rating categories.
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Note 23 Expected credit loss measurement (continued)

Off-balance sheet positions subject to expected credit loss by rating category

USD million 31.12.19
Total carrying
amount
Credit- (maximum
impaired  exposure to
Rating category! 0-1 23 4-5 6-8 9-13 (defaulted) credit risk)  ECL provision
Off-balance sheet financial instruments
Guarantees 857 4,932 6,060 5,450 761 82 18,142 (42)
of which. stage 1 857 4931 6,048 5218 704 0 17,757 8)
of which. stage 3 0 0 0 0 0 82 82 (33)
Irrevocable loan commitments 2,548 10,068 4,862 5,859 4,160 50 27,547 (35)
[ 2,548 10,068 4862 5722 3878 0 27,078 (30)
of which. stage 3 0 0 0 0 0 50 50 0
Forward starting reverse repurchase and securities borrowing agreements 0 672 50 936 0 0 1,657 0
Total off-balance sheet financial instruments 3,405 15,672 10,972 12,245 4,922 132 47,347 (77)
Other credit lines
Committed unconditionally revocable credit lines 632 12,459 6,231 7,169 8,554 46 35,092 (34)
of which: stage 1 628 12422 6,120 6,789 7,889 0 33,848 (17)

of which. stage 3 0 0 0 0 0 4 4 0

Total other credit lines 657 13,858 7,101 7,801 8,913 50 38,381 (37)

1 Refer to the “Internal UBS rating scale and mapping of external ratings” table in the “Risk management and control” section of this report for more information on rating categories.
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Note 23 Expected credit loss measurement (continued)

Financial assets subject to credit risk by rating category

USD million 31.12.18
Net carrying
amount
Credit- Total gross (maximum
impaired carrying ECL exposure to
Rating category’ 0-1 2-3 4-5 6-8 9-13 (defaulted) amount allowances credit risk)
Financial assets measured at amortized cost
Cash and balances at central banks 103,635 4,735 0 0 0 0 108,370 0 108,370
of which: stage 1 103,635 4,735 0 0 0 0 108370 0 108,370
Loans and advances to banks 829 13,462 1,347 927 307 3 16,875 7) 16,868
of which: stage 1 829 13,462 1,347 763 268 0 16,669 4) 16,666
s ofWﬁ/cﬁsfageZ .................................................................... e e R e 390203(7) ................... s
..... ofWﬁ/cfzsfage.?OOOOUJj’(J)
Receivables from securities financing transactions 29,065 24,653 13,602 26,865 1,165 0 95,350 2) 95,349
of which: stage 1 29,065 24653 13,602 26,865 1,165 0 95350 2) 95,349
Cash collateral receivables on derivative instruments 5,136 10,042 5,282 3,040 101 0 23,601 0 23,602
of which: stage 1 5136 10,042 5282 3,040 101 0 23,601 0 23,602
Loans and advances to customers 3,642 172,742 52,566 73,863 16,014 2,297 321,124 (772) 320,352
of which. stage 1 3621 172,002 49277 62,305 11,117 0 298316 (69) 298,248

of which: stage 3

Total financial assets measured at amortized cost 155,716 226,310 73,110 112,155 17,861 2,886 588,039 (937) 587,104
On-balance sheet financial instruments

Financial assets measured at FVOCI — debt instruments 3,889 2,702 0 76 0 0 6,667 0 6,667
Total on-balance sheet financial instruments 159,605 229,012 73,110 112,231 17,861 2,886 594,706 (937) 593,771

1 Refer to the “Internal UBS rating scale and mapping of external ratings” table in the “Risk management and control” section of this report for more information on rating categories.
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Note 23 Expected credit loss measurement (continued)

Off-balance sheet positions subject to expected credit loss by rating category

USD million 31.12.18
Total carrying
amount
Credit- (maximum
impaired  exposure to
Rating category’ 0-1 2-3 4-5 6-8 9-13 (defaulted) credit risk)  ECL provision
Off-balance sheet financial instruments
Guarantees 979 6,673 3,859 5,415 1,006 215 18,147 (43)
of which. stage 1 978 6,670 3,849 5012 811 17,320 (7)
of which. stage 3 0 0 0 0 215 215 (34)
Irrevocable loan commitments 2,088 11,667 6,519 6,479 4,404 55 31,212 (37)
[ 2088 11,667 6519 6,296 4,019 7 30,590 (32)
of which. stage 3 0 0 0 0 53 53 0
Forward starting reverse repurchase and securities borrowing agreements 25 510 150 251 0 0 936 0
Total off-balance sheet financial instruments 3,092 18,850 10,528 12,145 5,410 270 50,295 (80)
Other credit lines
Committed unconditionally revocable credit lines 776 10,899 5,282 11,499 8,084 93 36,633 (35)
of which: stage 1 768 10871 5152 10727 7,603 35121 (19)

of which. stage 3 0 0 0 2] 21 0

Total other credit lines 803 12,245 6,171 12,401 8,238 114 39,972 (36)

1 Refer to the “Internal UBS rating scale and mapping of external ratings” table in the “Risk management and control” section of this report for more information on rating categories.
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Note 23 Expected credit loss measurement (continued)

f) Credit-impaired financial instruments at amortized cost

The credit risk in the Group’s portfolio is actively managed by
taking collateral against exposures and by utilizing credit
hedging. Collateral held against credit-impaired loan exposures
(stage 3) mainly consisted of real estate and securities. It is the
Group's policy to dispose of foreclosed real estate as soon as
practicable. The carrying amount of foreclosed property
recorded in our balance sheet at the end of 2019 and 2018

amounted to USD 86 million and USD 60 million, respectively.
The firm seeks to liquidate collateral held in the form of financial
assets expeditiously and at prices considered fair. This may
require us to purchase assets for our own account, where
permitted by law, pending orderly liquidation. Financial assets
that are credit-impaired and related collateral held in order to
mitigate potential losses are shown in the table below.

UsD million 31.12.19
Gross carrying Allowance for Collateral / credit
amount expected credit losses  Net carrying amount enhancements
Loans and advances to banks 1 (1) 0 0

Other financial assets measured at amortized cost 672 (95) 576 22
Total credit-impaired financial assets measured at amortized cost 2,9811 (655)" 2,326 1,720
Guarantees 82 (33) 10

Irrevocable committed prolongation of existing loans

Total off-balance sheet financial instruments and other credit lines

182! (33)! 27

1 Under IFRS 9, adopted on 1 January 2018, an instrument is classified as credit-impaired if the counterparty is defaulted, and/or the instrument is purchased or originated credit-impaired and includes credit-
impaired exposures for which no loss has occurred or no allowance has been recognized (e.g., because they are expected to be fully recoverable through the collateral held).

USD million

31.12.18

Collateral / credit
enhancements

Gross carrying Allowance for

amount expected credit losses  Net carrying amount

Loans and advances to banks

Other financial assets measured at amortized cost

3

Total credit-impaired financial assets measured at amortized cost

Guarantees

Irrevocable committed prolongation of existing loans

22 0 0

Total off-balance sheet financial instruments and other credit lines

383! (34)! 102

1 Under IFRS 9, adopted on 1 January 2018, an instrument is classified as credit-impaired if the counterparty is defaulted, and/or the instrument is purchased or originated credit-impaired and includes credit-
impaired exposures for which no loss has occurred or no allowance has been recognized (e.g., because they are expected to be fully recoverable through the collateral held).
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Note 23 Expected credit loss measurement (continued)

g) Sensitivity information

As outlined in Note 1a, ECL estimates involve significant
uncertainties at the time they are made.

ECL model

The models applied to determine point in time probability of
default (PD) and loss given default (LGD) rely on market and
statistical data, which have been found to correlate well with
historically observed defaults in sufficiently homogeneous
segments. The risk sensitivities for each of the IFRS 9 reporting
segments to such factors have been summarized in Note 10.

Emerging new systematic risk factors may not be sufficiently
taken into account by existing models and may affect the
responsiveness thereof to a changing environment. This risk is
deemed to be immaterial and is monitored through regular
model review processes. It is deemed to be of less importance
in particular for the large books of mortgage loans, where risk
drivers tend to be stable.

Statistically derived models, which perform well on a
reasonably sized and homogeneous portfolio, may show
weakness in smaller-sized sub-portfolios, for which other or
differently weighted factors may be more relevant criteria.
Where risk experts conclude that the output of a general model
is not in line with what they would have expected for a specific
portfolio segment, and that this would be material for ECL, the
use of overlays would be recommended, based on management
judgment.

ECL estimations for segments where the PD is homogeneous,
but the credit exposure is not, may prove to be inaccurate —
even though all parameters have been accurately predicted — as

the actual amount of loss depends on the exposure of the
position that defaulted. This observation is less relevant for
retail-type portfolios with smaller individual exposures from
mortgage loans or financing of small and medium-sized
corporate clients (SME), but may become important for the large
corporate client portfolios in the Investment Bank and Personal
& Corporate Banking.

Forward-looking scenarios

Depending on the scenario selection and related macro-
economic assumptions for the risk factors, the components of
the relevant weighted average ECL change. This is particularly
relevant for interest rates, which can take both directions under
a given growth assumption (for example, low growth with high
interest rates in a stagflation scenario, versus low growth and
falling interest rates in a recession). Management will look for
scenario narratives that reflect the key risk drivers of a credit
portfolio.

As forecasting models are complex, due to the combination
of multiple factors, simple what-if analyses involving a change of
individual parameters do not necessarily provide realistic
information on the exposure of segments to changes in the
macroeconomy. Portfolio-specific analyses based on their key
risk factors would also not be meaningful, as potential
compensatory effects in other segments would be ignored. The
table below indicates some sensitivities to ECLs if a key
macroeconomic variable for the forecasting period is amended
across all scenarios with all other factors remaining unchanged.

Potential effect on stage 1 and stage 2 positions from changing key parameters as at 31 December 2019

USD million

Baseline

Upside Mild downside  Severe downside ~ Weighted average

Change in key parameters

+1.00%

Unemployment rate (absolute change)
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Note 23 Expected credit loss measurement (continued)

Sensitivities at a Group level can be more meaningfully
assessed in the context of coherent scenarios with consistently
developed macroeconomic factors. The table on the previous
page outlines favorable and unfavorable effects based on
reasonably possible alternative changes to the economic
conditions on ECL for stage 1 and stage 2 positions by disclosing
for each scenario (see item b in this Note) and material portfolio
the corresponding ECL output. The effect of applying scenarios
is not linear across the portfolio, with a significant impact
observed in the mortgage loan books, as the potential effect of
rising interest rates manifests itself in the mild downside
scenario, while high unemployment rates combined with a
marked correction of house prices contribute to high expected
losses in the severe downside scenario.

The forecasting horizon is limited to three years, with a
model-based mean reversion of PD and LGD assumed
thereafter. Changes to these timelines may have an effect on
ECLs: depending on the cycle, a longer or shorter forecasting
horizon will lead to different annualized lifetime PD and
average LGD estimations. This is currently not deemed to be
material for UBS, as a large proportion of loans, including
mortgages in Switzerland, have maturities that are within the
forecasting horizon.

Scenario weights
ECL is sensitive to changing scenario weights, in particular if
narratives and parameters are selected that are not close to the
baseline scenario, highlighting the non-linearity of credit losses.
As shown in the table on the bottom of this page, the ECL for
stage 1 and stage 2 positions would have been USD 234 million
(31 December 2018: USD 237 million) instead of USD 341
million (31 December 2018: USD 359 million) if ECL had been
determined solely on the baseline scenario. The weighted
average ECL therefore amounts to 149% (31 December 2018:
152%) of the baseline value.

Stage allocation and SICR

The determination of what constitutes a significant increase in
credit risk (SICR) is based on management judgment as
explained in Note 1a. Changing the SICR trigger will have a
direct effect on ECLs, as more or fewer positions would be
subject to lifetime ECLs under any scenario.

The relevance of the SICR trigger on overall ECL is
demonstrated in the table below with the indication that the
ECL for stage 1 and stage 2 positions would have been USD 713
million if all non-impaired positions across the portfolio had
been measured for lifetime ECLs irrespective of their actual SICR
status.

Maturity profile

The maturity profile of the assets is an important driver for
changes in ECL due to transfers to stage 2. The current maturity
profile of most lending books is relatively short; hence a
movement to stage 2 may have a limited effect on ECLs.
A significant portion of our lending to SMEs is documented
under frame credit agreements, which allow for various forms of
utilization but are unconditionally cancelable by UBS at any time.
The relevant maturity for drawings under such agreements with
a fixed maturity is the respective term, or a maximum of 12
months in stage 1. For unused credit lines and all drawings that
have no fixed maturity (e.g., current accounts), UBS generally
applies a 12-month maturity from the reporting date, given the
credit review policies, which require either continuous
monitoring of key indicators and behavioral patterns for smaller
positions or an annual formal review for any other limit. The
ECLs for these products is sensitive to shortening or extending
the maturity assumption.

Potential effect on stage 1 and stage 2 positions from changing scenario weights or moving to a ECL lifetime calculation as at 31 December 2019

Actual ECL allowances
and provisions (as per

Pro forma ECL
allowances and
provisions, assuming
all positions being

Note 10) Pro forma ECL allowances and provisions, assuming application of 100% weighting subject to lifetime ECL
Scenarios Weighted average Baseline Upside Mild downside Severe downside Weighted average
USD million, except where in % of in % of in % of in % of in % of in % of
Indlicated ECL  baseline ECL  baseline ECL baseline ECL  baseline ECL baseline ECL  baseline
Segmentation

Private dlients with mortgages B 298 e 32 100 e LI . 107.......... 336, e 179 e %2 A 646,
Realestate financing L 163 e 32 e L 28 e LT G 17D e 128 e 2B8 82 e 2l
Large coporateclients .38 .. = O 32 [ . R . e e o L 2
SMECNTS e L [P A e 100 B2 I I 121 T 1A R 205
Other segments 113 127 90 100 78 87 126 140 166 185 252 283

Total 341 149 234 100 203 87 387 166 646 276 713 312
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Note 24 Fair value measurement

This Note provides fair value measurement information for both
financial and non-financial instruments and is structured as
follows:

a) Valuation principles

b) Valuation governance

c) Fair value hierarchy

d) Valuation adjustments

a) Valuation principles

e) Transfers between Level 1 and Level 2

f) Level 3 instruments: valuation techniques and inputs

g) Level 3 instruments: sensitivity to changes in unobservable
input assumptions

h) Level 3 instruments: movements during the period

i) Maximum exposure to credit risk for financial instruments
measured at fair value

) 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 advantageous market, in the absence of a principal
market) as of the measurement date. In measuring fair value,
the Group uses 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 accordance with IFRS. The fair value
hierarchy is based on the transparency of inputs to the valuation
of an asset or liability as of the measurement. In certain cases,
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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
identical 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.



Note 24 Fair value measurement (continued)

Fair values are determined using quoted prices in active
markets for identical assets or liabilities, where available. 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 multiplied 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
valuation technique, including pricing models. Valuation
techniques involve the use of estimates, the extent of which
depends on the complexity of the instrument and the availability
of market-based data. Valuation adjustments may be made to
allow for additional factors, including model, liquidity, credit and
funding risks, which are not explicitly captured within the
valuation technique, but which would nevertheless be
considered by market participants when establishing a price. The
limitations inherent in a particular valuation technique are
considered in the determination of an asset or liability’s
classification within the fair value hierarchy.

Many cash instruments and over-the-counter (OTC) derivative
contracts have bid and offer prices that can be observed in the
marketplace. Bid prices reflect the highest price that a party is

b) Valuation governance

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 measured at a bid price and short positions at
an offer price, reflecting the prices at which the instruments
could be transferred under normal market conditions. Offsetting
positions in the same financial instrument are marked at the
mid-price within the bid—offer spread.

Generally, the unit of account for a financial instrument is the
individual instrument, and UBS applies valuation adjustments at
an individual instrument level, consistent with that unit of
account. However, if certain conditions are met, UBS may
estimate the fair value of a portfolio of financial assets and
liabilities with substantially similar and offsetting risk exposures
on the basis of the net open risks.

For transactions where the valuation technique used to
measure fair value requires significant inputs that are not based
on observable market data, the financial instrument is initially
recognized at the transaction price. This initial recognition
amount may differ from the fair value obtained using the
valuation technique. Any such difference is deferred and not
recognized in the income statement and referred to as deferred
day-1 profit or loss.

— Refer to Note 24d for more information

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 from risk and finance control
functions. Responsibility for the ongoing measurement of
financial and non-financial instruments at fair value resides with
the business divisions. In carrying out their valuation
responsibilities, the businesses are required to consider the
availability and quality of external market data and to provide
justification and rationale for their fair value estimates.

Fair value estimates are validated by risk and finance control
functions, which are independent of the business divisions.
Independent price verification is performed by Finance through
benchmarking the business divisions’ fair value estimates with
observable market prices and other independent sources.
Controls and a governance framework are in place and are
intended to ensure the quality of third-party pricing sources
where used. For instruments where valuation models are used to
determine fair value, independent valuation and model control
groups within Finance and Risk Control evaluate UBS’s models
on a regular basis, including valuation and model input
parameters as well as pricing. As a result of the valuation
controls employed, valuation adjustments may be made to the
business divisions’ estimates of fair value to align with
independent market data and the relevant accounting standard.

— Refer to Note 24d for more information
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Consolidated financial statements

Note 24 Fair value measurement (continued)

¢) Fair value hierarchy

The table below provides the fair value hierarchy classification of  including significant valuation inputs and assumptions used, and
financial and non-financial assets and liabilities measured at fair  the factors determining their classification within the fair value
value. The narrative that follows describes the different product hierarchy.

types, valuation techniques used in measuring their fair value,

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

31.12.19 31.12.18
USD million Level 1 Level 2 Level 3 Total Llevel 1 Level2  Level 3 Total
Finandial assets measured at fair value On @ r@CUIIiNg Dasis e
Financial assets at fair value held for trading 113,634 12,068 1,812 127,514 88,452 13,956 1,962 104,370

of which:
Equity instruments

Brokerage receivables 0 18,007 0 18,007 0 16,840 0 16,840

Financial assets at fair value not held for trading 40,608 39,373 3,963 83,944 40,204 38,073 4,413 82,690

Financial assets measured at fair value through other comprehensive income 1,906 4,439 [1] 6,345 2,319 4,347 0 6,667
of which:

Precious metals and other physical commodities 4,597 0 0 4,597 4,298 0 0 4,298

Non-financial assets measured at fair value on a non-recurring basis

Other non-financial assets? 0 0 199 199 0 82 0 82

Total assets measured at fair value 161,101 194,110 7,237 362,448 136,026 197,331 7,800 341,156
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Note 24 Fair value measurement (continued)

Determination of fair values from quoted market prices or valuation techniques (continued)’
31.12.19 31.12.18
USD million Level 1 Level 2 Level 3 Total Level T Level2  Level 3 Total

Derivative financial instruments 385 118,498 1,996 120,880 580 122,933 2,210 125,723

.ot

Brokerage payables designated at fair value 0 37,233 0 37,233 0 38,420 0 38,420
Debt issued designated at fair value 0 56,943 9,866 66,809 0 46,074 10,957 57,031
Other financial liabilities designated at fair value 0 35,119 822 35,940 0 32,569 1,025 33,594

of which:

Over-the-counter debt instruments

Total liabilities measured at fair value 26,176 252,518 12,759 291,452 24,986 244,465 14,260 283,711
1 Bifurcated embedded derivatives are presented on the same balance sheet lines as their host contracts and are not included in this table. The fair value of these derivatives was not material for the periods
presented. 2 Fair value hierarchy information for Financial assets for unit-linked investment contracts in the comparative period has been restated, resulting in an increase in Level 1 assets of USD 4,746 million as
of 31 December 2018, with a corresponding decrease in Level 2 assets. 3 Other non-financial assets primarily consist of properties and other non-current assets held for sale, which are measured at the lower of
their net carrying amount or fair value less costs to sell.
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Note 24 Fair value measurement (continued)

Valuation techniques

Valuation techniques are used to value positions for which a
market price is not available from active market sources. This
includes certain 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 determining the fair value of financial and non-financial
instruments that are not actively traded and quoted. The most
frequently applied 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 discount
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
adjustments for differences between the characteristics of the
observed instrument and the instrument being valued.

Option pricing models incorporate assumptions regarding the
behavior of future price movements of an underlying referenced
asset or assets to generate a probability-weighted future
expected payoff for the option. The resulting probability-
weighted expected payoff is then discounted using discount
factors generated from industry standard yield curve modeling
techniques and models. The option pricing model may be
implemented using a closed-form analytical formula or other
mathematical techniques (e.g., binomial tree or Monte Carlo
simulation).

Where available, valuation techniques use market-observable
assumptions and inputs. If such data is not available, inputs may
be derived by reference to similar assets in active markets, from
recent prices for comparable transactions or from other
observable market data. In such cases, the inputs selected are
based on historical experience and practice for similar or
analogous instruments, derivation of input levels based on
similar products with observable price levels and knowledge of
current market conditions and valuation approaches.

For more complex instruments, fair values may be estimated
using a combination 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 services. UBS also uses internally developed
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models, which are typically 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
correlation. Refer to Note 24f for more information. The discount
curves used by the Group incorporate the funding and credit
characteristics of the instruments to which they are applied.

Financial instruments excluding derivatives: product
description, valuation and classification in the fair value
hierarchy

Government bills and bonds

Product description: government bills and bonds include fixed-
rate, floating-rate and inflation-linked bills and bonds issued by
sovereign governments.

Valuation: these instruments are generally valued using prices
obtained directly from the market. Instruments that cannot be
priced directly using active-market data are valued using
discounted cash flow valuation techniques that incorporate
market data for similar government instruments.

Fair value hierarchy: government bills and bonds are generally
traded in active markets with prices that can be obtained directly
from these markets, resulting in classification as Level 1, while
the remaining positions are classified as Level 2 and Level 3.

Corporate and municipal bonds

Product description: corporate bonds include senior, junior and
subordinated debt issued by corporate entities. Municipal bonds
are issued by state and local governments. While most
instruments are standard fixed- or floating-rate securities, some
may have more complex coupon or embedded option features.

Valuation: corporate and municipal bonds are generally
valued using prices obtained directly from the market for the
security, or similar securities, adjusted for seniority, maturity and
liquidity. When prices are not available, instruments are valued
using discounted cash flow valuation techniques incorporating
the credit spread of the issuer or similar issuers. For convertible
bonds where no directly comparable price is available, issuances
may be priced using a convertible bond model.

Fair value hierarchy: corporate and 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 pricing information available and also cannot be
referenced to other securities issued by the same issuer.
Therefore, such instruments are measured based on price levels
for similar issuers adjusted for relative tenor and issuer quality.

Traded loans and loans designated at fair value

Product description: these instruments include fixed-rate loans,
corporate loans, recently originated commercial real estate loans
and contingent lending transactions.



Note 24 Fair value measurement (continued)

Valuation: loans are valued directly using market prices that
reflect recent transactions or quoted dealer prices, where
available. Where no market price data is available, loans are
valued by relative value benchmarking using pricing derived
from debt instruments in comparable entities or different
products in the same entity, or by using a credit default swap
valuation technique, which requires inputs for credit spreads,
credit recovery rates and interest rates. Recently originated
commercial real estate loans are measured using a securitization
approach based on rating agency guidelines. The valuation of
the contingent lending transactions is 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.

Fair value hierarchy: instruments with suitably deep and liquid
pricing information are classified as Level 2, while any positions
requiring the use of valuation techniques, or for which the price
sources have insufficient trading depth, are classified as Level 3.

Investment fund units

Product description: investment fund units are pools of assets,
generally equity instruments and bonds, broken down to
redeemable units.

Valuation: investment fund wunits are predominantly
exchange-traded, with readily available quoted prices in liquid
markets. Where market prices are not available, fair value may
be measured using net asset values (NAVs), taking into account
any restrictions imposed upon redemption.

Fair value hierarchy: listed units are classified as Level 1,
provided there is sufficient trading activity to justify active-
market classification, while other positions are classified as
Level 2. Positions for which NAVs are not available or that are
not redeemable at the measurement date or shortly thereafter
are classified as Level 3.

Asset-backed securities
Product description: asset-backed securities (ABS) include
residential mortgage-backed securities (RMBS), commercial
mortgage-backed  securities (CMBS), collateralized debt
obligations (CDO) and other ABS and are instruments generally
issued through the process of securitization of underlying
interest-bearing assets.

Valuation: for liquid securities, the valuation process will use
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. Inputs to discounted expected cash flow
techniques include asset prepayment rates, discount margin or
discount yields and asset default and recovery rates.

Fair value hierarchy: RMBS, CMBS and other ABS are
generally classified as Level 2. However, if significant inputs are
unobservable, or if market or fundamental data is not available,
they are classified as Level 3.

Auction rate securities
Product description: auction rate securities (ARS) are debt or
preferred equity securities that have interest rates that are reset
through a periodic auction and, in the event of a failed auction,
to a maximum rate as defined by each deal’s prospectus. ARS
are generally structured as bonds with long-term maturities (20—
30 years) or preferred shares (issued by closed-end funds).

Valuation: ARS are valued using market prices that reflect
recent transactions after applying an adjustment for trade size or
quoted dealer prices, where available.

Fair value hierarchy: suitably deep and liquid pricing
information is generally not available for ARS. As a result, these
securities are classified as Level 3.

Equity instruments
Product description: equity instruments include stocks and
shares, private equity positions and units held in hedge funds.

Valuation: listed equity instruments are generally valued using
prices obtained directly from the market. Unlisted equity
holdings, including private equity positions, are initially marked
at their transaction price and are revalued when reliable
evidence of price movement becomes available or when the
position is deemed to be impaired. Fair value for units held in
hedge funds is measured based on their published NAVs, taking
into account any restrictions imposed upon redemption.

Fair value hierarchy: the majority of equity securities are
actively traded on public stock exchanges where quoted prices
are readily and regularly available, resulting in Level 1
classification. Units held in hedge funds are classified as Level 2,
except for positions for which published NAVs are not available
or that are not redeemable at the measurement date or shortly
thereafter, in which case such positions are classified as Level 3.

Financial assets for unit-linked investment contracts

Product description: unit-linked investment contracts allow
investors to invest in a pool of assets through issued investment
units.

Valuation: the majority of assets are listed on exchanges and
fair values are determined using quoted prices.

Fair value hierarchy: most assets 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.
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Note 24 Fair value measurement (continued)

Securities financing transactions

Product description: securities financing transactions include
(reverse) repurchase agreements (securities purchased under
resale agreements and securities sold under repurchase
agreements) that are managed on a fair value basis.

Valuation: these instruments are valued using discounted
expected cash flow techniques. The discount rate applied is
based on funding curves that are relevant to the collateral
eligibility terms for the contract in question.

Fair value hierarchy: collateral funding curves for these
instruments are generally observable and, as a result, these
positions are classified as Level 2. Where the collateral terms are
non-standard, the funding curve may be considered
unobservable and these positions are classified as Level 3.

Brokerage receivables and payables
Product description: brokerage receivables and payables include
callable, on-demand balances, including long cash credits, short
cash debits, margin debit balances and short sale proceeds.
Valuation: fair value is determined based on the value of the
underlying balances.
Fair value hierarchy: due to their on-demand nature, these
receivables and payables are designated as Level 2.

Financial liabilities designated at fair value

Product description: debt instruments, primarily comprised of
equity-, rates- and credit-linked issued notes, which are held at
fair value under the fair value option. These instruments are
tailored specifically to the holder’s risk or investment appetite
with structured coupons or payoffs.

Valuation: the risk management and the valuation approaches
for these instruments are closely aligned with 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 below. For example, equity-linked
notes should be referenced to equity / index contracts and credit-
linked notes should be referenced to credit derivative contracts.

Fair value hierarchy: observability is closely aligned with the
equivalent derivatives business and the underlying risk.

s Refer to Notes 19 and 22 for information about debt issued
designated at fair value and other financial liabilities
designated at fair value

s Refer to Note 24d for more information about own credit
adjustments related to financial liabilities designated at fair
value

Amounts due under unit-linked investment contracts
Product description: the financial liability represents the amounts
due to unit holders.

Valuation: the fair values of investment contract liabilities are
determined by reference to the fair value of the corresponding
assets.

Fair value hierarchy: the liabilities themselves are not actively
traded, but are mainly referenced to instruments that are
actively traded and are therefore classified as Level 2.
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Derivative instruments: product description, valuation and
classification in the fair value hierarchy

The curves used for discounting expected cash flows in the
valuation of collateralized derivatives reflect the funding terms
associated with the relevant collateral arrangement for the
instrument being valued. These collateral arrangements differ
across counterparties with respect to the eligible currency and
interest terms of the collateral. The majority of collateralized
derivatives are measured using a discount curve that is based on
funding rates derived from overnight interest in the cheapest
eligible currency for the respective counterparty collateral
agreement.

Uncollateralized and partially collateralized derivatives are
discounted using the LIBOR (or equivalent) curve for the currency
of the instrument. As described in Note 24d, the fair value of
uncollateralized and partially collateralized derivatives is then
adjusted by CVA, DVA and FVA as applicable, to reflect an
estimation of the effect of counterparty credit risk, UBS’s own
credit risk and funding costs and benefits.

Interest rate contracts

Product description: interest rate swap contracts include interest
rate swaps, basis swaps, cross-currency swaps, inflation swaps
and interest rate forwards, often referred to as forward rate
agreements (FRA). Interest rate option contracts include caps
and floors, swaptions, swaps with complex payoff profiles and
other more complex interest rate options.

Valuation: interest rate swap contracts are valued by
estimating future interest cash flows and discounting those cash
flows using a rate that reflects the appropriate 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 interest rates
associated with current market activity. The key inputs to the
models are interest rate swap rates, FRA rates, short-term
interest rate futures prices, basis swap spreads and inflation
swap rates. Interest rate option contracts are valued using
various market standard option models, using inputs that
include interest rate yield curves, inflation curves, volatilities and
correlations. The volatility and correlation inputs within the
models are implied from market data based on market-observed
prices for standard option instruments trading within the
market. Option models used to value more exotic products have
a number of model parameter inputs that require calibration to
enable the exotic model to price standard option instruments to
the price levels observed in the market. When the maturity of
the interest rate swap or option contract exceeds the term for
which standard market quotes are observable for a significant
input parameter, the contracts 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.



Note 24 Fair value measurement (continued)

Fair value hierarchy: the majority of interest rate swaps are
classified as Level 2 as the standard market contracts that form
the inputs for yield curve models are generally traded in active
and observable markets. Options 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
and more exotic products. In most cases, there are active and
observable markets for the standard market instruments that
form the inputs for yield curve models as well as the financial
instruments from which volatility and correlation inputs are
derived. Exotic options for which appropriate volatility or
correlation input levels cannot be implied from observable
market data are classified as Level 3. Interest rate swap or option
contracts are classified as Level 3 when the term exceeds
standard market-observable quotes.

Credit derivative contracts

Product description: a credit derivative is a financial instrument
that transfers credit risk related to a single underlying entity, a
portfolio of underlying entities or a pool of securitized
referenced assets. Credit derivative products include credit
default swaps (CDSs) on single names, indices and securitized
products, plus first to default swaps and certain total return
Swaps.

Valuation: credit derivative contracts are valued using
industry standard models based primarily on market credit
spreads, upfront pricing points and implied recovery rates.
Where a derivative credit spread is not directly available, it may
be derived from the price of the reference cash bond. Asset-
backed credit derivatives are valued using a valuation
technique similar to that of the underlying security with an
adjustment to reflect the funding differences between cash
and synthetic form. Inputs include prepayment rates, default
rates, loss severity, discount margin / rate.

Fair value hierarchy classification: single-entity and portfolio
credit derivative contracts are classified as Level 2 when credit
spreads and recovery rates are determined from actively traded
observable market data. Where the underlying reference
name(s) are not actively traded and the correlation cannot be
directly mapped to actively traded tranche instruments, these
contracts are classified as Level 3. Asset-backed credit derivatives
follow the characteristics of the underlying security and are
therefore distributed across Level 2 and Level 3.

Foreign exchange contracts

Product description: this includes open spot and forward foreign
exchange (FX) contracts and OTC FX option contracts. OTC FX
option contracts include standard call and put options, options
with multiple exercise dates, path-dependent options, options
with averaging features, options with discontinuous payoff
characteristics, options on a number of underlying FX rates and
multi-dimensional FX option contracts, which have a
dependency on multiple FX pairs.

Valuation: 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. 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. The
valuation for multi-dimensional FX options uses a multi-local
volatility model, which is calibrated to the observed FX volatilities
for all relevant FX pairs.

Fair value hierarchy: the markets for both FX spot and FX
forward pricing points are both actively traded and observable
and therefore such FX contracts are generally classified as
Level 2. A significant proportion of OTC FX option contracts are
classified as Level 2 as inputs are derived mostly from standard
market contracts traded in active and observable markets. OTC
FX option contracts classified as Level 3 include multi-
dimensional FX options and long-dated FX exotic option
contracts where there is no active market from which to derive
volatility or correlation inputs.

Equity / index contracts

Product description: equity / index contracts are equity forward
contracts and equity option contracts. Equity option contracts
include market standard single or basket stock or index call and
put options as well as equity option contracts with more
complex features.
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Note 24 Fair value measurement (continued)

Valuation: 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. When
no market data is available for the instrument maturity, they are
valued by extrapolation of available data, use of historical
dividend data, or use of data for a related equity. Equity option
contracts are valued using market standard models that estimate
the equity forward level as described for equity forward
contracts and incorporate inputs for stock volatility and for
correlation between stocks within a basket. The probability-
weighted expected option payoff generated is then discounted
using market standard discounted cash flow models applying a
rate that reflects the appropriate funding rate for that portion of
the portfolio. When volatility, forward or correlation inputs are
not available, they are valued using extrapolation of available
data, historical dividend, correlation or volatility data, or the
equivalent data for a related equity.

Fair value hierarchy: as inputs are derived mostly from
standard market contracts traded in active and observable
markets, a significant proportion of equity forward contracts are

d) Valuation adjustments

classified as Level 2. Equity option positions for which inputs are
derived from standard market contracts traded in active and
observable markets are also classified as Level 2. Level 3
positions are those for which volatility, forward or correlation
inputs are not observable.

Commodity contracts

Product description: commodity derivative contracts include
forward, swap and option contracts on individual commodities
and on commodity indices.

Valuation: commodity forward and swap contracts are
measured using market standard models that use market
forward levels on standard instruments. Commodity option
contracts are measured using market standard option models
that estimate the commodity forward level as described for
commaodity forward and swap contracts, incorporating inputs for
the volatility of the underlying index or commodity. For
commodity options on baskets of commodities or bespoke
commodity indices, the valuation technique also incorporates
inputs for the correlation between different commodities or
commaodity indices.

Fair value hierarchy: individual commodity contracts are
typically classified as Level 2 because active forward and volatility
market data is available.

—» Refer to Note 11 for more information about derivative

instruments

The output of a valuation technigue is always an estimate of a
fair value that cannot be measured with complete certainty. As a
result, valuations are adjusted, where appropriate and when
such factors would be considered by market participants in
estimating fair value, to reflect close-out costs, credit exposure,
model-driven valuation uncertainty, funding costs and benefits,
trading restrictions and other factors. Valuation adjustments are
an important component of fair value for assets and liabilities
that are measured using valuation techniques. Such adjustments
are applied to reflect uncertainties within the fair value
measurement process, to adjust for an identified model
simplification or to incorporate an aspect of fair value that
requires an overall portfolio assessment rather than an
evaluation based on an individual instrument level characteristic.
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Deferred day-1 profit or loss reserves

For new transactions where the valuation technique used to
measure fair value requires significant inputs that are not based
on observable market data, the financial instrument is initially
recognized at the transaction price. The transaction price may
differ from the fair value obtained using a valuation technique,
where any such difference is deferred and not initially
recognized in the income statement. These day-1 profit or loss
reserves are reflected, where appropriate, as valuation
adjustments.

Deferred day-1 profit or loss is generally released into Other
net income from financial instruments measured at fair value
through profit or loss when pricing of equivalent products or the
underlying parameters become observable or when the
transaction is closed out.

The table on the next page summarizes the changes in
deferred day-1 profit or loss reserves during the respective
period.



Note 24 Fair value measurement (continued)

Deferred day-1 profit or loss reserves

USD million 2019 2018 2017
Reserve balance at the beginning of the year 255 338 365
Proflt/(loss)deferredonnewtransactlons171 ..................... TR o
(Proﬂt)/Iossrecogmzed|nthe|ncomestatement(278) .................. (417)(279)
Forelgn cu”ency L (2) ...................... : 6) ....................... =
Reserve balance at the end of the year 146 255 338

Own credit
The valuation of financial liabilities designated at fair value
requires consideration of the own credit component of fair
value. Own credit risk is reflected in the valuation of UBS's fair
value option liabilities where this component is considered
relevant for valuation purposes by UBS's counterparties and
other market participants. However, own credit risk is not
reflected in the valuation of UBS's liabilities that are fully
collateralized or for other obligations for which it is established
market practice not to include an own credit component.
Changes in the fair value of financial liabilities designated at
fair value through profit or loss related to own credit are
recognized in Other comprehensive income directly within
Retained earnings. As the Group does not hedge changes in
own credit arising on financial liabilities designated at fair value,
presenting own credit within Other comprehensive income does
not create or increase an accounting mismatch in the income
statement. The unrealized and any realized own credit
recognized in Other comprehensive income will not be
reclassified to the income statement in future periods.

Own credit adjustments on financial liabilities designated at fair value

Own credit is estimated using an Own Credit Adjustment
(OCA) curve, which incorporates observable market data,
including market-observed secondary prices for UBS senior debt,
UBS credit default swap (CDS) spreads and senior debt curves of
peers. The table below summarizes the effects of own credit
adjustments related to financial liabilities designated at fair
value. The change in unrealized own credit consists of changes
in fair value that are attributable to the change in UBS's credit
spreads, as well as the effect of changes in fair values
attributable to factors other than credit spreads, such as
redemptions, effects from time decay and changes in interest
and other market rates. Realized own credit is recognized when
an instrument with an associated unrealized own credit
adjustment is repurchased prior to the contractual maturity date.
Life-to-date amounts reflect the cumulative unrealized change
since initial recognition.

— Refer to Note 19 for more information about debt issued

designated at fair value

For the year ended

Included in
Other comprehensive income
USD million 31.12.19 31.12.18 31.12.17
Recognized during the year:
Reallzedgaln/(loss) ...................................................................................................................................................................... s o
e gam/(loss) ............................................................................................................................................................... (408) ...................... s G
Total gain / (loss), before tax (400) 517 (315)
As of

USD million 31.12.19 31.12.18 31.12.17
Recognized on the balance sheet as of the end of the year:
UnreallzedIlfetodategaln/(loss) ................................................................................................................................................. (88)320 ................... (200)
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Note 24 Fair value measurement (continued)

Credit valuation adjustments

In order to measure the fair value of OTC derivative instruments,
including funded derivative instruments that are classified as
Financial assets at fair value not held for trading, credit valuation
adjustments (CVAs) are necessary to reflect the credit risk of the
counterparty inherent in these instruments. This amount
represents the estimated fair value of protection required to
hedge the counterparty credit risk of such instruments. A CVA is
determined for each counterparty, considering all exposures to
that counterparty, and is dependent on the expected future
value of exposures, default probabilities and recovery rates,
applicable collateral or netting arrangements, break clauses,
funding spreads and other contractual factors.

Funding valuation adjustments

Funding valuation adjustments (FVAs) reflect the costs and
benefits of funding associated with uncollateralized and partially
collateralized derivative receivables and payables and are
calculated as the valuation effect from moving the discounting
of the uncollateralized derivative cash flows from LIBOR to OCA
using the CVA framework, including the probability of
counterparty default. An FVA is also applied to collateralized
derivative assets in cases where the collateral cannot be sold or
repledged.

Debit valuation adjustments

A debit valuation adjustment (DVA) is estimated to incorporate
own credit in the valuation of derivatives, effectively consistent
with the CVA framework. A DVA is determined for each

Valuation adjustments on financial instruments

counterparty, 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.

Other valuation adjustments
Instruments that are measured as part of a portfolio of
combined long and short positions are valued at mid-market
levels to ensure consistent valuation of the long- and short-
component risks. A liquidity valuation adjustment is then made
to the overall net long or short exposure to move the fair value
to bid or offer as appropriate, reflecting current levels of market
liquidity. The bid-offer spreads used in the calculation of this
valuation adjustment are obtained from market transactions and
other relevant sources and are updated periodically.
Uncertainties associated with the use of model-based
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 participants would
assess these uncertainties. Model reserves are reassessed
periodically in light of data from market transactions, consensus
pricing services and other relevant sources.

As of

Life-to-date gain / (loss), USD million 31.12.19 31.12.18
Credit valuation adjustments! (48) (90)
Funding valuation adjustments (50) (85)
Debit valuation adjustments 1 1

Other valuation adjustments (566) (716)
...... 0/W/7/c/7//qwa’/ry(300)(388)
...... O/Wh/cﬁmode/uncerz‘a/nzy(266)(327)

1 Amounts do not include reserves against defaulted counterparties.

e) Transfers between Level 1 and Level 2

The amounts disclosed in this section reflect transfers between
Level 1 and Level 2 for instruments that were held for the entire
reporting period.
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Assets and liabilities transferred from Level 2 to Level 1 during
2019 were not material. Assets and liabilities transferred from
Level 1 to Level 2 during 2019 were also not material.
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Note 24 Fair value measurement (continued)

f) Level 3 instruments: valuation techniques and inputs

The table below presents material Level 3 assets and liabilities
together with the valuation techniques used to measure fair
value, the significant inputs used in a given valuation technique
that are considered unobservable and a range of values for
those unobservable inputs. Several inputs disclosed in prior
periods are not disclosed in the table below because they are
not considered significant to the respective valuation technique
as of 31 December 2019.

The range of values represents the highest- and lowest-level
input used in the valuation techniques. Therefore, the range

does not reflect the level of uncertainty regarding a particular
input or an assessment of the reasonableness of the Group's
estimates and assumptions, but rather the different underlying
characteristics of the relevant assets and liabilities held by the
Group. The ranges will therefore vary from period to period and
parameter to parameter based on characteristics of the
instruments held at each balance sheet date. Furthermore, the
ranges of unobservable inputs may differ across other financial
institutions, reflecting the diversity of the products in each firm's
inventory.

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

Fair value Range of inputs
Assets Liabilities Significant 31.12.19 31.12.18
Valuation unobservable weighted weighted
USD billion 31.12.19 31.12.18  31.12.19 31.12.18 technique(s) input(s)! low high average?  low high average?  unit!

Financial assets and liabilities at fair value held for trading and Financial assets at fair value not held for trading

Corporate and municipal Relative value to

bonds 05070000 marketcomparable  Bond price equivalent 0 143 - L~ 0,134 .. 89 ...points,

Traded loans, loans

designated at fair value,

Joan commitments and Relative value to

guarantees o, 24 .27 .00 00 marketcomparable Loan priceequivalent 0 101 9 ... 0..100 .. 99 ...points,
Discounted expected basis

......................................................................................................... cashflows . Creditspread 225 530 ...300 513 ....points
Market comparable
and securitization

A model Discount margin | LU | 2 [ W 2, %,
Relative value to

Auction rate securites T A market comparable _ Bond price equivalent 79 98 88 7999 89 ... points.
Relative value to

Investment fund upis? 0006 .00 .00 marketcomparable  Netassetvalue e,
Relative value to

Equity instruments> 0.7 0.6 a1 0.0 market comparable  Price

Debt issued designated at

fair value* 99 11.0

Other financial liabilities

designated at fair value* 08 1.0

DerIVaiVe fINANCIal INSHTUMENTS oot
Volatility of interest
rates
Discounted expected

cash flows

Volatility of equity
stocks, equity and
e e e es SEANOICES e C L SO 4B *. H
Equity-to-FX g
e O o T e OO L S R e 2. B
Equity-to-equity #
correlation (17) 98 (50) 97 % f_g
1 The ranges of significant unobservable inputs are represented in points, percentages and basis points. Points are a percentage of par (e.g., 100 points would be 100% of par). 2 Weighted averages are provided =
for non-derivative financial instruments and were calculated by weighting inputs based on the fair values of the respective instruments. Weighted averages are not provided for inputs related to derivative contracts as =

this would not be meaningful. 3 The range of inputs is not disclosed as there is a dispersion of values given the diverse nature of the investments. 4 Valuation techniques, significant unobservable inputs and the
respective input ranges for Debt issued designated at fair value and Other financial liabilities designated at fair value, which are primarily comprised of over-the-counter debt instruments, are the same as the
equivalent derivative or structured financing instruments presented elsewhere in this table.
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Note 24 Fair value measurement (continued)

Significant unobservable inputs in Level 3 positions

This section discusses the significant unobservable inputs used in
the valuation of Level 3 instruments and assesses the potential
effect that a change in each unobservable input in isolation may
have on a fair value measurement, including information to
facilitate an understanding of factors that give rise to the input
ranges shown. Relationships between observable and
unobservable inputs have not been included in the summary
below.

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 represents the
range of prices from reference issuances used in determining fair
value. Bonds priced at O are distressed to the point that no
recovery is expected, while prices significantly in excess of 100 or
par relate to inflation-linked or structured issuances that pay a
coupon in excess of the market benchmark as of the
measurement date.

For credit derivatives, the bond price range represents the
range of prices used for reference instruments, which are
typically converted to an equivalent yield or credit spread as part
of the valuation process.

Loan price equivalent

Where market prices are not available for a traded loan, fair
value is measured by comparison with observable pricing data
for similar instruments. Factors considered when selecting
comparable instruments include industry segment, 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 represents the range
of prices derived from reference issuances of a similar credit
quality used in measuring fair value for loans classified as Level
3. Loans priced at O are distressed to the point that no recovery
is expected, while a current price of 100 represents a loan that is
expected to be repaid in full.

416

Credit spread

Valuation models for many credit derivatives require an input for
the credit spread, which is a reflection of the credit quality of the
associated referenced underlying. The credit spread of a
particular security is quoted in relation to the yield on a
benchmark security or reference rate, typically either US Treasury
or LIBOR, and is generally expressed in terms of basis points. An
increase / (decrease) in credit spread will increase / (decrease) the
value of credit protection offered by CDS and other credit
derivative products. The income statement effect from such
changes depends on the nature and direction of the positions
held. Credit spreads may be negative where the asset is more
creditworthy than the benchmark against which the spread is
calculated. A wider credit spread represents decreasing
creditworthiness. The range 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.

Discount margin (DM)

The DM spread represents the discount 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 DM in isolation would result in a higher / (lower) fair
value.

The high end of the range relates to securities that are priced
low within the market relative to the expected cash flow
schedule. This indicates that the market is pricing an increased
risk of credit loss into the security that is greater than what is
being captured by the expected cash flow generation process.
The low ends of the ranges are typical of funding rates on
better-quality instruments.

Funding spread

Structured financing transactions are valued using synthetic
funding curves that best represent the assets that are pledged as
collateral for the transactions. They are not representative of
where UBS can fund itself on an unsecured basis, but provide an
estimate of where UBS 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 effect of
discounting.

A small proportion of structured debt instruments and non-
structured fixed-rate bonds within financial liabilities designated
at fair value had an exposure to funding spreads that was longer
in duration than the actively traded market.



Note 24 Fair value measurement (continued)

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 minimum
level of volatility is 0% and there is no theoretical maximum.
Volatility is a key input into option models, where it is used to
derive a probability-based distribution of future prices for the
underlying instrument. The effect of volatility on individual
positions within the portfolio is driven primarily by whether the
option contract is a long or short position. In most cases, the fair
value of an option increases as a result of an increase in volatility
and is reduced by a decrease in volatility. Generally, volatility
used in the measurement of fair value is derived from active-
market option prices (referred to as implied volatility). A key
feature of implied volatility is the volatility “smile” or “skew,”
which represents the effect of pricing options of different option
strikes at different implied volatility levels.

The volatility of interest rates 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 significantly different
implied volatilities. The volatility of equity stocks, equity and
other indices reflects the range of underlying stock volatilities.

Correlation

Correlation measures the interrelationship between the
movements of two variables. It is expressed as a percentage
between -100% and +100%, where +100% represents

perfectly correlated variables (meaning a movement of one
variable is associated with a movement of the other variable in
the same direction) and —100% implies that the variables are
inversely correlated (meaning a movement of one variable is
associated with a movement of the other variable in the
opposite  direction). The effect of correlation on the
measurement of fair value depends on the specific terms of the
instruments being valued, reflecting the range of different
payoff features within such instruments.

Equity-to-FX correlation is important for equity options based
on a currency different than the currency of the underlying
stock. Equity-to-equity correlation is particularly important for
complex options that incorporate, in some manner, different
equities in the projected payoff.

Equity dividend yields

The derivation of a forward price for an individual stock or index
is important for measuring fair value for forward or swap
contracts and for measuring fair value using option pricing
models. The relationship between the current stock price and
the forward price is based on a combination of expected future
dividend levels and payment timings, and, to a lesser extent, the
relevant funding rates applicable to the stock in question.
Dividend vyields are generally expressed as an annualized
percentage of the share price with the lowest limit of 0%
representing a stock that is not expected to pay any dividend.
The dividend yield and timing represents the most significant
parameter in determining fair value for instruments that are
sensitive to an equity forward price.
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Note 24 Fair value measurement (continued)

g) Level 3 instruments: sensitivity to changes in unobservable input assumptions

The table below summarizes those financial assets and liabilities
classified as Level 3 for which a change in one or more of the
unobservable inputs to reflect reasonably possible alternative
assumptions would change fair value significantly, and the
estimated effect thereof.

The table shown presents the favorable and unfavorable
effects for each class of financial assets and liabilities for which
the potential change in fair value is considered significant. The
sensitivity data shown below presents an estimation of valuation
uncertainty based on reasonably possible alternative values for
Level 3 inputs at the balance sheet date and does not represent
the estimated effect of stress scenarios. Typically, these financial
assets and liabilities are sensitive to a combination of inputs from
Levels 1-3. Although well-defined interdependencies may exist
between Levels 1-2 and Level 3 parameters (e.g., between
interest rates, which are generally Level 1 or Level 2, and
prepayments, which are generally Level 3), these have not been
incorporated in the table. Furthermore, direct interrelationships
between the Level 3 parameters discussed below are not a
significant element of the valuation uncertainty.

Sensitivity data is estimated using a number of techniques,
including the estimation of price dispersion among different
market participants, variation in modeling approaches and

reasonably possible changes to assumptions used within the fair
value measurement process. The sensitivity ranges are not
always symmetrical around the fair values as the inputs used in
valuations are not always 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
calculated sensitivity is applied to both the outright position and
any related Level 3 hedge. The main interdependencies between
sensitivities of different 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 involves the simple summation of individual
results with the total sensitivity, therefore representing the effect
of all unobservable inputs that, if moved to a reasonably possible
favorable or unfavorable level at the same time, would result in
a significant change in the valuation. Diversification would
incorporate estimated correlations across different sensitivity
results and, as such, would result in an overall sensitivity that
would be less than the sum of the individual component
sensitivities. The Group believes that, while there are
diversification benefits within the portfolios representing these
sensitivity numbers, they are not significant to this analysis.

Sensitivity of fair value measurements to changes in unobservable input assumptions

31.12.19 31.12.18

Favorable Unfavorable Favorable Unfavorable

USD million changes changes changes changes

Traded loans, loans designated at fair value, loan commitments and guarantees 46 (21) 99 (44)

Securltlesfmancmgtransactlons ...................................................................................................................... G (11) .......................... 17(“)
L e (87) .......................... 81(81)
i (40) .......................... 27(23)
Eqwtymstruments ....................................................................................................................................... e (80)155(94)
Interestratedenvanvecontractsnet ................................................................................................................. pr— (17) ............................ ; (39)
Credndenvatwecontractsnet31 ......................... (35) .......................... 33(37)
Forelgn exchangedenvatlve contractsnet ........................................................................................................ s ( 8) .......................... s (5)
EqU|ty/|ndexder|vat|vecontractsnet ............................................................................................................ s (197) ........................ 213(225)
i e (51) .......................... 19(19)
Total 600 (547) 661 (578)
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Note 24 Fair value measurement (continued)

h) Level 3 instruments: movements during the period

The table on the following pages presents additional information
about material Level 3 assets and liabilities measured at fair
value on a recurring basis. Level 3 assets and liabilities may be
hedged with instruments classified as Level 1 or Level 2 in the
fair value hierarchy and, as a result, realized and unrealized gains
and losses included in the table may not include the effect of
related hedging activity. Furthermore, the realized and
unrealized gains and losses presented within the table are not
limited solely to those arising from Level 3 inputs, as valuations
are generally derived from both observable and unobservable
parameters.

Assets and liabilities transferred into or out of Level 3 are
presented as if those assets or liabilities had been transferred at
the beginning of the year.

Upon adoption of IFRS 9 on 1 January 2018, certain financial
assets and liabilities were newly classified at fair value through
profit or loss and were designated as Level 3 in the fair value

hierarchy. Certain assets were also reclassified from Financial
assets measured at fair value through other comprehensive
income to Financial assets at fair value not held for trading.

Assets transferred into and out of Level 3 totaled USD 1.1
billion and USD 1.9 billion, respectively. Transfers into Level 3
mainly consisted of loans, investment fund units and equity /
index contracts, reflecting decreased observability of the
relevant valuation inputs. Transfers out of Level 3 mainly
consisted of loans, reflecting increased observability of the
relevant valuation inputs.

Liabilities transferred into and out of Level 3 totaled USD 1.4
billion and USD 3.4 billion, respectively. Transfers into and out of
Level 3 mainly consisted of debt issued designated at fair value,
primarily equity-linked issued debt instruments, due to
decreased or increased observability, respectively, of the
embedded derivative inputs.
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Note 24 Fair value measurement (continued)

Movements of Level 3 instruments

Total gains / losses
included in
comprehensive income

of which.
related to
Reclassifi- Level 3
cations and instruments
Balance remeasure- Balance Net gains/ held at the
asof ments upon as of losses  end of the Transfers ~ Transfers  Foreign
31 December adoption of 1 January includedin  reporting into outof  currency
USD billion 2017 IFRS 9 2018 income! period  Purchases Sales Issuances Settlements Level 3 Level 3 translation
Financial assets at fair
value held for trading 2.0 0.4 24 (0.2) 0.2) 2.1 (7.1) 4.2 0.0 0.7 (0.2) 0.0
of which:
e e OO . S 0. 0. A 03)......... L A— 2. oi...... 0.0,
Corporate and
municipal bond's 0.6 0.6 0.0 0.0 0.6 0.9) 0.0 0.0 0.5 0.0 0.0

Derivative financial
instruments — assets 1.6 1.6 0.0 0.0 0.0 0.0 1.0 (1.5) 0.5 (0.1) 0.0

of which.

Crediit derivative
TG 06 oo 06 00........... 90... 00 .00 .. = ©4)...... 90... 00 .90,
Other 02 02 ©.1) ©.1) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Financial assets at fair
value not held for trading 1.5 3.0 44 0.0 0.0 1.7 (1.9 0.0 0.0 0.1 (0.1) 0.1

of which:

Financial assets measured
at fair value through other
comprehensive income 0.5 (0.5)

Derivative financial

instruments — liabilities 2.9 0.0 2.9 (0.3) 0.2) 0.0 0.0 1.3 (1.5) 0.3 (0.5) 0.0
of which.
Crediit derivative

TGS 06 oo 06 00........ 90.... 00 .00 . L 0. OF . 00 .20,
Other 03 0.0 03 0.0 o1 0.0 0.0 0.0 ©.1) 0.0 0.0 0.0

Debt issued designated at
fair value 11.2 11.2 0.5 0.0 0.0 0.0 5.8 (4.3) 2.2 (4.3) (0.2)

Other financial liabilities

designated at fair value 2.0 2.0 0.0 0.0 0.0 0.0 1.1 (2.0) 0.0 0.0 0.0
1 Net gains / losses included in comprehensive income are comprised of Net interest income, Other net income from financial instruments measured at fair value through profit or loss and Other income. 2 Total
Level 3 assets as of 31 December 2019 were USD 7.2 billion (31 December 2018: USD 7.8 billion). Total Level 3 liabilities as of 31 December 2019 were USD 12.8 billion (31 December 2018: USD 14.3 billion).
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Note 24 Fair value measurement (continued)

Total gains / losses

included in
comprehensive income

of which:

related to

Level 3

Instruments
Balance Net gains/ held at the Balance
as of losses  end of the Transfers Transfers Foreign as of
31 December includedin  reporting into out of currency 31 December
20182 income' period Purchases Sales Issuances Settlements Level 3 Level 3 translation 20192

2.0 0.2) 0.0 12 (5.7) 44 0.0 0.6 (0.4) 0.0 1.8

2.2 0.0 a0 0.0 0.0 0.8 (1.0) 0.3 (0.3) 0.0 2.0
A Y /. A
.................... 13- SO .3/ SOOI SR .1/ S SN R

03 .1) 0.0 0.0 0.0 o1 0.0 0.0 .7) 0.0 02 £

5

11.0 1.1 a7 0.0 0.0 1.2 (7.3) 1.0 (3.1) 0.0 9.9 T%

5
=

1.0 0.2 0.1 0.0 0.0 0.3 (0.8) 0.1 0.0 0.0 0.8
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Note 24 Fair value measurement (continued)

i) Maximum exposure to credit risk for financial instruments measured at fair value

The tables below provide the Group’s maximum exposure to
credit risk for financial instruments measured at fair value and
the respective collateral and other credit enhancements
mitigating credit risk for these classes of financial instruments.
The maximum exposure to credit risk includes the carrying
amounts of financial instruments recognized on the balance
sheet subject to credit risk and the notional amounts for off-

real estate, a reasonable alternative value is used. Credit
enhancements, such as credit derivative contracts and
guarantees, are included at their notional amounts. Both are
capped at the maximum exposure to credit risk for which they
serve as security. The “Risk management and control” section of
this report describes management’s view of credit risk and the
related exposures, which can differ in certain respects from the

balance sheet arrangements. Where information is available,
collateral is presented at fair value. For other collateral, such as

requirements of IFRS.

Maximum exposure to credit risk

31.12.19
Collateral Credit enhancements Exposure to
credit risk
Maximum Cash  Collateral- Credit after collateral
exposure to collateral izedby Secured by Other derivative and credit
USD billion credit risk received securities  real estate  collateral’  Netting contracts  Guarantees enhancements

Financial assets measured at fair value on the balance

Financial assets at fair value not held for trading —

debt instruments® 0.1 16.3 0.1 38.6
Total financial assets measured at fair value 0.1 374 0.0 0.1 107.4 0.0 0.0 71.7
Guarantees® 0.3 0.7

Forward starting trané-actions,

reverse repurchase and

securities borrowing agreements 20.3 203 0.0
Total maximum exposure to credit risk not reflected on
the balance sheet 276 0.0 203 0.0 3.0 0.0 0.1 1.2 3.0
31.12.18
Collateral Credit enhancements Exposure to
credit risk
Maximum Cash  Collateral- Credit after collateral
exposure to collateral ized by  Secured by Other derivative and credit
USD billion credit risk received securities  real estate  collateral’ Netting contracts  Guarantees enhancements
Financial assets measured at fair value on the balance
e
Financial assets at fair value held for trading — debt
NSHUMENEE | errersessesssssssssssss s ssssssssssenes 20 ettt 585 1551085151115
Derivative financial instruments* 126.2 41 110.8 11.4
Brokerage receivables 16.8 0.0 16.5 0.3
Financial assets at fair value not held for trading —
debt instruments® 16.7 0.1
Total financial assets measured at fair value 0.0 37.3 0.0 0.1 110.8 0.0

Guarantees®

Forward starting transactions, reverse repurchase and

securities borrowing agreements 8.1 8.1 0.0
Total maximum exposure to credit risk not reflected on
the balance sheet 13.3 0.0 8.1 0.0 2.4 0.0 0.2 0.4 2.1

1 Includes but is not limited to life insurance contracts, inventory, mortgage loans, gold and other commodities. 2 These positions are generally managed under the market risk framework. For the purpose of this
disclosure, collateral and credit enhancements were not considered. 3 Does not include investment fund units. 4 The amount shown in the “Netting” column represents the netting potential not recognized on
the balance sheet. Refer to Note 25 for more information. 5 Financial assets at fair value not held for trading collateralized by securities consisted of structured loans and reverse repurchase and securities
borrowing agreements. 6 The amount shown in the “Guarantees” column largely relates to sub-participations. Refer to Note 34 for more information.
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Note 24 Fair value measurement (continued)

j) Financial instruments not measured at fair value

The table below provides the estimated fair values of financial instruments not measured at fair value.

Financial instruments not measured at fair value’

31.12.19 31.12.18
Carrying Carrying
amount Fair value amount Fair value
Carrying Carrying
amount amount
approximates approximates
USD billion Total fairvalue? Level 1 Level2 Level 3 Total Total fairvalue? Level 1 Level 2 Level3  Total

Receivables from securities financing

Zansactions e 842 e 740,00 . .86 .16 82 .93 ... 840...00...689. ..34. .94
Cash collateral receivables on derivative

ANSHUMeNTS e 233 233..00 .00 00 233 .26 ... 236 .00 .00 00 236
Loans and advances to customers . T T [T
Other financial assets measured at amortized

cost 23.0 5.7 8.4 6.4 2.8 23.2 22.6 5.9 8.4 5.2 2.9 22.4
Liabilities

Amounts due to banks 6.6 5.6 0.0 09 0.0 6.6 11.0 8.8 0.0 1.9 0.2 11.0
Payables from securities financing

LaNSACtONS e L2 R 75...00. .03, .00 78 .. 103 0000 03 0.0 103
Cash collateral payables on derivative

_instruments

Other financial liabilities measured at
amortized cost* 5.8 5.7 0.0 0.0 0.0 5.7 6.9 6.8 0.0 0.0 0.1 6.9

1 In line with IFRS 7 Financial Instruments: Disclosures, effective 2019, UBS no longer discloses a fair value hierarchy level for financial instruments where the carrying amount approximates fair value. Prior periods
have been restated for this change. 2 Includes certain financial instruments where the carrying amount is a reasonable approximation of the fair value due to the instruments’ short-term nature (instruments that are
receivable or payable on demand, or with a remaining maturity (excluding the effects of callable features) of three months or less). 3 As of 31 December 2019, USD 0 billion of Loans and advances to banks, USD 1
billion of Receivables from securities financing transactions, USD 140 billion of Loans and advances to customers and USD 16 billion of Other financial assets measured at amortized cost are expected to be recovered
or settled after 12 months. As of 31 December 2018, USD 0 billion of Loans and advances to banks, USD 1 billion of Receivables from securities financing transactions, USD 139 billion of Loans and advances to
customers and USD 15 billion of Other financial assets measured at amortized cost were expected to be recovered or settled after 12 months. 4 Excludes lease liabilities.

The fair values included in the table above were calculated for — Where quoted market prices were not available, the fair
disclosure purposes only. The valuation techniques and values were estimated by discounting contractual cash flows
assumptions described below relate only to the fair value of using current market interest rates or appropriate yield curves
UBS's financial instruments not measured at fair value. Other for instruments with similar credit risk and maturity. These
institutions may use different methods and assumptions for their estimates generally include adjustments for counterparty
fair value estimation, and therefore such fair value disclosures credit risk or UBS's own credit.

cannot necessarily be compared from one financial institution to - For short-term financial instruments with remaining maturities
another. The following principles were applied when of three months or less, the carrying amount, which is net of
determining fair value estimates for financial instruments not credit loss allowances, is generally considered a reasonable
measured at fair value: estimate of fair value.

— For financial instruments with remaining maturities greater
than three months, the fair value was determined from
guoted market prices, if available.
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Consolidated financial statements

Note 25 Offsetting financial assets and financial liabilities

UBS enters into netting agreements with counterparties to
manage the credit risks associated primarily with repurchase and
reverse repurchase transactions, securities borrowing and
lending, over-the-counter derivatives and exchange-traded
derivatives. These netting agreements and similar arrangements
generally enable the counterparties to set off liabilities against
available assets received in the ordinary course of business
and/or in the event that the counterparties to the transaction are
unable to fulfill their contractual obligations. The right of setoff
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 below provides a summary of financial assets
subject to offsetting, enforceable master netting arrangements
and similar agreements, as well as financial collateral received to
mitigate credit exposures for these financial assets. The gross

financial assets of the Group that are subject to offsetting,
enforceable netting arrangements and similar agreements are
reconciled to the net amounts presented within the associated
balance sheet line, after giving effect to financial liabilities with
the same counterparties that have been offset on the balance
sheet and other financial assets not subject to an enforceable
netting arrangement or similar agreement, as well as other out-
of-scope items. Furthermore, related amounts for financial
liabilities and collateral received that are not offset on the
balance sheet are shown to arrive at financial assets after
consideration of netting potential.

The Group engages in a variety of counterparty credit
mitigation strategies in addition to netting and collateral
arrangements. Therefore, the net amounts presented in the
tables on this and on the next page do not purport to represent
their actual credit exposure.

Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements

Assets subject to netting arrangements

Assets not
Netting potential not recognized on  subject to netting
Netting recognized on the balance sheet the balance sheet® arrangements* Total assets
Net assets Assets after Assets Total assets ~ Total assets
recognized consideration recognized after recognized
on the of onthe  consideration on the
Gross assets Netting with balance  Financial Collateral netting balance of netting balance
As of 31.12.19, USD billion before netting gross liabilities? sheet liabilities  received potential sheet potential sheet
Receivables from securities financing
Jansactions e 832, (140 .. 692 ... (1.2 .80 .00 150 s 15.0 e 842
Derivative financial instruments 120.2 (3.4) 116.8 (89.3) (21.4 6.1 5.0 1.1 121.8
Cash collateral receivables on
SENEOBIEIIES e A @0 ... 224 33O B0 09 e 8D 23,
Financial assets at fair value not held for
B . - L A T73) LI 00 ... ) 00 783 e, 783 e 839
of which: reverse repurchase
agreements 83.0 (77.5) 54 0.0 (5.4) 0.0 0.9 0.9 6.3
Total assets 313.0 (98.9) 214.0 (103.8) (96.1) 14.1 99.3 1134 3133
As of31.12.18 USD billion
Receivables from securities financing
BTN - = (130 .. 755 @4 .12 00 198 198 93
Derivative financial instruments 124.3 (4.3) 120.0 (90.8) (24.0) 5.2 6.2 1.4 126.2
Cash collateral receivables on
SENEOBISIIES, e 3. 223 (35 00 T8 L S L I 236
Financial assets at fair value not held for
L S . S T73) L — 1A 64) 00 749 o, 749 .. 827
of which: reverse repurchase
agreements 85.3 (77.5) 7.8 (1.4) (6.4) 0.0 2.1 2.1 99
Total assets 3229 (97.2) 225.7 (110.00 (102.6) 13.0 102.2 115.2 3279

1 The net amount of Cash collateral receivables on derivative instruments recognized on the balance sheet includes certain OTC derivatives that are net settled on a daily basis either legally or in substance under

IAS 32 principles and exchange-traded derivatives that are economically settled on a daily basis.

2 The logic of the table results in amounts presented in the “Netting with gross liabilities” column corresponding

directly to the amounts presented in the “Netting with gross assets” column in the liabilities table presented on the following page. Netting in this column for reverse repurchase agreements presented within the
lines “Receivables from securities financing transactions” and “Financial assets at fair value not held for trading” taken together corresponds to the amounts presented for repurchase agreements in the “Payables

from securities financing transactions” and “Other financial liabilities designated at fair value” lines in the liabilities table presented on the following page.

3 For the purpose of this disclosure, the amounts of

financial instruments and cash collateral presented have been capped 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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4 Includes assets not subject to enforceable netting arrangements and other out-of-scope items.
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Note 25 Offsetting financial assets and financial liabilities (continued)

The table below provides a summary of financial liabilities
subject to offsetting, enforceable master netting arrangements
and similar agreements, as well as financial collateral pledged to
mitigate credit exposures for these financial liabilities. The gross
financial liabilities of UBS that are subject to offsetting,
enforceable netting arrangements and similar agreements are
reconciled to the net amounts presented within the associated

balance sheet line, after giving effect to financial assets with the
same counterparties that have been offset on the balance sheet
and other financial liabilities not subject to an enforceable
netting arrangement or similar agreement. Furthermore, related
amounts for financial assets and collateral pledged that are not
offset on the balance sheet are shown to arrive at financial
liabilities after consideration of netting potential.

Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements
Liabilities subject to netting arrangements

Liabilities not

subject
Netting potential not recognized to netting
Netting recognized on the balance sheet on the balance sheet? arrangements* Total liabilities
Net Total Total
liabilities Liabilities Liabilities liabilities liabilities
Gross recognized after recognized after recognized
liabilities on the consideration of onthe  consideration on the
before  Netting with balance Financial ~ Collateral netting balance of netting balance
As of 31.12.19, USD billion netting gross assets? sheet assets  pledged potential sheet potential sheet
Payables from securities financing
B 198 .40 38 0.8) .. GO e 00 20 20 78 .
Derivative financial instruments 118.1 (3.4) 114.8 (89.3) (16.8) 8.6 6.1 14.8 120.9
Cash collateral payables on
erivative instruments' e 342 @0) .30 (163) .. AP 120 13 133 314.
Other financial liabilities designated at
L 835 .78 . R 04 058 00 . 300 300 .. 359..
of which. repurchase agreements 83.1 (77.6) 55 0.4) (5.2) 0.0 0.2 02 57
Total liabilities 255.6 (98.9) 156.6 (107.0) (29.0) 20.6 39.4 60.0 196.0
As of31.12.18 USD billion
Payables from securities financing
JANSACHONS | eeevereeseeensmeesseeenn 20 128 83 ... (3:6) .. GT) 00 20 20 ....103
Derivative financial instruments 124.1 (4.3) 119.8 (90.8) (20.9) 8.1 5.9 14.0 125.7
Cash collateral payables on
erivative instruments! 290 23) .27 . (142 . 02, L 22 135 289
Other financial liabilities designated at
JITVAIUR e 866 ...782 .. 84 @0 (G2 N . S 252 256 . 336
of which. repurchase agreements 86,1 (78.2) 7.9 2.1) (5.9) 0.0 1.6 1.6 95
Total liabilities 260.4 97.2) 163.2 (110.7) (32.6) 19.8 35.4 55.2 198.5

1 The net amount of Cash collateral payables on derivative instruments recognized on the balance sheet includes certain exchange-traded derivatives that are net settled on a daily basis either legally or in substance
under 1AS 32 principles and exchange-traded derivatives that are economically settled on a daily basis. 2 The logic of the table results in amounts presented in the “Netting with gross assets” column
corresponding to the amounts presented in the “Netting with gross liabilities” column in the assets table presented on the previous page. Netting in this column for repurchase agreements presented within the lines
“Payables from securities financing transactions” and “Other financial liabilities designated at fair value” taken together corresponds to the amounts presented for reverse repurchase agreements in the
"Receivables from securities financing transactions” and “Financial assets at fair value not held for trading” lines in the assets table presented on the previous page. 3 For the purpose of this disclosure, the
amounts of financial instruments and cash collateral presented have been capped so as not to exceed the net amount of financial liabilities presented on the balance sheet; i.e., over-collateralization, where it exists,
is not reflected in the table. 4 Includes liabilities not subject to enforceable netting arrangements and other out-of-scope items.
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Note 26 Restricted and transferred financial assets

This Note provides information about restricted financial assets (Note 26a), transfers of financial assets (Note 26b and 26c) and
financial assets that are received as collateral with the right to resell or repledge these assets (Note 26d).

a) Restricted financial assets

Restricted financial assets consist of assets pledged as collateral
against an existing liability or contingent liability and other assets
that are otherwise explicitly restricted such that they cannot be
used to secure funding.

Financial assets are mainly pledged as collateral in securities
lending transactions, in repurchase transactions, against loans
from Swiss mortgage institutions and in connection with the
issuance of covered bonds. The Group generally enters into
repurchase and securities lending arrangements under standard
market agreements. For securities lending, the cash received as
collateral may be more or less than the fair value of the
securities loaned, depending on the nature of the transaction.
For repurchase agreements, the fair value of the collateral sold
under an agreement to repurchase is generally in excess of the
cash borrowed. Pledged mortgage loans serve as collateral for

Restricted financial assets

existing liabilities against Swiss central mortgage institutions and
for existing covered bond issuances of USD 11,206 million as of
31 December 2019 (31 December 2018: USD 12,516 million).

Other restricted financial assets include assets protected
under client asset segregation rules, assets held by the Group’s
insurance entities to back related liabilities to the policy holders,
assets held in certain jurisdictions to comply with explicit
minimum local asset maintenance requirements and assets held
in consolidated bankruptcy remote entities, such as certain
investment funds and other structured entities. The carrying
amount of the liabilities associated with these other restricted
financial assets is generally equal to the carrying amount of the
assets, with the exception of assets held to comply with local
asset maintenance requirements, for which the associated
liabilities are greater.

USD million

31.12.19 31.12.18

Financial assets pledged as collateral

of which: assets pleaged as collateral that may be sold or repledged by counterparties

Total financial assets pledged as collateral?

Other restricted financial assets

Other

Total other restricted financial assets

37,210 36,758

Total financial assets pledged and other restricted financial assets

113,425 98,854

1 All related to mortgage loans that serve as collateral for existing liabilities against Swiss central mortgage institutions and for existing covered bond issuances. Of these pledged mortgage loans, approximately
USD 6.3 billion for 31 December 2019 (31 December 2018: approximately USD 3.2 billion) could be withdrawn or used for future liabilities or covered bond issuances without breaching existing collateral

requirements.
USD 0.3 billion).

In addition to restrictions on financial assets, UBS Group AG
and its subsidiaries are, in certain cases, subject to regulatory
requirements that affect the transfer of dividends and capital
within the Group, as well as intercompany lending. Supervisory
authorities also may require entities to measure capital and
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2 Does not include assets placed with central banks related to undrawn credit lines and for payment, clearing and settlement purposes (31 December 2019: USD 0.6 billion; 31 December 2018:

leverage ratios on a stressed basis, such as the Federal Reserve
Board’'s Comprehensive Capital Analysis and Review (CCAR)
process, which may limit the relevant subsidiaries’ ability to
make distributions of capital based on the results of those tests.



Note 26 Restricted and transferred financial assets (continued)

Supervisory authorities generally have discretion to impose
higher requirements or to otherwise limit the activities of
subsidiaries.

Non-regulated subsidiaries are generally not subject to such
requirements and transfer restrictions. However, restrictions can
also be the result of different legal, regulatory, contractual,
entity- or country-specific arrangements and/or requirements.

—» Refer to “Financial and regulatory key figures for our significant
regulated subsidiaries and sub-groups” in the “Significant
regulated subsidiary and sub-group information” section of this
report for financial information about significant regulated
subsidiaries of the Group

b) Transferred financial assets that are not derecognized in their entirety

The table below presents information for financial assets that have been transferred but are subject to continued recognition in full,
as well as recognized liabilities associated with those transferred assets.

Transferred financial assets subject to continued recognition in full

USD million

31.12.19 31.12.18

Carrying amount of
associated liabilities

Carrying amount of

Carrying amount  associated liabilities  Carrying amount

Financial assets at fair value held for trading that may be sold or repledged by counterparties

of transferred recognized of transferred recognized
assets on balance sheet assets on balance sheet
41,285 16,671 32,121 4,674

Financial assets at fair value not held for trading that may be sold or repledged by
counterparties

Total financial assets transferred

Transactions in which financial assets are transferred, but
continue to be recognized in their entirety on UBS's balance
sheet include securities lending and repurchase agreements as
well as other financial asset transfers. Repurchase and securities
lending arrangements are, for the most part, conducted under
standard market agreements and are undertaken with
counterparties subject to UBS’s normal credit risk control
processes.
_s Refer to Note 1a item 3e for more information about
repurchase and securities lending agreements

As of 31 December 2019, approximately 40% of the
transferred financial assets were assets held for trading
transferred in exchange for cash, in which case the associated
recognized liability represents the amount to be repaid to
counterparties.  For  securities lending and repurchase
agreements, a haircut between 0% and 15% is generally
applied to the transferred assets, which results in associated
liabilities having a carrying amount below the carrying amount
of the transferred assets. The counterparties to the associated
liabilities presented in the table above have full recourse to UBS.

In securities lending arrangements entered into in exchange
for the receipt of other securities as collateral, neither the
securities received nor the obligation to return them are
recognized on UBS's balance sheet, as the risks and rewards of
ownership are not transferred to UBS. In cases where such
financial assets received are subsequently sold or repledged in
another transaction, this is not considered to be a transfer of
financial assets.

Other financial asset transfers primarily include securities
transferred to collateralize derivative transactions, for which the
carrying amount of associated liabilities is not provided in the
table above because those replacement values are managed on
a portfolio basis across counterparties and product types, and
therefore there is no direct relationship between the specific
collateral pledged and the associated liability.

Transferred financial assets that are not subject to
derecognition in full, but remain on the balance sheet to the
extent of the Group’s continuing involvement, were not material
as of 31 December 2019 and as of 31 December 2018.
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Consolidated financial statements

Note 26 Restricted and transferred financial assets (continued)

c) Transferred financial assets that are derecognized in their entirety with continuing involvement

Continuing involvement in a transferred and fully derecognized
financial asset may result from contractual provisions in the
transfer agreement or from a separate agreement with the
counterparty or a third party entered into in connection with the
transfer.

Purchased and retained interests in securitization vehicles

In cases where UBS has transferred assets into a securitization
vehicle and retained or purchased interests therein, UBS has a
continuing involvement in those transferred assets.

As of 31 December 2019, the majority of the retained
continuing involvement related to securitization positions held as
financial assets at fair value held for trading, primarily
collateralized debt obligations, US commercial mortgage-backed
securities and residential mortgage-backed securities. The fair
value and carrying amount of UBS's continuing involvement
related to these purchased and retained interests was USD 351
million as of 31 December 2019, and UBS recognized gains of
USD O million in 2019 related to these positions. As of
31 December 2019, life-to-date losses of USD 1,198 million were
recorded related to the positions held as of 31 December 2019.

d) Off-balance sheet assets received

As of 31 December 2018, the fair value and carrying amount
of UBS's continuing involvement related to purchased and
retained interests in securitization vehicles was USD 6 million,
and UBS recognized gains of USD 3 million in 2018 related to
these positions. As of 31 December 2018, life-to-date losses of
USD 1,198 million were recorded related to the positions held as
of 31 December 2018.

The maximum exposure to loss related to purchased and
retained interests in securitization structures was USD 8 million
as of 31 December 2019, compared with USD 10 million as of
31 December 2018.

Undiscounted cash outflows of USD 3 million may be payable
to the transferee in future periods as a consequence of holding
the purchased and retained interests. The earliest period in
which payment may be required is less than one month.

The table below presents assets received from third parties that can be sold or repledged and that are not recognized on the balance
sheet, but that are held as collateral, including amounts that have been sold or repledged.

Off-balance sheet assets received

USD miflion 31.12.19 31.12.18
Fair value of assets received that can be sold or repledged 475,726 483,688
""" received as collateral under reverse repurchase, securities borrowing and lending arrangements, derivative and otber tansactions' 466,045 473302
...... /efe/ved/nunsecuredbafmwmgs953770385
Thereof sold or repledged? 350,477 356,745
...... /nconnecr/anVwmﬁnanangacr/wl/es305352375402
...... ra5az‘/54/comm/rmenr5unde/s/mflsa/e[/ansamans3059728943
...... //]CO/]HE’C[/O/?W/Z‘/7[/6’//[/6[/[/6’6/70’0[/76’/1‘/3/753(1‘/0/7577452472400

1 Includes securities received as initial margin from its clients that UBS is required to remit to central counterparties, brokers and deposit banks through its exchange-traded derivative clearing and execution services.
2 Does not include off-balance sheet securities (31 December 2019: USD 19.6 billion; 31 December 2018: USD 24.5 billion) placed with central banks related to undrawn credit lines and for payment, clearing and

settlement purposes for which there are no associated liabilities or contingent liabilities.
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Note 27 Maturity analysis of financial liabilities

The contractual maturities for non-derivative and non-trading and trading liabilities, predominantly made up of short sale
financial liabilities as of 31 December 2019 are based on the transactions, are assigned to the column Due within 1 month, as
earliest date on which UBS could be contractually required to this provides a conservative reflection of the nature of these
pay. The total amounts that contractually mature in each time trading activities. The contractual maturities may extend over
band are also shown for 31 December 2018. Derivative positions  significantly longer periods.

Maturity analysis of financial liabilities

31.12.19
Due within Due between Due between Due between Due after
USD billion 1month 1and3 months 3 and 12 months 1 and 5 years 5 years Total
Financial liabilities recognized on balance sheet!

Amounts due to banks 5.4 0.3 0.4 0.5 0.0 6.6

of which. lease liabilities
Total financial liabilities measured at amortized cost
_Financial liabilities at fair value held for trading®*
Derivative financi

“Other finandial liabilities designated at fair value : ! b ’

Total financial liabilities measured at fair value through profit or loss 244.0 17.8 9.9 13.1 8.5 293.3
Total 720.1 39.9 48.8 64.5 46.6 919.8
Guarantees, commitments and forward starting transactions®

Loan commitments’ 33.1 0.5 0.3 0.0 33.9
Guarantees’ 19.1 19.1
o e
Reverse repurchase agreements’ e D 00 e 21.9
Securities borrowing agreements 0.0
Total 74.1 0.5 0.3 0.0 0.0 74.9
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Consolidated financial statements

Note 27 Maturity analysis of financial liabilities (continued)

31.12.18
Due within Due between Due between Due between Due after
USD billion 1month 1and3months 3 and 12 months 1 and 5 years 5 years Total
Financial liabilities recognized on balance sheet’

Amounts due to banks 1.6 1.0

Other financial liabilities measured at amortized cost 5.6 56
452.4

21.0

Other financial liabilities designated at fair value 30.0 0.4 1.1 1.2 1.0

Total financial liabilities measured at fair value through profit or loss 238.8 18.5 11.3 8.6 9.0 286.2
Total 691.2 39.5 60.1 71.2 46.8 908.8
Guarantees, commitments and forward starting transactions®

Loan commitments’ 34.1 0.3 0.3 0.0 34.7
Guarantees’ 19.8 19.8

Forward starting transactions

Securities borrowing agreements 0.0
Total 62.9 0.3 0.4 0.0 0.0

1 Except for financial liabilities at fair value held for trading and derivative financial instruments (see footnote 3), the amounts presented generally represent undiscounted cash flows of future interest and principal
payments. 2 The time bucket Due after 5 years includes perpetual loss-absorbing additional tier 1 capital instruments. 3 Carrying amount is fair value. Management believes that this best represents the cash
flows that would have to be paid if these positions had to be settled or closed out. Refer to Note 28 for undiscounted cash flows of derivatives designated in hedge accounting relationships. 4 Contractual
maturities of financial liabilities at fair value held for trading are: USD 30 billion due within 1 month (2018: USD 28.3 billion), USD 0.6 billion due between 1 month and 1 year (2018: USD 0.6 billion) and USD 0

billion due between 1 and 5 years (2018: USD 0 billion).

transactions.

5 Future interest payments on variable-rate liabilities are determined by reference to the applicable interest rate prevailing as of the reporting date. Future
principal payments that are variable are determined by reference to the conditions existing at the reporting date.

6 Comprises the maximum irrevocable amount of guarantees, commitments and forward starting

7 Loan commitments measured at fair value of USD 6.3 billion (2018: USD 3.5 billion), guarantees measured at fair value of USD 1.0 billion (2018: USD 1.6 billion) and forward starting reverse

repurchase agreements measured at fair value of USD 20.3 billion (2018: USD 8.1 billion) are under the time bucket Due within 1 month.

Note 28 Hedge accounting

Derivatives transacted for hedging purposes

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

Derivative transactions that qualify and are designated as
hedges for accounting purposes are described under the
corresponding risk category headings in this Note (interest rate
risk hedge accounting and structural foreign exchange risk
hedge accounting). In addition, UBS designates certain non-
derivative financial assets and liabilities as hedging instruments
in structural foreign exchange risk hedge accounting, as
described under the corresponding risk category headings of this
Note.
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The Group has also executed various hedging strategies
utilizing derivatives for which hedge accounting has not been
applied. These economic hedges include interest rate swaps and
other interest rate derivatives (e.g., futures) for day-to-day
economic interest rate risk management purposes. In addition,
the Group has used equity futures, options and, to a lesser
extent, swaps in a variety of equity trading strategies to offset
underlying equity and equity volatility exposure. The Group has
also entered into credit default swaps that provide economic
hedges for credit risk exposures (refer to “Credit derivatives” in
Note 11). The Group’s accounting policies for derivatives
designated and accounted for as hedging instruments or
economic hedges that do not qualify for hedge accounting are
described in Note 1a item 3j, where terms used in the following
sections are explained.
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Note 28 Hedge accounting (continued)

Interest rate risk hedge accounting

Fair value hedges: interest rate risk related to debt instruments
The Group issues various long-term, fixed-rate debt instruments
measured at amortized cost, such as senior unsecured debt,
covered bonds and subordinated debt, that are exposed to
changes in fair value due to movements in market interest rates.
Interest rate swaps are used as fair value hedges to protect
against changes in the fair value of the issued debt.

Fair value hedges of interest rate risk related to debt
instruments involve swapping fixed cash flows associated with
the debt issued to floating cash flows by entering into interest
rate swaps that receive fixed and pay floating cash flows. The
variable future cash flows are based on the following benchmark
rates: USD LIBOR, CHF LIBOR, EURIBOR, GBP LIBOR, AUD LIBOR,
JPY LIBOR and SGD LIBOR.

The issued debt and interest rate swaps are designated in a
fair value hedge relationship. The notional of the designated
hedging instrument matches the notional of the hedged item.

Hedging instruments and hedged items

The hedged risk is determined as the change in the fair value
of the debt issued arising solely from changes in the designated
benchmark interest rate (e.g.,, one-month or three-month
LIBOR). Such change is usually the largest component of the
overall change in the fair value of the hedged position in
transaction currency.

Hedge effectiveness is assessed by comparing changes in the
fair value of the debt issued attributable to changes in the
designated benchmark interest rate with the changes in the fair
value of the interest rate swaps.

Hedge ineffectiveness can arise from different curves used for
the discounting of the hedging instruments and the hedged
items, or from mismatches of critical terms between fixed-term
lending products and hedging interest rate swaps.

USD million 31.12.19 31.12.18
Hedging instruments: interest rate swaps
L 65 S - G
" arrylngamount .......................................................................................................................................................................................................................................
i e 5o
s -
Hedged items: debt issued measured at amortized cost
Carrylngamount ......................................................................................................................................................................................... 67379 ........................ : 3785
...... 0fW/7/c/7accumu/atedamaunfofﬂa/rya/ue/redgeaajustment7099{298)
Hedge ineffectiveness
For the year ended

USD million 31.12.19 31.12.18 31.12.17
Changes in fair value of hedging instruments 1,427 (341) (16)
Changesmfawvalueofhedged|tems(1408) ........................ L (4)
Net gains / (losses) related to hedge ineffectiveness recognized in Other net income from financial instruments

measured at fair value through profit or loss 19 (11) (20)
Profile of the timing of the nominal amount of the hedging instrument

31.12.19
Due within Due between Due between Due between Due after
USD billion 1 month 1and 3 months 3 and 12 months 1and 5 years 5 years Total
Interest rate swaps 3 9 40 14 65
31.12.18
Due within Due between Due between Due between Due after

USD billion 1 month 1and 3 months 3 and 12 months 1 and 5 years 5 years Total
Interest rate swaps 4 43 17 64
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Consolidated financial statements

Note 28 Hedge accounting (continued)

Fair value hedges: portfolio interest rate risk related to loans

The Group has a portfolio of long-term fixed-rate mortgage
loans in CHF that are measured at amortized cost and exposed
to changes in the fair value attributable to movements in market
interest rates. Interest rate swaps that pay a fixed rate of interest
and receive a floating rate of interest are used as fair value
hedges to protect against changes in the fair value of the
originated loans.

The portfolio of mortgage loans and interest rate swaps are
designated in a fair value hedge relationship. The notional of the
designated hedging instrument matches the notional of the
hedged item.

The hedging strategy involves an open portfolio of hedged
items, i.e., mortgage loans. Both the hedged items and the
hedging instruments are adjusted on a monthly basis to reflect
changes in size and the maturity profile of the hedged portfolio.
The existing hedging relationship is discontinued and a new one

Hedging instruments and hedged items

is designated. Changes in the portfolio are driven by new loans
originated or existing loans repaid.

The hedged risk is determined as the change in the fair value
of the loans arising solely from changes in the designated
benchmark interest rate (e.g., one-month or three-month
LIBOR). Such change is usually the largest component of the
overall change in the fair value of the hedged position in
transaction currency.

Hedge effectiveness is assessed by comparing changes in the
fair value of the hedged portfolio of loans attributable to
changes in the designated benchmark interest rate with the
changes in the fair value of the interest rate swaps.

Hedge ineffectiveness can arise from different curves used for
the discounting of the hedging instruments and the hedged
items, or from mismatches of critical terms between fixed-term
lending products and hedging interest rate swaps.

USD million 31.12.19 31.12.18
Hedging instruments: interest rate swaps

L i 493 ........................ 10318
Carrymgamount .......................................................................................................................................................................................................................................
B =
L s

Hedged items: loans and advances to customers

of which. accumulated amount of fair value hedge adjustment, subject to amortization attributable to the portion of the portfolio that
ceased to be part of heage accounting’

1 Amounts presented within Other financial assets measured at amortized cost and Other financial liabilities measured at amortized cost.

Hedge ineffectiveness

For the year ended

USD million 31.12.19 31.12.18 31.12.17
Changes in fair value of hedging instruments' (38) (22) (10)
Changes|nfa|rvalueofhedged|temsW ....................................................................................................................................... G e =

Net gains / (losses) related to hedge ineffectiveness recognized in Other net income from financial instruments
measured at fair value through profit or loss (6) (6) (7)

1 For the year ended 31 December 2017, the amounts included offsetting accrued interest, which had no effect on net gains / (losses) related to hedge ineffectiveness.
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Note 28 Hedge accounting (continued)

Cash flow hedges of forecast transactions

The Group is exposed to variability in future interest cash flows
on non-trading financial assets and liabilities that bear interest at
variable rates or are expected to be refinanced or reinvested in
the future, due to movements in future market rates. The
amounts and timing of future cash flows, representing both
principal and interest flows, are projected on the basis of
contractual terms and other relevant factors, including estimates
of prepayments and defaults. The aggregate principal balances
and interest cash flows across all portfolios over time form the
basis for identifying the non-trading interest rate risk of the
Group, which is hedged with interest rate swaps, the maximum
maturity of which is 10 years.

The group of forecast cash flows and interest rate swaps are
designated in cash flow hedge relationships. The notional of the
designated hedging instrument matches the notional of the
hedged item for newly transacted swaps. For swaps that are re-
designated, the ratio of the designation is determined based on
the swap sensitivity.

Hedging instruments

The hedging strategy involves designation of each interest
rate swap in a separate hedge relationship against a group of
hedged items that share the same risk. The hedged items giving
rise to the hedged cash flows are fungible and could be
substituted for each other over the lifetime of the hedge. Cash
flow forecasts and risk exposures are monitored and adjusted on
an ongoing basis, and consequently hedging instruments are
added or taken out of the program accordingly.

The hedged risk is determined as the variability of future cash
flows arising solely from changes in the designated benchmark
interest rate, i.e., overnight index swap rate / one-month or
three-month LIBOR. Hedge effectiveness is assessed by
comparing changes in the fair value of the hedged cash flows
attributable to changes in the designated benchmark interest
rate with the changes in the fair value of the interest rate swaps.

Hedge ineffectiveness can arise from differences in the
reference index of the hedging instruments and hedged items,
or from inception of the hedge relationship after the trade date
of the hedging derivative.

USD million

31.12.19 31.12.18

Hedging instruments: interest rate swaps

Derivative financial liabilities

Hedge ineffectiveness

For the year ended

USD million 31.12.19 31.12.18 31.12.17
Changes in fair value of hedging instruments' 1,639 97
- angesm i hedged L (1 571) ......................... (73) ................................
Effective portion of changes in fair value of hedging instruments recognized as Other comprehensive income 1,571 (42) 45
“Ineffectiveness recognized as Other net income from financial instruments measured at fair value through profitor T
loss 68 25 8

1 This Note addresses the requirement of IFRS 7 effective from 1 January 2018, for which data is provided prospectively.

Other comprehensive income recognized directly in equity related to cash flow hedges

USD million 2019 2018 2017
Balance at the beginning of the year 109 360 955
Effective portion of changes in fair value of hedging instruments recognized inoct 571 w a5

Amount reclassified to Net interest income when the hedged item affected profit / (loss), for the year ended
31 December

Income tax related to cash flow hedges (253) 67 163
Balance at the end of the year 1,260 109 360
of which: related to hedging relationships for which hedge accounting continues to be applied’? 1596 74
""" of which: related to hedging relationships for which hedge accounting is o longer applied’> gy

1 This Note addresses the requirement of IFRS 7 effective from 1 January 2018, for which data is provided prospectively. 2 Amounts are disclosed on a pre-tax basis.
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Consolidated financial statements

Note 28 Hedge accounting (continued)

Structural foreign exchange risk hedge accounting

Hedges of net investments in foreign operations

The Group applies hedge accounting for certain net investments
in foreign operations. For this purpose, foreign exchange (FX)
derivatives, mainly FX forwards and FX swaps, as well as non-
derivative financial assets or liabilities are used and designated as
hedging instruments. The notional of the designated hedging
instrument matches the notional of the hedged item.

Based on UBS’s risk management strategy, the hedges are
adjusted on at least a monthly basis to reflect the changes in the
hedged position.

The hedged risk is determined as the change in the carrying
amount of net assets of foreign operations arising solely from
changes in spot foreign exchange rates. Consequently, the Group
only designates the spot element of the FX forwards as hedging
instruments. Changes in the fair value of the hedging instruments
attributable to changes in forward points and the effect of
discounting are not part of a hedge accounting designation. These
amounts, therefore, do not form part of the effectiveness
assessment and are recognized directly in profit or loss.

Hedging instruments

The effective portion of gains and losses of these FX swaps,
i.e., the spot element, is transferred directly to OCl to offset
foreign currency translation (FCT) gains and losses on the net
investments in foreign branches and subsidiaries. As such, these
FX swaps hedge the structural FX exposure, resulting in the
accumulation of FCT movements at the level of individual
foreign branches and subsidiaries, which make up the total FCT
OClI of the Group.

When UBS designates as hedging instruments certain non-
derivative foreign currency financial assets and liabilities of
foreign branches or subsidiaries, the FX translation difference
recorded in FCT OCI of the non-derivative hedging instrument of
one foreign entity offsets the structural FX exposure of another
foreign entity. Therefore, the aggregated FCT OCI of the Group
is unchanged from this hedge designation.

Due to the fact that only the spot element of hedging
instruments is  designated in  hedging relationships,
ineffectiveness is unlikely unless the hedged net assets fall below
the designated hedged amount. The exceptions are hedges
where the hedging currency is not the same as the currency of
the foreign operation, where the currency basis may cause
ineffectiveness.

USD million

31.12.19 31.12.18

Hedging instruments: derivative financial instruments

Derivative financial liabilities

Hedging instruments: non-derivative foreign currency assets and liabilities

Payables from securities financing transactions

Hedge ineffectiveness

For the year ended

USD million 31.12.19 31.12.18
Changes in fair value of hedging instruments (142) 205
Changesmfa|rva|ueofhedged|tems .................................................................................................................................................................... 134(205)
Effective portion of changes in fair value of hedging instruments recognized in Foreign currency translation OCI (134) 181
Ineffectiveness recognized as Other net income from financial instruments measured at fair value through profitor loss ® %
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Note 28 Hedge accounting (continued)

Foreign currency translation reserve

USD million

31.12.19 31.12.18 31.12.17

Foreign currency translation reserve

of which: for which hedge accounting is no longer applied’ 255
Effective portion of changes in fair value of hedging instruments reclassified to Other income upon disposal of
investment for the year ended? (14) 2

1 This Note addresses the requirement of IFRS 7 effective from 1 January 2018, for which data is provided prospectively.

Undiscounted cash flows

The table below provides undiscounted cash flow information for derivative instruments designated in hedge accounting

relationships.

Derivatives designated in hedge accounting relationships (undiscounted cash flows)

2019
Due within Due between Due between Due between Due after
USD billion On demand 1 month 1 and 3 months 3and 12 months 1 and 5 years 5 years Total
O T S DS e
FX swaps / forwards
s gr— o s i
s g— e s e
Net cash flows 0 0 0 0
2018
Due within Due between Due between Due between Due after
USD billion On demand 1 month 1and 3 months 3 and 12 months 1 and 5 years 5 years Total
Interest rate swaps'
= -s'\-l;/'é-bé-ﬁar-\'l\-/}a'r-as: ..................................................................................................................................................................................................................................
s g s i
s g s e
Net cash flows 0 0 0

1 Undiscounted cash inflows and cash outflows of interest rate swaps were not material as the majority of interest rate swaps designated in hedge accounting relationships are legally settled on a daily basis.

Interest rate benchmark reform

As of 1 October 2019, the Group early adopted the
amendments to IAS 39 and IFRS 7 related to interest rate
benchmark reform published by the IASB in September 2019.

The significant interest rate benchmarks to which the Group'’s
hedging relationships are exposed are stated in the “Interest rate
risk hedge accounting” section of this Note.

The Group established a cross-divisional, cross-regional
governance structure and change program to address the scale
and complexity of the transition to alternative reference rates
(ARRs).

Cash flow hedges of forecast transactions referencing LIBOR

As all fair value hedges are directly affected by the interest
rate benchmark reform, the relief is applied to all of the
disclosed fair value hedges in this Note.

Hedges of net investments in foreign operations are not
affected by the amendments.

UBS also applies the amendments to those cash flow hedge
relationships where the hedged risk is LIBOR. The following table
provides details on the nominal amount and carrying amount of
the hedging instruments in those hedging relationships.

USD million

31.12.19

_Hedging instruments: interest rate swaps

Derivative financial liabilities
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans

The table below provides a breakdown of expenses related to pension and other post-employment benefit plans recognized in the
income statement within Personnel expenses.

Income statement — expenses related to pension and other post-employment benefit plans

USD miflion 31.12.19 31.12.18 31.12.17
Net periodi enses for defined benefit plans

of which: remaining plans 71 67 67

Total pension and other post-employment benefit plan expenses® 787 457 723

1 Refer to Note 29a for more information. 2 Changes to the Swiss pension plan in 2018 resulted in a pre-tax gain of USD 241 million related to past service. Refer to Note 29a for more information on these
changes. 3 Refer to Note 29b for more information. 4 Other expenses include differences between actual and estimated performance award accruals. 5 Refer to Note 29¢ for more information. 6 Refer to
Note 6.

The table below provides a breakdown of amounts recognized in Other comprehensive income for defined benefit plans.

Other comprehensive income — gains / (losses) on defined benefit plans
USD million 31.12.19 31.12.18 31.12.17

Major pension plans' (135) (230) 253

Remaining plans (8 3 31
Gains / (losses) recognized in other comprehensive income, before tax (146) (220) 286
Tax (expense) / benefit relating to defined benefit plans recognized in other comprehensive income @) 6 n
‘Gains / (osses) recognized in other comprehensive income, netof to® ~~ (i8) 55 296

1 Refer to Note 29a for more information. 2 Refer to Note 29b for more information. 3 Refer to the “Statement of comprehensive income.”
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Note 29 Pension and other post-employment benefit plans (continued)

UBS recognizes assets and liabilities with respect to defined only recognized on the balance sheet to the extent that it does
benefit plans within Other non-financial assets and Other non- not exceed the estimated future economic benefit. Since the
financial liabilities. estimated future economic benefit was zero as of 31 December

As of 31 December 2019 and 31 December 2018, the Swiss 2019 and 31 December 2018, no net defined benefit pension
pension plan was in a surplus situation. However, a surplus is asset was recognized on the balance sheet.

The table below provides a breakdown of the assets and liabilities recognized on the balance sheet within Other non-financial assets and
Other non-financial liabilities related to defined benefit plans.

Balance sheet - net defined benefit pension and post-employment asset

USD million 31.12.19 31.12.18
Major pension plans' 9 0
...... ofw/uc/szssp/anoo
...... 0fW/7/C/7U/(p/an40
...... ofw/z/c/zUSandGermanp/ans50
Total net defined benefit pension and post-employment asset? 9 0

1 Refer to Note 29a for more information. 2 Refer to Note 17.

Balance sheet - net defined benefit pension and post-employment liability
USD million 31.12.19 31.12.18

Major pension plans' 527 671

Total net defined benefit pension and post-employment liability* 633 775

1 Refer to Note 29a for more information. 2 Of the total liability recognized as of 31 December 2019, USD 111 million related to US plans and USD 416 million related to German plans (31 December 2018:
USD 137 million and USD 374 million, respectively). 3 Refer to Note 29b for more information. 4 Refer to Note 22.
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

a) Defined benefit pension plans

UBS has established defined benefit pension plans for its
employees in various jurisdictions in accordance with local
regulations and practices. The major plans are located in
Switzerland, the UK, the US and Germany. The plans’ benefits
include retirement, disability and survivor benefits. The level of
benefits provided depends on the specific plan rules and the
level of employee compensation.

The overall investment policy and strategy for UBS's defined
benefit pension plans is guided by the objective of achieving an
investment return that, together with contributions, is intended
to ensure that there will be sufficient assets to pay pension
benefits as they fall due, while also mitigating various risks. For
the plans with assets, i.e., funded plans, the investment
strategies are managed under local laws and regulations in each
jurisdiction. The asset allocation is determined by the
governance body with reference to the current and expected
economic and market conditions and in consideration of specific
asset class risk in the risk profile. Within this framework, UBS
ensures that the fiduciaries consider how the asset investment
strategy correlates with the maturity profile of the plan liabilities
and the respective potential effect on the funded status of the
plans, including potential short-term liquidity requirements.

The defined benefit obligations (DBOs) for all of UBS's
defined benefit pension plans are directly affected by changes in
yields of high-quality corporate bonds quoted in an active
market in the currency of the respective pension plan, as the
applicable discount rate used to determine the DBO is based on
these yields. For the funded plans, the pension assets are
invested in a diversified portfolio of financial assets, including
real estate, bonds, investment funds and cash, across
geographic regions, to achieve a balance of risk and return.
Under IFRS, volatility arises in each pension plan’s net asset /
liability position because the fair value of the plan’s financial
assets is not fully correlated to movements in the value of the
plan’s DBO. Specific asset-liability matching strategies for each
pension plan are independently determined by the responsible
governance body. The net asset / liability volatility for each plan
is dependent on the specific financial assets chosen by each
plan’s governance body. For certain pension plans, a liability-
driven investment approach is applied to a portion of the plan
assets to reduce potential volatility. UBS’s general principle is to
ensure that the plans are adequately funded on the basis of
actuarial valuations. Local pension regulations are the primary
drivers for determining when contributions are required.

Swiss pension plan
The Swiss pension plan covers employees of UBS AG and
employees of companies having close economic or financial ties
with UBS AG, and exceeds the minimum benefit requirements
under Swiss pension law.

Contributions to the pension plan are paid by both the
employer and the employees. The Swiss pension plan allows
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employees to choose the level of contributions paid by them.
Employee contributions are calculated as a percentage of the
contributory salary and are deducted monthly. The percentages
deducted from salary depend on age and choice of contribution
category and vary between 2.5% and 13.5% of contributory
base salary and between 0% and 9% of contributory variable
compensation. Depending on the age of the employee, UBS
pays a contribution that ranges between 6.5% and 27.5% of
contributory base salary and between 2.8% and 9% of
contributory variable compensation. UBS also pays risk
contributions that are used to finance benefits paid out in the
event of death and disability.

The plan benefits include retirement, disability and survivor
benefits. The pension plan offers to members at the normal
retirement age of 65 a choice between a lifetime pension with
or without full restitution and a partial or full lump sum
payment. Participants can choose to continue employment and
correspondingly remain active members in the pension plan until
the age of 70 at the latest or draw early retirement benefits
starting from the age of 58. Employees have the opportunity to
make additional purchases of benefits to fund early retirement
benefits (Plan 58+).

The pension amount payable is a result of the conversion rate
applied on the accumulated balance of the individual plan
participant’s pension account at the retirement date. The
accumulated balance of each individual plan participant’s pension
account is based on credited vested benefits transferred from
previous employers, purchases of benefits, and the employee and
employer contributions that have been made to the pension
account of each individual plan participant, as well as the interest
accrued on the accumulated balance. The interest rate accrued is
defined annually by the Pension Foundation Board.

Although the Swiss pension plan is based on a defined
contribution promise under Swiss pension law, it is accounted
for as a defined benefit plan under IFRS, primarily because of the
obligation to accrue interest on the pension accounts and the
payment of lifetime pension benefits.

The Swiss pension plan is governed by a Pension Foundation
Board. The responsibilities of this board are defined by Swiss
pension law and by the plan rules. An actuarial valuation under
Swiss pension law is performed regularly. According to Swiss
pension law, a temporary limited underfunding is permitted.
However, should an underfunded situation occur, the Pension
Foundation Board is required to take the necessary measures
such that full funding can be expected to be restored within a
maximum period of 10 years. If a Swiss pension plan were to
become significantly underfunded on a Swiss pension law basis,
additional employer and employee contributions could be
required. In this situation, the risk is shared between employer
and employees, and the employer is not legally obliged to cover
more than 50% of the additional contributions required. As of
31 December 2019, the Swiss pension plan had a technical
funding ratio under Swiss pension law of 127.1% (31 December
2018: 124.2%).



Note 29 Pension and other post-employment benefit plans (continued)

The investment strategy of the Swiss plan is implemented on the
basis of a multi-level investment and risk management process and
complies with Swiss pension law, including the rules and regulations
relating to diversification of plan assets. These rules, among others,
specify restrictions on the composition of plan assets; e.g., there is a
limit of 50% for investments in equities. The investment strategy of
the Swiss plan is aligned with the defined risk budget set out by the
Pension Foundation Board. The risk budget is determined on the
basis of regularly performed asset and liability management
analyses. In order to implement the risk budget, the Swiss plan may
use direct investments, investment funds and derivatives. To
mitigate foreign currency risk, a specific currency hedging strategy is
in place. The Pension Foundation Board strives for a medium- and
long-term balance between assets and liabilities.

As of 31 December 2019, the Swiss pension plan was in a
surplus situation on an IFRS measurement basis, as the fair value of
plan assets exceeded the DBO by USD 3,724 million (31 December
2018: surplus of USD 3,274 million). However, a surplus is only
recognized on the balance sheet to the extent that it does not
exceed the estimated future economic benefit, which equals the
difference between the present value of the estimated future service
cost and the present value of the estimated future employer
contributions. The maximum future economic benefit is highly
variable based on changes in the discount rate. As of both
31 December 2019 and 31 December 2018, the estimated future
economic benefit was zero and hence no net defined benefit asset
was recognized on the balance sheet. As of 31 December 2019, the
difference between the pension plan surplus and the estimated
future economic benefit, i.e.,, the asset ceiling effect, was
USD 3,724 million (31 December 2018: USD 3,274 million).

In the fourth quarter of 2019, UBS established an enhanced
methodology for measuring the estimated future economic benefits
available under the Swiss pension plan, which limits the amount of
any surplus recognized in accordance with IFRS, i.e., the asset ceiling
calculation. Under the revised approach, which will come into effect
in the first quarter of 2020, future service cost is measured
individually for each future year, considering the individually
applicable discount rate. In addition, an enhanced discount curve
methodology will be adopted, utilizing the FINMA-published
ultimate forward rate, which represents the average long-term
historical real rate plus expected inflation over the long-dated
periods where discount rates are unobservable. Application of this
approach is expected to reduce the sensitivity in the quarterly asset
ceiling calculation to short-term interest rates, resulting in lower
variability in the calculation and accordingly the resulting recognition
/ derecognition of the Swiss pension plan surplus in Other
comprehensive income. No changes have been made to the
methodology for measuring the defined benefit obligation.

Changes to the Swiss pension plan
As a result of the effects of continuing low and in some cases
negative interest rates, diminished investment return

expectations and increasing life expectancy, the pension fund of
UBS in Switzerland and UBS agreed to measures that have taken
effect from the start of 2019 to support the long-term financial
stability of the Swiss pension fund. As a result, the conversion
rate was lowered, the regular retirement age was increased from
64 to 65, employee contributions were increased from a range
of 1% and 13.5% of the contributory base salary to a range of
2.5% and 13.5% of the contributory base salary, and savings
contributions start from age 20 instead of the previous starting
age of 25. Pensions already in payment on 1 January 2019 were
not affected by these measures.

To mitigate the effects of the reduction of the conversion rate
on future pensions, UBS will make a payment to employees’
retirement assets in the Swiss pension fund of up to USD 746
million in three installments in 2020, 2021 and 2022.

In accordance with IFRS, these measures led to a reduction in
the pension obligation recognized by UBS, resulting in a pre-tax
gain of USD 241 million in 2018. In addition, 2018 service costs
were lower by USD 59 million due to the decrease in benefits.
These effects were recognized as a reduction in Personnel
expenses within the income statement across the business
divisions and Corporate Center, with a corresponding effect in
Other comprehensive income, as the Swiss pension plan was in a
surplus situation that could not be recognized due to the IFRS
asset ceiling restriction. If the Swiss pension plan remains in an
asset ceiling position, the three payments in 2020, 2021 and
2022, adjusted for expected forfeitures, are expected to reduce
total equity by USD 641 million, with no effect on the income
statement.

The first installment and the regular employer contributions
expected to be made to the Swiss pension plan in 2020 are
estimated to be USD 234 million and USD 466 million, respectively.

UK pension plan

The UK plan is a career-average revalued earnings scheme, and
benefits increase automatically based on UK price inflation. The
normal retirement age for participants in the UK plan is 60. Since
2000, the UK plan has been closed to new entrants and, since
2013, pension plan participants are no longer accruing benefits for
current or future service. Employees instead participate in the UK
defined contribution plan.

The governance responsibility for the UK plan lies jointly with the
Pension Trustee Board, which is required under local pension laws,
and UBS. The employer contributions to the pension fund reflect
agreed-upon deficit funding contributions, which are determined on
the basis of the most recent actuarial valuation using assumptions
agreed by the Pension Trustee Board and UBS. In the event of
underfunding, UBS and the Pension Trustee Board must agree on a
deficit recovery plan within statutory deadlines. In 2019, UBS made
deficit funding contributions of USD 242 million to the UK plan. In
2018, UBS did not make any deficit funding contributions.
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

The plan assets are invested in a diversified portfolio of financial
assets. A liability-driven investment approach is applied, as a portion
of the plan assets is invested in inflation-indexed bonds that provide
a partial hedge against price inflation. If price inflation increases, the
DBO is likely to increase by more than the change in the fair value of
plan assets, which would result in an increase in the net defined
benefit liability. Plan rules and local pension legislation cap the level
of inflationary increase that can be applied to plan benefits.

As the plan is obligated to provide guaranteed lifetime pension
benefits to plan participants upon retirement, increases in life
expectancy will result in an increase in the plan’s liabilities. The
sensitivity to changes in life expectancy is particularly high in the UK
plan as the pension benefits are indexed to price inflation.

As of 31 December 2019, the UK plan was in a surplus
situation on an IFRS measurement basis as the fair value of plan
assets exceeded the DBO by USD 4 million (31 December 2018:
deficit of USD 160 million).

Total contributions expected to be made to the UK defined
benefit pension plan in 2020 are estimated at USD 13 million,
subject to regular funding reviews during the year.

In addition, UBS and the Pension Trustee Board have entered
into an arrangement whereby a collateral pool was established
to provide security for the pension fund. The value of the
collateral pool as of 31 December 2019 was USD 364 million
and includes corporate bonds and government-related debt
instruments. The Pension Trustee Board and UBS may agree
adjustments to the collateral pool in the future. The
arrangement provides the Pension Trustee Board dedicated
access to a pool of assets in the event of UBS’s insolvency or not
paying a required deficit funding contribution.

US pension plans

There are two distinct major defined benefit pension plans in the
US, both with a normal retirement age of 65. Since 1998 and
2001, respectively, the plans have been closed to new entrants,
who instead can participate in defined contribution plans.

One of the major defined benefit pension plans is a
contribution-based plan in which each participant accrues a
percentage of salary in a pension account. The pension account
is credited annually with interest based on a rate that is linked to
the average yield on one-year US government bonds. For the
other major defined benefit pension plan, retirement benefits
accrue based on the career-average earnings of each individual
plan participant. Former employees with vested benefits have
the option to take a lump sum payment or a lifetime annuity
commencing early or at retirement age.
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As required under local state pension laws, both plans have
fiduciaries who, together with UBS, are responsible for the
governance of the plans. UBS regularly reviews the contribution
strategy for these plans, considering local statutory funding rules
and the cost of any premiums that must be paid to the Pension
Benefit Guaranty Corporation for having an underfunded plan.
In 2019, the contributions made by UBS were USD 29 million
(2018: USD 42 million).

The plan assets for both plans are invested in a diversified
portfolio of financial assets. Each pension plan’s fiduciaries are
responsible for the investment decisions with respect to the plan
assets. Both US plans apply a liability-driven investment
approach to support the volatility management in the net asset /
liability position. Derivative instruments may be employed to
manage volatility.

The employer contributions expected to be made to the US
defined benefit pension plans in 2020 are estimated at USD 9
million.

German pension plans
There are two different defined benefit pension plans in
Germany, and both are contribution-based plans. No plan assets
are set aside to fund these plans, and benefits are paid directly
by UBS. The normal retirement age for the participants in the
German plans is 65. Within the larger of the two plans, each
participant accrues a percentage of salary in a pension account.
The accumulated account balance of the plan participant is
credited on an annual basis with guaranteed interest at a rate of
5%. In the other plan, amounts are accrued annually based on
employee elections related to variable compensation. For this
plan, the accumulated account balance is credited on an annual
basis with a guaranteed interest rate of 6% for amounts accrued
before 2010, of 4% for amounts accrued from 2010 to 2017
and of 0.9% for amounts accrued after 2017. Both plans are
regulated under German pension law, under which the
responsibility to pay pension benefits when they are due rests
entirely with UBS. For these plans, a portion of the pension
payments is directly increased in line with price inflation.

The benefits expected to be paid by UBS to the participants of
the German plans in 2020 are estimated at USD 10 million.

Financial information by plan

The tables on the following pages provide an analysis of the
movement in the net asset / liability recognized on the balance
sheet for defined benefit pension plans, as well as an analysis of
amounts recognized in net profit and in Other comprehensive
income.



Note 29 Pension and other post-employment benefit plans (continued)

Defined benefit pension plans

USD million Swiss plan UK plan US and German plans Total
2019 2018 2019 2018 2019 2018 2019 2018
Defined benefit obligation at the beginning of the year 22,566 23,419 3,192 3,744 1,679 1,816 27,437 28,978

Foreign currency translation 399 (170) 144 (181) (8) (18) 535 (369)
Defined benefit obligation at the end of the year 24496 22,566 3,654 3,192 1,820 1,679 29970 27,437
of which. amounts owed to active members 11,577 10452 164 146 235 226 11,976 10823
" of which: amounts owed to deferred members o o 1559 1434 675 606 2233 2040
" of which: amounts owed to retirees 12918 12114 1931 1612 911 847 15760 14574
Fair value of plan assets at the beginning of the yea 25,839 26,656 3,032 3,469 1,168 1,265 30,039 31,390

Ad
Foreign currency translation

Fair value of plan assets at the end of the year 28,219 25,839 3,658 3,032 1,299 1,168
Asset ceiling effect at the beginning of the year 3,274

Asset ceiling effect excluding interest expense and foreign currency translation on

asseteelling effect e 353 Tl D O 0 0 333 T
Foreign currency translation 67 (58) 0 0 0 0 67 (58)
Asset ceiling effect at the end of the year 3,724 3,274 0 0 0 0 3,724 3,274
Net defined benefit asset / (liability) 0 0 4 (160) (521) (511) (518) (671)

Movement in the net asset / (liability) recognized on the balance sheet

Net asset / (liability) recognized on the balance sheet at the beginning of the year 0 0 (160) (275) (511) (550) (671) (825)

Foreign currency translation (13) 0 2 (4) 8 18 (3) 14
Net asset / (liability) recognized on the balance sheet at the end of the year 0 0 4 (160) (521) (511) (518) (671)
Funded and unfunded plans

Defined benefit obligation from funded plans 24,496 22,566 3,654 3,192 1,319 1,219 29,469 26,976
‘“Defined benefit obligation from unfunded plans | o o o T o 501 460 501 460
Planassets 28219 25839 3,658 3,032 1,20 1168 33176 30,039
Surplus / (deficit) 3,724 3,274 4 (160) (521) (511) 3,206 2,603
Asset ceiling effect 3,724 3,274 0 0 0 0 3,724 3,274
Net defined benefit asset / (liability) 0 0 4 (160) (521) (511) (518) (671)

1 Experience (gains) / losses are a component of actuarial remeasurements of the defined benefit obligation that reflect the effects of differences between the previous actuarial assumptions and what has actually
occurred.
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

Analysis of amounts recognized in net profit

USD million Swiss plan UK plan US and German plans Total

For the year ended 31.12.19 31.12.18  31.12.19 31.12.18 31.12.19 31.12.18 31.12.19 31.12.18
Current service cost 409 405 0 0 6 7 415 413

Interest expense related to defined benefit obligation 200 151 92 93 59 55 351 299
‘nterest income related to plan assets ~(3) (177 | ) (8 @n @) (369)  (306)
Interestexpenseonassetce|||ngeﬁect ............................................................................. L S G— e R S
Adm|n|strat|onexpensestaxesandpremlumspa|d ............................................................. P s G e g e
Pastserwcecostrelatedtoplanamendments ...................................................................... R ( 241)0 .............. jr— e G f— ( 237)
i e ( 20)0 .............. G G e G ( 20)
Net periodic expenses recognized in net profit 417 153 3 1 21 22 440 186

Analysis of amounts recognized in other comprehensive income (OCI)

USD million Swiss plan UK plan US and German plans Total

For the year ended 31.12.19 31.12.18  31.12.19 31.12.18  31.12.19 31.12.18  31.12.19 31.12.18
Remeasurement of defined benefit obligation (1,728) 242 (361) 266 (185) 69 (2,275) 577
‘Return on plan assets excluding amounts included in interest income 2,05 (523) | 84 (136) 150 77 2492 (736)
“Asset ceiling effect excluding interest expense and foreign currency translationon T mmmmmmmmmmmmmm—
asset ceiling effect (353) (71) 0 0 0 0 (353) (71)
Total gains / (losses) recognized in other comprehensive income, before tax (22) (352) (78) 130 (35) (8) (135) (230)

The table below provides information about the duration of the DBO and the timing for expected benefit payments.

Swiss plan UK plan US and German plans'
31.12.19  31.12.18 31.12.19  31.12.18 31.12.19  31.12.18
Duration of the defined benefit obligation (in years) 149 14.5 20.2 19.5 10.1 9.8
Maturity analysis of benefits expected to be paid
USD million
Benefits expected to be paid within 12 months 1,232 1,153 93 82 121 108

Benefits expected to be paid in more than 16 years 15,517 16,792 3,913 3,927 21 798

1 The duration of the defined benefit obligation represents a weighted average across US and German plans.
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Note 29 Pension and other post-employment benefit plans (continued)

Actuarial assumptions

The measurement of each pension plan’s DBO considers

different actuarial assumptions. Changes in those assumptions

lead to volatility in the DBO. The following significant actuarial
assumptions are applied:

— Discount rate: the discount rate is based on the yield of high-
quality corporate bonds quoted in an active market in the
currency of the respective pension plan. Consequently, a
decrease in the vyield of high-quality corporate bonds
increases the DBO. Conversely, an increase in the yield of
high-quality corporate bonds decreases the DBO.

— Rate of salary increase: an increase in the salary of plan
participants generally increases the DBO, specifically for the
Swiss and German plans. For the UK plan, as the plan is
closed for future service, UBS employees no longer accrue
future service benefits and thus salary increases have no
effect on the DBO. For the US plans, only a small percentage
of the total population continues to accrue benefits for future
service and therefore the effect of a salary increase on the
DBO is minimal.

— Rate of pension increase: for the Swiss plan, there is no
automatic indexing of pensions. Any increase would be
decided by the Pension Foundation Board. For the US plans,
there is also no automatic indexing of pensions. For the UK
plan, pensions are automatically indexed to price inflation as
per plan rules and local pension legislation. The German
plans are also automatically indexed and a portion of the
pensions are directly increased by price inflation. An
increase in price inflation in the UK or Germany increases
the respective plan’s DBO.

— Rate of interest credit on retirement savings: the Swiss plan
and one of the US plans have retirement saving balances that
are increased annually by an interest credit rate. For each of
these plans, an increase in the interest credit rate increases
the plan’s DBO.

— Life expectancy: most of UBS’s defined benefit pension plans
are obligated to provide guaranteed lifetime pension benefits.
The DBO for all plans is calculated using an underlying best
estimate of the life expectancy of plan participants. An
increase in the life expectancy of plan participants increases
the plan’s DBO.

The actuarial assumptions used for the pension plans are
based on the economic conditions prevailing in the jurisdiction in
which they are offered.

—> Refer to Note 1a item 7 for a description of the accounting

policy for defined benefit pension plans

Changes in actuarial assumptions
UBS regularly reviews the actuarial assumptions used in
calculating its DBO to determine their continuing relevance.

Swiss pension plan

In 2019, a loss of USD 1,728 million was recognized in Other
comprehensive income (OCI) related to the remeasurement of the
DBO. This was primarily due to a market-driven decrease in the
discount rate, which resulted in an OCl loss of USD 1,887 million
and an experience loss of USD 284 million, reflecting the effects of
differences between the previous actuarial assumptions and what
actually occurred. These losses were partly offset by gains of
USD 243 million resulting from a decrease in the expected rate of
interest credit on retirement savings, USD 103 million due to an
update in the disability assumption and USD 94 million due to an
update in the turnover assumption.

In 2018, a net gain of USD 242 million was recognized in OCI
related to the remeasurement of the DBO. This was primarily
due to a market-driven increase in the discount rate, which
resulted in an OCl gain of USD 776 million. This effect was
partially offset by experience losses of USD 397 million,
reflecting  differences between the previous actuarial
assumptions and what actually occurred, and market-driven
changes to the assumed rate of interest credit on retirement
savings, which resulted in a loss of USD 124 million. Changes in
other assumptions were not significant.

UK pension plan

In 2019, a loss of USD 361 million was recognized in OCI related
to the remeasurement of the DBO for the UK plan. This was
primarily due to a market-driven decrease in the discount rate,
which resulted in an OCI loss of USD 552 million. This loss was
partially offset by a gain of USD 132 million due to a decrease in
the expected rate of pension increase, experience gains of
USD 34 million which reflect differences between the previous
actuarial assumptions and what actually occurred, and a gain of
USD 21 million due to an update of the mortality improvement
assumption.

In 2018, a net gain of USD 266 million was recognized in OCI
related to the remeasurement of the DBO for the UK plan. This
was primarily due to a market-driven increase in the discount
rate, which resulted in an OCI gain of USD 219 million, as well
as changes in the pension increase assumption, which resulted
in an OCI gain of USD 37 million.

US and German pension plans

In 2019, a loss of USD 185 million was recognized in OCI related
to the remeasurement of the DBO for the US and German plans,
compared with a net gain of USD 69 million in 2018. OCI gains
and losses in both years were primarily driven by market-driven
movements in discount rates.
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

The tables below show the significant actuarial assumptions used in calculating the DBO at the end of the year.

Significant actuarial assumptions

Swiss plan UK plan US and German plans'
n % 31.12.19  31.12.18 311219 31.12.18 31.12.19  31.12.18

Discount rate 0.29 0.92 2.07 2.90 2.58 3.69

Rate of interest credit on retirement savings
1 Represents weighted average assumptions across US and German plans.

Mortality tables and life expectancies for major plans

Life expectancy at age 65 for a male member currently

aged 65 aged 45
Country Mortality table 31.12.19 31.12.18 31.12.19 31.12.18
Switzerland BVG 2015 G with CMI 2016 projections 21.6 21.6 23.1 23.1

Germany Dr. K. Heubeck 2018 G 20.7 20.5 235 23.3

Life expectancy at age 65 for a female member currently

aged 65 aged 45
Country Mortality table 31.12.19 31.12.18 31.12.19 31.12.18
Switzerland BVG 2015 G with CMI 2016 projections 23.6 235 25.1 25.0

Germany Dr. K. Heubeck 2018 G 242 24.1 26.4 26.3
1 In 2018, the mortality table S2PA with CMI 2017 projections was used. 2 In 2018, the mortality table RP2014 WCHA with MP2018 projection scale was used.

Sensitivity analysis of significant actuarial assumptions circumstances may arise, which could result in variations that are
The table below presents a sensitivity analysis for each significant outside the range of alternatives deemed reasonably possible.
actuarial assumption, showing how the DBO would have been Caution should be used in extrapolating the sensitivities below
affected by changes in the relevant actuarial assumption that on the DBO as the sensitivities may not be linear.

were reasonably possible at the balance sheet date. Unforeseen

Sensitivity analysis of significant actuarial assumptions’

Increase / (decrease) in defined benefit obligation Swiss plan UK plan US and German plans
USD million 31.12.19 31.12.18 31.12.19 31.12.18 31.12.19 31.12.18
Discount rate

Increase in longevity by one additional year 886 751 154 122 51 42

1 The sensitivity analyses are based on a change in one assumption while holding all other assumptions constant, so that interdependencies between the assumptions are excluded. 2 As the plan is closed for
future service, a change in assumption is not applicable. 3 As the assumed rate of pension increase was 0% as of 31 December 2019 and as of 31 December 2018, a downward change in assumption is
not applicable. 4 As the UK plan does not provide interest credits on retirement savings, a change in assumption is not applicable. 5 As of 31 December 2019, 21% of retirement savings were subject to a legal
minimum rate of 1.00%.
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Note 29 Pension and other post-employment benefit plans (continued)

Fair value of plan assets
The tables below provide information about the composition and fair value of plan assets of the Swiss, the UK and the US pension plans.

Composition and fair value of plan assets

Swiss plan
31.12.19 31.12.18
Plan asset Plan asset
Fair value allocation % Fair value allocation %
Quoted Quoted
in an active in an active
USD million market Other Total market Other Total
Cash and cash equi 159 0 159 137 137 1

Other investments 535 194 729 3 531 18 549 2

Total fair value of plan assets 19,206 9,014 28,219 100 17,190 8,649 25,839 100
31.12.19 31.12.18

Total fair value of plan assets 28,219 25,839

of which?

Derivative financial instruments, counterparty UBS® 10 34

1 The bond credit ratings are primarily based on Standard & Poor’s credit ratings. Ratings AAA to BBB— and below BBB- represent investment grade and non-investment grade ratings, respectively. In cases where
credit ratings from other rating agencies were used, these were converted to the equivalent rating in Standard & Poor’s rating classification. 2 Bank accounts at UBS encompass accounts in the name of the Swiss
pension fund. The other positions disclosed in the table encompass both direct investments in UBS instruments and indirect investments, i.e., those made through funds that the pension fund invests in. 3 Securities
lent to UBS and derivative financial instruments are presented gross of any collateral. Securities lent to UBS were fully covered by collateral as of 31 December 2019 and 31 December 2018. Net of
collateral, derivative financial instruments amounted to USD 6 million as of 31 December 2019 (31 December 2018: USD 10 million).
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

Composition and fair value of plan assets (continued)

UK plan
31.12.19 31.12.18
Plan asset Plan asset
Fair value allocation % Fair value allocation %
Quoted Quoted
in an active in an active
USD million market Other Total market Other Total
Cash and cash equivalents 141 0 141 4 143 0 143 5

"(-).ther investments? (572)
Total fair value of plan assets 3,483 175 3,658 100 2,900 132

1 The bond credit ratings are primarily based on Standard & Poor’s credit ratings. Ratings AAA to BBB— and below BBB- represent investment grade and non-investment grade ratings, respectively. In cases where
credit ratings from other rating agencies were used, these were converted to the equivalent rating in Standard & Poor’s rating classification. 2 Mainly relates to repurchase arrangements on UK treasury bonds.
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Note 29 Pension and other post-employment benefit plans (continued)

Composition and fair value of plan assets (continued)

UsS plans
31.12.19 31.12.18
Plan asset Plan asset
Fair value allocation % Fair value allocation %
Quoted Quoted
in an active in an active
USD million market Other Total market Other Total
Cash and cash equivalents 27 0 27 2 27 0 27 2

Insurance contracts 0 18 18 1 0 17 17 1

Total fair value of plan assets 1,268 31 1,299 100 1,139 29 1,168 100

1 The bond credit ratings are primarily based on Standard & Poor’s credit ratings. Ratings AAA to BBB— and below BBB- represent investment grade and non-investment grade ratings, respectively. In cases where
credit ratings from other rating agencies were used, these were converted to the equivalent rating in Standard & Poor’s rating classification.
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Consolidated financial statements

Note 29 Pension and other post-employment benefit plans (continued)

b) Post-employment medical insurance plans

In the US and the UK, UBS offers post-employment medical
insurance benefits that contribute to the health care coverage of
certain employees and their beneficiaries after retirement. The
UK post-employment medical insurance plan is closed to new
entrants. In the US, retiree medical premiums are subsidized for
eligible participants who retired before 2014. These plans are
not prefunded.

In 2018, UBS announced changes to one of the US post-
employment medical insurance plans that replaced the UBS
retiree medical subsidy with a new subsidy to purchase medical
coverage through a private Medicare exchange. This change
reduced the post-employment benefit obligation by USD 14
million, resulting in a corresponding gain recognized in the
income statement in 2018.

c) Defined contribution plans

As of 31 December 2019, the net liability recognized for post-
employment medical insurance plans was USD 62 million
(31 December 2018: USD 62 million). An expense of USD 2
million was recognized in the income statement in 2019 (2018:
gain of USD 11 million; 2017: expense of USD 3 million) and a
loss of USD 3 million in Other comprehensive income in 2019
(2018: gain of USD 7 million; 2017: gain of USD 1 million).

The benefits expected to be paid to participants in 2020 are
estimated at USD 5 million.

The measurement of each medical insurance plan’s post-
employment benefit obligation considers different actuarial
assumptions.  Reasonably possible changes in actuarial
assumptions would not lead to material movements in the net
liability recognized as of 31 December 2019 and as of December
2018.

UBS sponsors a number of defined contribution plans in
locations outside Switzerland. The locations with significant
defined contribution plans are the US and the UK. Certain plans
allow employees to make contributions and earn matching or
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other contributions from UBS. Employer contributions to defined
contribution plans are recognized as an expense, which, for
2019, 2018 and 2017, amounted to USD 326 million, USD 268
million and USD 243 million, respectively.



Note 29 Pension and other post-employment benefit plans (continued)

d) Related-party disclosure

UBS is the principal provider of banking services for the pension
fund of UBS in Switzerland. In this capacity, UBS is engaged to
execute most of the pension fund's banking activities. These
activities can include, but are not limited to, trading, securities
lending and borrowing and derivative transactions. The non-
Swiss UBS pension funds do not have a similar banking
relationship with UBS.

Also, UBS leases certain properties that are owned by the
Swiss pension fund. As of 31 December 2019, the minimum
commitment toward the Swiss pension fund under the related

Related-party disclosure

leases was approximately USD 14 million (31 December 2018:
USD 17 million).
—> Refer to the “Composition and fair value of plan assets” table in
Note 29a for more information about fair value of investments
in UBS instruments held by the Swiss pension fund

The following amounts have been received or paid by UBS
from and to the pension and other post-employment benefit
plans located in Switzerland, the UK and the US in respect of
these banking activities and arrangements.

For the year ended

USD million 31.12.19 31.12.18 31.12.17
Received by UBS

L G -
Paid by UBS

i r— :
s ends capltalr epaymentsandlnt L e s o

The transaction volumes in UBS shares and UBS debt instruments and the balances of UBS shares held as of 31 December were:

Transaction volumes — UBS shares and UBS debt instruments

For the year ended

31.12.19 31.12.18
Financial instruments bought by pension funds
UBSshares(mthousandsofshares)967 .................... o
e (parvalues i m|II|on) .................................................................................................................................................................. o 5
Financial instruments sold by pension funds or matured
e (mthousa e shares) ........................................................................................................................................................................... 1 g— G
e (parvalues i m|II|on) .................................................................................................................................................................. r— ;
UBS shares held by pension and other post-employment benefit plans

31.12.19 31.12.18
Number of shares (in thousands of shares) 15,701 16,712
e ( i m|II|on) ............................................................................................................................................................................................... e o
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Consolidated financial statements

Note 30 Employee benefits: variable compensation

a) Plans offered

The Group has several share-based and other compensation
plans that align the interests of Group Executive Board (GEB)
members and other employees with the interests of investors.
These compensation plans are also designed to meet regulatory
requirements. The most significant compensation plans are
described below.
—> Refer to Note 1a item 6 for a description of the accounting policy
related to share-based and other deferred compensation plans

Mandatory deferred compensation plans

Equity Ownership Plan (EOP)

The EOP is a mandatory deferred share-based compensation plan
for all employees with total annual compensation greater than
USD / CHF 300,000. Starting with performance year 2019, GEB
members, Group Managing Directors (GMDs) and Vice Chairs
receive Long-Term Incentive Plan (LTIP) awards instead of EOP.

EOP awards granted to GEB members and GMDs in 2019 and
prior years, as well as EOP awards granted to certain other
employees, will only vest if both Group and business division
performance conditions are met. For awards granted in 2019
and 2020, related to the performance years 2018 and 2019,
respectively, the Group performance condition is based on the
average reported return on common equity tier 1 capital
(ROCET1). For awards granted in 2018 and before, the Group
performance condition is based on the average adjusted return
on tangible equity (ROTE) excluding deferred tax assets over the
performance period. Business division performance is measured
on the basis of their average adjusted return on attributed equity
(ROAE). For Corporate Center employees, it is measured on the
basis of the average operating businesses’ adjusted ROAE.

Certain awards, such as replacement awards issued outside
the normal performance year cycle, may take the form of
deferred cash under the EOP plan rules.

Notional shares represent a promise to receive UBS shares at
vesting and do not carry voting rights during the vesting period.
Awards granted generally carry a dividend equivalent that may be
paid in notional shares or cash and that vests on the same terms
and conditions as the awards. However, starting with awards
granted in 2018 for the performance year 2017, European Banking
Authority guidelines do not permit individuals who are deemed to
be Material Risk Takers (MRTs) to receive dividend or interest
payments on instruments awarded as deferred variable
compensation. Where dividend payments are not permitted, the
grant price of the EOP award is adjusted for the expected dividend
yield over the vesting period to reflect the fair value of the non-
dividend-bearing award.
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Awards are settled by delivering UBS shares at vesting, except in
jurisdictions where this is not permitted for legal or tax reasons. EOP
awards generally vest in equal installments after two and three years
following the granting of such awards. Awards granted to GEB
members in 2019 and prior years generally vest after three, four and
five years. The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS.

Long-Term Incentive Plan

The LTIP is a mandatory deferred share-based compensation plan
for senior leaders of the Group (i.e., GEB members, GMDs and Vice
Chairs). LTIP awards are granted for the first time in 2020 as part of
the performance award pool for 2019.

The final number of notional shares delivered at vesting
depends on two equally weighted performance metrics: average
reported return on CET1 capital (ROCET1) and relative total
shareholder return (rTSR), which measures UBS's total
shareholder return against an index consisting of global
systemically important banks as determined by the Financial
Stability Board. These performance metrics are separately valued
as of the date of grant and (re-)assessed over a three-year
performance period starting in the year of grant. For both
metrics there is a threshold level, which would result in a 33%
payout, and a maximum level, which would result in a 100%
payout. Any performance between the threshold and the
maximum level would result in a linear payout between 33%
and 100%.

The final number of shares as determined at the end of the
three-year performance period will vest in three equal
installments in each of the three years following the
performance period for GEB members, and cliff-vest in the first
year following the performance period for GMDs and Vice
Chairs. The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS.

In general, the form of the equity awards (notional shares), the
entitlement to dividend equivalents and the settlement method is
the same as for EOP awards.

Deferred Contingent Capital Plan (DCCP)

The DCCP is a mandatory deferred compensation plan for all
employees with total annual compensation greater than
USD / CHF 300,000.

DCCP awards take the form of notional additional tier 1 (AT1)
capital instruments, which, at the discretion of UBS, can be
settled in either a cash payment or a perpetual, marketable AT1
capital instrument. DCCP awards vest in full after five years, and
up to seven years for UK senior management functions, unless
there is a trigger event.



Note 30 Employee benefits: variable compensation (continued)

Awards are forfeited if a viability event occurs, i.e., if FINMA
notifies the firm in writing that the DCCP awards must be
written down to prevent an insolvency, bankruptcy or failure of
UBS, or if UBS receives a commitment of extraordinary support
from the public sector that is necessary to prevent such an
event. Additionally, they are also written down if the Group’s
common equity tier 1 capital ratio falls below 10% for GEB
members and below 7% for all other employees. As an
additional performance condition, GEB members forfeit 20% of
their award for each loss-making year during the vesting period.

Interest payments on DCCP awards are paid at the discretion
of UBS. Where interest payments are not permitted, such as for
MRTs, the DCCP award reflects the fair value of the granted
non-interest-bearing award.

The awards are generally forfeitable upon, among other
circumstances, voluntary termination of employment with UBS.

Asset Management EOP

In order to align deferred compensation of certain Asset
Management employees with the performance of the
investment funds they manage, awards are granted to such
employees in the form of cash-settled notional investment
funds. The amount delivered depends on the value of the
underlying investment funds at the time of vesting. The awards
are generally forfeitable upon, among other circumstances,
voluntary termination of employment with UBS.

Financial advisor variable compensation

In line with market practice for US wealth management
businesses, the compensation for US financial advisors in Global
Wealth Management is comprised of production payout and
deferred compensation awards. Production payout is primarily
based on compensable revenue and is paid monthly.

Financial advisors may also qualify for deferred compensation
awards, which generally vest over a six-year period. The awards
are based on strategic performance measures, including
production, length of service with the firm and net new
business. Production payout rates and deferred compensation

awards may be reduced for, among other things, errors,
negligence or carelessness, or a failure to comply with the firm’s
rules, standards, practices and policies or applicable laws and
regulations.

Strategic objective awards

Strategic objective awards are deferred compensation awards
based on strategic performance measures, including production,
length of service with the firm and net new business. These
awards are granted in the form of both deferred share-based
and deferred cash-based awards, with a vesting period of up to
Six years.

Other compensation plans

Equity Plus Plan (Equity Plus)

Equity Plus is a voluntary share-based compensation plan that
provides eligible employees with the opportunity to purchase
UBS shares at market value and receive one notional share for
every three shares purchased, up to a maximum annual limit.
Share purchases may be made annually from the performance
award and/or monthly through deductions from salary. If the
shares purchased are held until three years from the start of the
associated plan year and, in general, if the employee remains
employed by UBS, the notional shares vest. Employees are
entitled to receive a dividend equivalent which may be paid in
notional shares and/or cash.

Role-based allowances (RBA)

Certain employees of legal entities regulated in the EU may
receive an RBA in addition to their base salary. This allowance
reflects the market value of a specific role and is fixed, non-
forfeitable compensation. Unlike salary, an RBA is paid only as
long as the employee is in such a role. RBA consist of a cash
portion and, where applicable, a blocked UBS share award. Such
shares will be unblocked in equal installments after two and
three years. The compensation expense is recognized in the year
of grant.
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Consolidated financial statements

Note 30 Employee benefits: variable compensation (continued)

Discontinued deferred compensation plans
The following plans have been discontinued.

Key Employee Stock Appreciation Rights Plan (KESAP) and Key
Employee Stock Option Plan (KESOP)

Until 2009, certain key and high-potential employees were
granted discretionary share-settled stock appreciation rights
(SARs) or options on UBS shares with a strike price not less than
the market value of a UBS share on the date of grant. SARs gave
employees the right to receive a number of UBS shares equal to
the increase in market price of the UBS share between the grant
date and the exercise date. One option entitled the holder to
acquire one registered UBS share at the option’s strike price.
SARs and options were settled by delivering UBS shares, except
in jurisdictions where this was not permitted for legal reasons.
All unexercised options and stock appreciation rights under
these awards expired in 2019.

PartnerPlus

Through performance year 2016, financial advisor strategic
objective awards were partly granted under the PartnerPlus
deferred cash plan. In addition to such granted awards (UBS
company contributions), participants were allowed to voluntarily
contribute additional amounts otherwise payable as production
payout up to a certain percentage, which vested upon
contribution.  Company  contributions and  voluntary
contributions were credited with interest in accordance with the
terms of the plan. Rather than being credited with interest, a
participant could elect to have voluntary contributions, along
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with vested company contributions, credited with notional
earnings based on the performance of various mutual funds.
Company contributions and interest on both company and
voluntary contributions ratably vest in 20% installments six to 10
years following grant date. Company contributions and interest
on notional earnings on both company and voluntary
contributions are forfeitable under certain circumstances.

GrowthPlus

GrowthPlus is a compensation plan for selected financial
advisors whose revenue production and length of service
exceeded defined thresholds from 2010 to 2017. Awards were
granted in 2010, 2011, 2015 and 2018. The awards are cash-
based and are distributed over seven years, with the exception
of 2018 awards, which are distributed over five years.

Share delivery obligations

Share delivery obligations related to employee share-based
compensation awards were 156 million shares as of
31 December 2019 (31 December 2018: 146 million shares).
Share delivery obligations are calculated on the basis of
undistributed notional share awards, options and stock
appreciation rights, taking applicable performance conditions
into account.

As of 31 December 2019, UBS held 125 million treasury
shares (31 December 2018: 118 million) that were available to
satisfy share delivery obligations. Treasury shares held are
delivered to employees at exercise or vesting.



Note 30 Employee benefits: variable compensation (continued)

b) Effect on the income statement

Effect on the income statement for the financial year and future The majority of expenses deferred to 2020 and later that are related
periods to the performance year 2019 relates to awards granted in February
The table below provides information about compensation expenses  2020. The total unamortized compensation expense for unvested
related to total variable compensation, including financial advisor  share-based awards granted up to 31 December 2019 will be
variable compensation, that were recognized in the financial year recognized in future periods over a weighted average period of 2.4
ended 31 December 2019, as well as expenses that were deferred  years.

and will be recognized in the income statement for 2020 and later.

Variable compensation including financial advisor variable compensation

Expenses recognized in 2019 Expenses deferred to 2020 and later!
Related to the Related to prior Related to the Related to prior
performance  performance performance  performance
USD million year 2019 years Total year 2019 years Total
Non-deferred cash 1,894 (26) 1,868 0 0 0

of which: Asset Management FOP 25 26 57 26 23 49
Total variable compensation — performance awards 2,193 562 2,755 429 608 1,036
Replacement payments 5 51 56 44 30 75

Deferred Contingent Capital Plan: interest expense 0 94 94 50 172 222
Total variable compensation — other 159 88 246 117 232 349
Financial advisor variable compensation 3,233 268 3,501 197 710 907

Compensation commitments with recruited financial advisors? 32 510 542 350 1,617 1,967
Total financial advisor variable compensation 3,265 778 4,043 548 2,327 2,874
Total variable compensation including FA variable compensation 5617 1,428 7,0453 1,093 3,166 4,259

1 Estimate as of 31 December 2019. Actual amounts to be expensed in future periods may vary, e.g., due to forfeiture of awards. 2 Reflects expenses related to compensation commitments with financial advisors
entered into at the time of recruitment that are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date. 3 Includes
USD 610 million in expenses related to share-based compensation (performance awards: USD 461 million; other variable compensation: USD 43 million; financial advisor compensation: USD 106 million). A further
USD 61 million in expenses related to share-based compensation was recognized within other expense categories included in Note 6 (salaries: USD 10 million, related to role-based allowances; social security:
USD 25 million; other personnel expenses: USD 27 million related to the Equity Plus Plan). Total personnel expense related to share-based equity-settled compensation excluding social security was USD 619 million.
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Consolidated financial statements

Note 30 Employee benefits: variable compensation (continued)

Variable compensation including financial advisor variable compensation (continued)

Expenses recognized in 2018 Expenses deferred to 2019 and later!
Related to the Related to prior Related to the Related to prior
performance  performance performance  performance
USD million year 2018 years Total year 2018 years Total
Non-deferred cash 2,089 (32) 2,057 0 0 0

Total variable compensation — performance awards 2,461 534 2,995 585 653 1,238
Replacement payments 7 64 72 60 41 102

Deferred Contingent Capital Plan: interest expense 0 119 195 291
Total variable compensation — other 162 80 269 450
Finandi i i pensati 3,233 237 639 767

Compensation commitments with recruited financial advisors? 33 551 584 357 1,883 2,240
Total financial advisor variable compensation 3,266 789 4,054 484 2,522 3,006
Total variable compensation including FA variable compensation 5,889 1,403 7,2923 1,250 3,444 4,694

1 Estimate as of 31 December 2018. Actual amounts expensed may vary, e.g., due to forfeiture of awards. 2 Reflects expenses related to compensation commitments with financial advisors entered into at the
time of recruitment that are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date. 3 Includes USD 634 million in
expenses related to share-based compensation (performance awards: USD 526 million; other variable compensation: USD 12 million; financial advisor compensation: USD 95 million). A further USD 49 million in
expenses related to share-based compensation was recognized within other expense categories included in Note 6 (salaries: USD 15 million, related to role-based allowances; social security: USD 8 million; other
personnel expenses: USD 26 million, related to the Equity Plus Plan). Total personnel expense related to share-based equity-settled compensation excluding social security was USD 676 million.
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Note 30 Employee benefits: variable compensation (continued)

Variable compensation including financial advisor variable compensation (continued)

Expenses recognized in 2017 Expenses deferred to 2018 and later!
Related to the Related to prior Related to the Related to prior
performance  performance performance  performance
USD million year 2017 years Total year 2017 years Total
Non-deferred cash 2,088 (25) 2,062 0 0 0
e mpensatlon i S g 10 s s — o 1291
e EqU/zyOWﬁefsﬁ/p e o ot e S St
e ont/ngent : ap/ra/P/an ................................................................ P s — o S
e 5sef/l//anageme/7t£0f’ ............................................................................. S i S S o
- ofwﬁ/fﬁofﬁerpefformanceawards ............................................................................ S s — G o
Total variable compensation — performance awards 2,487 664 3,151 594 697 1,291
Replacement payments 13 59 72 86 44 130
s o ( 107) ................ (107) ....................... s o
Severancepayments113 ....................... R e pr————— o
RetentlonpIanandotherpayments ................................................................................. o o i o
DeferredContlngentCapltaIPIanmterestexpense .............................................................. e o s
Total variable compensation — other 151 101 298 494
Financi i i pensati 3,050 260 795 951

Ire

Compensation commitments with recruited financial advisors? 31 723 754 369 2,058 2,428
Total financial advisor variable compensation 3,080 984 4,064 526 2,853 3,379
Total variable compensation including FA variable compensation 5718 1,749 7,4673 1,316 3,848 5,164

1 Estimate as of 31 December 2017. Actual amounts expensed may vary, e.g., due to forfeiture of awards. 2 Reflects expenses related to compensation commitments with financial advisors entered into at the
time of recruitment that are subject to vesting requirements. Amounts reflected as deferred expenses represent the maximum deferred exposure as of the balance sheet date. 3 Includes USD 711 million in
expenses related to share-based compensation (performance awards: USD 583 million; other variable compensation: USD 26 million; financial advisor compensation: USD 102 million). A further USD 101 million in
expenses related to share-based compensation was recognized within other expense categories included in Note 6 (salaries: USD 25 million, related to role-based allowances; social security: USD 51 million; other
personnel expenses: USD 25 million, related to the Equity Plus Plan). Total personnel expense related to share-based equity-settled compensation excluding social security was USD 735 million.
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Consolidated financial statements

Note 30 Employee benefits: variable compensation (continued)

¢) Outstanding share-based compensation awards

Share and performance share awards
Movements in outstanding share-based awards under the EOP during 2019 and 2018 are provided in the table below.

Movements in outstanding share-based compensation awards

Weighted average Weighted average
Number of shares  grant date fair value  Number of shares grant date fair value
2019 (USD) 2018 (USD)
Outstanding, at the beginning of the year 146,845,027 16 162,835,713 15

Forfeited during the year

Outstanding, at the end of the year

of which: shares vested for accounting purposes 79,486,447 66,850,562

The total carrying amount of the liability related to cash-settled share-based awards as of 31 December 2019 and 31 December
2018 was USD 34 million and USD 39 million, respectively.

Option awards

No option awards have been granted since 2009. All remaining options expired in the year 2019. The table below provides
information about movements in outstanding option awards during 2019 and 2018. As these awards are Swiss franc-denominated,
weighted average exercise prices are presented in Swiss francs.

Movements in outstanding option awards

Number of options Weighted average ~ Number of options Weighted average
2019 exercise price (CHF) 2018 exercise price (CHF)
Outstanding, at the beginning of the year 6,567,592 14 32,583,168 25
Exeruseddunngtheyear‘ ................................................................................................. (2818070) .................................... : 0(1813583) ............................. s
Forfe|teddur|ngtheyear ........................................................................................................... (5 12) .................................... el (19 752) ............................. e
Explredunexerused ......................................................................................................... (3749 010) .................................... e ( 24 1 82 241) ............................. e
Outstanding, at the end of the year 0 n/a 6,567,592 14
o rc|sab|e e theyear ................................................................................................... S P 6567 592 ............................... o

1 The weighted average share price upon option exercise was CHF 12.69 in 2019 (2018: CHF 16.22), resulting in an intrinsic value of CHF 7 million of options exercised during 2019 (2018: CHF 7 million).
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Note 30 Employee benefits: variable compensation (continued)

SAR awards

No SAR awards have been granted since 2009. All remaining SARs expired in the year 2019. The table below provides information
about movements in outstanding SAR awards during 2019 and 2018. As these awards are Swiss franc-denominated, weighted

average exercise prices are presented in Swiss francs.

Movements in outstanding SAR awards

Number of SARs Weighted average Number of SARs  Weighted average
2019 exercise price (CHF) 2018 exercise price (CHF)
Outstanding, at the beginning of the year 5,965,769 12 8,513,415 12
Exeruseddunngtheyear’ ....................................................................................................... (5381259)11 .................. (2490146) ............................ e
Forfeneddurmgtheyear ...................................................................................................................... S i (“000) ............................ e
Exp|redunexermsed .................................................................................................................. (584510)16(46500) ............................ o
Outstanding, at the end of the year 0 nla 5,965,769 12
Exerusableattheendoftheyear ......................................................................................................... e 5965769 ............................. o

1 The weighted average share price upon exercise of SARs was CHF 12.71 in 2019 (2018: CHF 16.15), resulting in an intrinsic value of CHF 7 million of SARs exercised during 2019 (2018: CHF 12 million).

d) Valuation

UBS share awards

UBS measures compensation expense based on the average
market price of the UBS share on the grant date as quoted on
the SIX Swiss Exchange, taking into consideration post-vesting
sale and hedge restrictions, non-vesting conditions and market
conditions, where applicable. The fair value of the share awards
subject to post-vesting sale and hedge restrictions is discounted
on the basis of the duration of the post-vesting restriction and is

referenced to the cost of purchasing an at-the-money European
put option for the term of the transfer restriction. The weighted
average discount for share and performance share awards
granted during 2019 was approximately 22.6% (2018: 18.0%)
of the market price of the UBS share. The grant date fair value
of notional shares without dividend entitlements also includes a
deduction for the present value of future expected dividends to
be paid between the grant date and distribution.
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Consolidated financial statements

Note 31 Interests in subsidiaries and other entities

a) Interests in subsidiaries

UBS defines its significant subsidiaries as those entities that,
either individually or in aggregate, contribute significantly to the
Group's financial position or results of operations, based on a
number of criteria, including the subsidiaries’ equity and their
contribution to the Group’s total assets and profit or loss before
tax, in accordance with the requirements set by IFRS 12, Swiss
regulations and the rules of the US Securities and Exchange
Commission (SEC).

Individually significant subsidiaries

The two tables below list the Group’s individually significant
subsidiaries as of 31 December 2019. Unless otherwise stated,
the subsidiaries listed below have share capital consisting solely

of ordinary shares that are held entirely by the Group, and the
proportion of ownership interest held is equal to the voting
rights held by the Group.

The country where the respective registered office is located
is also the principal place of business. UBS AG operates through
a global network of branches and a significant proportion of its
business activity is conducted outside Switzerland in the UK, the
US, Singapore, Hong Kong and other countries. UBS Europe SE
has branches and offices in a number of EU Member States,
including Germany, Italy, Luxembourg, Spain and Austria. Share
capital is provided in the currency of the legally registered office.

Individually significant subsidiaries of UBS Group AG as of 31 December 2019

Company Registered office Share capital in million  Equity interest accumulated in %
UBS AG Zurich and Basel, Switzerland CHF 385.8 100.0
UBS Business Solutions AG' Zurich, Switzerland CHF 1.0 100.0

1 UBS Business Solutions AG holds subsidiaries in Poland, China and India.

Individually significant subsidiaries of UBS AG as of 31 December 2019’

Company Registered office

Primary business

Share capital in million

UBS Americas Holding LLC Wilmington, Delaware, USA

UBS Switzerland AG

Corporate Center usb

3,150.0?

Personal & Corporate Banking

1 Includes direct and indirect subsidiaries of UBS AG.
USD 100,000 and non-voting preferred share capital of USD 1,283,000,000.
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2 Comprised of common share capital of USD 1,000 and non-voting preferred share capital of USD 3,150,000,000.

3 Comprised of common share capital of


https://1,283.13

Note 31 Interests in subsidiaries and other entities (continued)

Other subsidiaries

The table below lists other direct and indirect subsidiaries of UBS AG that are not individually significant but that contribute to the
Group's total assets and aggregated profit before tax thresholds and are thereby disclosed in accordance with the requirements set

by the SEC.

Other subsidiaries of UBS AG as of 31 December 2019

Company Registered office

Equity interest
Primary business Share capital in million accumulated in %

UBS Asset Management (Hong Kong) Limited

Hong Kong, Hong Kong

Asset Management HKD 254.0 100.0

UBS Securities Pte. Ltd. Singapore, Singapore

Investment Bank SGD 4204 100.0

1 Includes a nominal amount relating to redeemable preference shares.

Consolidated structured entities

UBS consolidates a structured entity (SE) if it has power over the
relevant activities of the entity, exposure to variable returns and
the ability to use its power to affect its returns. Consolidated SEs
include certain investment funds, securitization vehicles and
client investment vehicles. UBS has no individually significant
subsidiaries that are SEs.

Investment fund SEs are generally consolidated when the
Group’s aggregate exposure combined with its decision-making
rights indicate the ability to use such power in a principal capacity.
Typically, the Group will have decision-making rights as fund
manager, earning a management fee, and will provide seed
capital at the inception of the fund or hold a significant
percentage of the fund units. Where other investors do not have
the substantive ability to remove UBS as decision maker, the
Group is deemed to have control and therefore consolidates the
fund.

Securitization SEs are generally consolidated when the Group
holds a significant percentage of the asset-backed securities
issued by the SE and has the power to remove without cause the
servicer of the asset portfolio.

Client investment SEs are generally consolidated when the
Group has a substantive liquidation right over the SE or a
decision right over the assets held by the SE and has exposure to
variable returns through derivatives traded with the SE or
holding notes issued by the SE.

In 2019 and 2018, the Group did not enter into any
contractual obligation that could require the Group to provide
financial support to consolidated SEs. In addition, the Group did
not provide support, financial or otherwise, to a consolidated SE
when the Group was not contractually obligated to do so, nor
has the Group an intention to do so in the future. Further, the
Group did not provide support, financial or otherwise, to a
previously unconsolidated SE that resulted in the Group
controlling the SE during the reporting period.
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Consolidated financial statements

Note 31 Interests in subsidiaries and other entities (continued)

b) Interests in associates and joint ventures

As of 31 December 2019 and 2018, no associate or joint
venture was individually material to the Group. In addition, there
were no significant restrictions on the ability of associates or
joint ventures to transfer funds to UBS Group AG or its

Investments in associates and joint ventures

subsidiaries in the form of cash dividends or to repay loans or
advances made. There were no quoted market prices for any
associates or joint ventures of the Group.

USD million 2019 2018
Carrying amount at the beginning of the year 1,099 1,045
o — =
D|sposa|s1 .................................................................................................................................................................................................................. 0(431)
Recla55|f|cat|on52(21)
Shareofcomprehenswelncome25529
e 0fW/7/C/75/7&'f6'0f/76’1‘pf0}(/1‘3 ................................................................................................................................................................................... e
s (ompreﬁenwe L {27) ....................... -
L (83)(42)
Impalrment ................................................................................................................................................................................................................ ( 1) ...........................
Forelgn currency L e o
Carrying amount at the end of the year 1,051 1,099

of which: associates 1,010 1,066

of which: joint ventures

1 In December 2018, UBS increased its shareholding in UBS Securities China from 24.99% to 51%, acquiring control of the entity in accordance with IFRS 10, Consolidated Financial Statements. Upon acquisition of

control, UBS derecognized its former investment in associate. Refer to Note 32 for more information.

2 Reflects reclassifications to Properties and other non-current assets held for sale.

3 For 2019, consists of

USD 28 million from associates and USD 18 million from joint ventures. For 2018, consists of USD 511 million from associates, of which USD 460 million reflected a valuation gain on the equity ownership in SIX

related to the sale of SIX Payment Services to Worldline, and USD 18 million from joint ventures.
the total of USD 1 million is from associates.
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4 For 2019, consists of negative USD 22 million from associates and USD 1 million from joint ventures. For 2018,
51n 2019, UBS AG's equity interest amounts to 17.31%. UBS AG is represented on the Board of Directors.



Note 31 Interests in subsidiaries and other entities (continued)

¢) Interests in unconsolidated structured entities

During 2019, the Group sponsored the creation of various SEs
and interacted with a number of non-sponsored SEs, including
securitization vehicles, client vehicles as well as certain
investment funds, that UBS did not consolidate as of
31 December 2019 because it did not control these entities.

Interests in unconsolidated structured entities

The table below presents the Group’s interests in and
maximum exposure to loss from unconsolidated SEs as well as
the total assets held by the SEs in which UBS had an interest as
of year-end, except for investment funds sponsored by third
parties, for which the carrying amount of UBS’s interest as of
year-end has been disclosed.

31.12.19
Securitization Client Investment Maximum
USD million, except where indicated vehicles vehicles funds Total exposure to loss!
Financial assets at fair value held for trading 462 130 5,874 6,466 6,466

"C-)ther inancial assets measured at amortized cos 335

Total assets 8883 4,118 6,242 11,247

Derivative financial instruments o8 225 324 552 1
Total liabilities 2 225 324 552

Assets held by the unconsolidated structured entities in which UBS had an interest

(USD billion) 555 736 4137

31.12.18
Securitization Client Investment Maximum

USD million, except where indicated vehicles vehicles funds Total exposure to |oss'
Financial assets at fair value held for trading 420 174 7,297 7,890 7,890
L s et e e
L o
Flnanqalassetsatfalrvaluenotheldfortradmg ........................................................................... s [ 1878
“Financial assets measured at fair value through other comprehensive income 331 3931 3931
o e S S 1423
Total assets 8263 4,212 7,643 12,682

Derivative financial instruments B 123 32 158 3
Total liabilities 3 123 32 158

Assets held by the unconsolidated structured entities in which UBS had an interest

(USD billion) 63° 69° 385’

1 For the purpose of this disclosure, maximum exposure to loss amounts do not consider the risk-reducing effects of collateral or other credit enhancements.
commitments. The maximum exposure to loss for these instruments is equal to the notional amount. 3 As of 31 December 2019, USD 0.6 billion of the USD 0.9 billion (31 December 2018: USD 0.6 billion of the
USD 0.8 billion) was held in Corporate Center — Non-core and Legacy Portfolio. 4 Comprised of credit default swap liabilities and other swap liabilities. The maximum exposure to loss for credit default swap

liabilities is equal to the sum of the negative carrying amount and the notional amount. For other swap liabilities, no maximum exposure to loss is reported.

2 Represents the carrying amount of loan

5 Represents the principal amount outstanding.

6 Represents the market value of total assets. 7 Represents the net asset value of the investment funds sponsored by UBS and the carrying amount of UBS's interests in the investment funds not sponsored by UBS.
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Consolidated financial statements

Note 31 Interests in subsidiaries and other entities (continued)

The Group retains or purchases interests in unconsolidated
SEs in the form of direct investments, financing, guarantees,
letters of credit, derivatives and through management contracts.

The Group’s maximum exposure to loss is generally equal to
the carrying amount of the Group's interest in the SE, with the
exception of guarantees, letters of credit and credit derivatives,
for which the contract’s notional amount, adjusted for losses
already incurred, represents the maximum loss that the Group is
exposed to. In addition, the current fair value of derivative swap
instruments with a positive replacement value only, such as total
return swaps, is presented as the maximum exposure to loss.
Risk exposure for these swap instruments could change over
time with market movements.

The maximum exposure to loss disclosed in the table on the
previous page does not reflect the Group’s risk management
activities, including effects from financial instruments that may
be used to economically hedge the risks inherent in the
unconsolidated SE or the risk-reducing effects of collateral or
other credit enhancements.

In 2019 and 2018, the Group did not provide support,
financial or otherwise, to an unconsolidated SE when not
contractually obligated to do so, nor has the Group an intention
to do so in the future.

In 2019 and 2018, income and expenses from interests in
unconsolidated SEs primarily resulted from mark-to-market
movements recognized in Other net income from financial
instruments measured at fair value through profit of loss,
which have generally been hedged with other financial
instruments, as well as fee and commission income received
from UBS-sponsored funds.

Interests in securitization vehicles
As of 31 December 2019 and 31 December 2018, the Group
held interests, both retained and acquired, in various
securitization vehicles, a majority of which are held within
Corporate Center — Non-core and Legacy Portfolio. The
Investment Bank also retained interests in securitization vehicles
related to financing, underwriting, secondary market and
derivative trading activities. In some cases the Group may be
required to absorb losses from an unconsolidated SE before
other parties because the Group’s interest is subordinated to
others in the ownership structure.

The numbers outlined in the table on the previous page may
differ from the securitization positions presented in the
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31 December 2019 Pillar 3 report under “Pillar 3 disclosures”
at www.ubs.com/investors, for the following reasons: (i)
exclusion of synthetic securitizations transacted with entities
that are not SEs and transactions in which the Group did not
have an interest because it did not absorb any risk; (i) a
different measurement basis in certain cases (e.g., IFRS carrying
amount within the table above compared with net exposure
amount at default for Pillar 3 disclosures); and (iii) different
classification of vehicles viewed as sponsored by the Group
versus sponsored by third parties.

—> Refer to Note 1a item 1 for more information about the Group'’s
accounting policies regarding consolidation and sponsorship of
securitization vehicles and other structured entities

—» Refer to the 31 December 2019 Pillar 3 report under “Pillar 3
disclosures” at www.ubs.com/investors for more information

Interests in client vehicles

As of 31 December 2019 and 31 December 2018, the Group
retained interests in client vehicles sponsored by UBS and third
parties that relate to financing and derivative activities, and to
hedge structured product offerings. Included within these
investments are securities guaranteed by US government
agencies.

Interests in investment funds

The Group holds interests in a number of investment funds,
primarily resulting from seed investments or in order to hedge
structured product offerings. In addition to the interests
disclosed in the table on the previous page, the Group manages
the assets of various pooled investment funds and receives fees
that are based, in whole or part, on the net asset value of the
fund and/or the performance of the fund. The specific fee
structure is determined on the basis of various market factors
and considers the nature of the fund and the jurisdiction of
incorporation, as well as fee schedules negotiated with clients.
These fee contracts represent an interest in the fund as they
align the Group's exposure with investors, providing a variable
return that is based on the performance of the entity.
Depending on the structure of the fund, these fees may be
collected directly from the fund assets and/or from the investors.
Any amounts due are collected on a regular basis and are
generally backed by the assets of the fund. The Group did not
have any material exposure to loss from these interests as of
31 December 2019 or as of 31 December 2018.


https://www.ubs.com/investors
https://www.ubs.com/investors

Note 31 Interests in subsidiaries and other entities (continued)

Sponsored unconsolidated structured entities in which UBS did
not have an interest

For several sponsored SEs, no interest was held by the Group at
year-end. However, during the respective reporting period the
Group transferred assets, provided services and held instruments
that did not qualify as an interest in these sponsored SEs, and
accordingly earned income or incurred expenses from these
entities. The table below presents the income earned and
expenses incurred directly from these entities during the year as
well as corresponding asset information. The table does not
include income earned and expenses incurred from risk
management activities, including income and expenses from
financial instruments used to economically hedge instruments
transacted with the unconsolidated SEs.

The majority of the fee income arose from investment funds
that are sponsored and administrated by the Group, but
managed by third parties. As the Group does not provide any
active management services, UBS was not exposed to risk from
the performance of these entities and was therefore deemed not
to have an interest in them. In certain structures, the fees
receivable may be collected directly from the investors and have
therefore not been included in the table below.

The Group also recorded other net income from financial
instruments measured at fair value through profit or loss from
mark-to-market movements arising primarily from derivatives,
such as interest rate and currency swaps as well as credit
derivatives, through which the Group purchases protection, and
financial liabilities designated at fair value, which do not qualify
as interests because the Group does not absorb variability from
the performance of the entity. Total income reported does not
reflect economic hedges or other mitigating effects from the
Group's risk management activities.

During 2019, UBS and third parties transferred assets of
USD 1 billion and USD 1 billion, respectively, into sponsored
securitization vehicles created in the year (2018: USD 1 billion
and USD 1 billion, respectively). UBS and third parties also
transferred assets of USD O billion and USD 1 billion,
respectively, into sponsored client vehicles created in the year
(2018: USD 2 billion and USD 0 billion, respectively). For
sponsored investment funds, transfers arose during the period as
investors invested and redeemed positions, thereby changing the
overall size of the funds, which, when combined with market
movements, resulted in a total closing net asset value of USD 42
billion (31 December 2018: USD 18 billion).

Sponsored unconsolidated structured entities in which UBS did not have an interest at year-end

As of or for the year ended

31.12.19
Securitization Client Investment
USD million, except where indicated vehicles vehicles funds Total

Net interest income

Other net income from financial instruments measured at fair value through profit or loss 19 (18) 9 11
Total income 19 (5 58 72
Asset information (USD billion) 2! 12 423

As of or for the year ended

31.12.18
Securitization Client Investment
USD million, except where indlicated vehicles vehicles funds Total
0 (6) 1 (5)

Net interest income

Other net income from financial instruments measured at fair value through profit or loss 0 8 20 29
Total income 1 18 60 78
Asset information (USD billion) 2! 22 183

1 Represents the amount of assets transferred to the respective securitization vehicles. 2 Represents the amount of assets transferred to the respective client vehicles. 3 Represents the total net asset value of the

respective investment funds.
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Consolidated financial statements

Note 32 Changes in organization and acquisitions and disposals of subsidiaries and businesses

Changes in Group structure and organization

UK business transfer and cross-border merger of UBS Limited
into UBS Europe SE
In the fourth quarter of 2018, clients and other counterparties of
UBS Limited who can be serviced by UBS AG, London Branch
were generally migrated to UBS AG, London Branch.
Transactions affecting the transferred businesses that occurred
on or after the transfer date were recorded in UBS AG, London
Branch.

On 1 March 2019, UBS completed its combined UK business
transfer and cross-border merger of UBS Limited into UBS
Europe SE, its Germany-headquartered European subsidiary.

UBS Asset Management AG

In 2016, UBS transferred the majority of the operating subsidiaries
of Asset Management to UBS Asset Management AG. Effective
1 April 2019, as part of UBS's efforts to improve the resolvability
of the Group, the portion of the Asset Management business in
Switzerland conducted by UBS AG was transferred from UBS AG
to its indirect subsidiary, UBS Asset Management Switzerland AG.
With this transfer, UBS has completed the transfer of its Swiss
Asset Management business and all Asset Management
subsidiaries outside the US into a separate Asset Management
sub-group structure.

UBS Group Funding (Switzerland) AG

UBS established UBS Group Funding (Switzerland) AG in 2016 as
a wholly owned direct subsidiary of UBS Group AG, to issue loss-
absorbing additional tier 1 (AT1) capital instruments and total
loss-absorbing capacity (TLAC)-eligible senior unsecured debt,
which were guaranteed by UBS Group AG. In line with
regulatory requirements in Switzerland and following a change
in Swiss tax law as of 1 January 2019 that applies to holding
companies of systemically relevant banks issuing loss-absorbing
AT1 or TLAC-eligible senior unsecured debt instruments, UBS
has migrated such existing instruments to UBS Group AG from
UBS Group Funding (Switzerland) AG in October 2019.
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UBS Business Solutions AG

In 2015, UBS Business Solutions AG was established as a direct
subsidiary of UBS Group AG to act as the Group service
company and UBS transferred the ownership of the majority of
its existing service subsidiaries outside the US to UBS Business
Solutions AG. In 2017, shared services functions in Switzerland
and the UK were transferred from UBS AG to UBS Business
Solutions AG and UBS also completed the transfer of the shared
services employees in the US to its US service company, UBS
Business Solutions US LLC, a wholly owned subsidiary of UBS
Americas Holding LLC.

Acquisitions

Increase of stake in and consolidation of UBS Securities China

In December 2018, UBS increased its shareholding in UBS
Securities China from 24.99% to 51%, acquiring control of the
entity in accordance with IFRS 10, Consolidated Financial
Statements. Upon acquisition of control, UBS remeasured its
former 24.99% holding at fair value, resulting in a pre-tax loss
of USD 270 million, recognized in Other income. In addition, a
net foreign currency translation gain of USD 46 million was
recognized upon derecognition of the former investment in
associate, also in Other income.

The cost of acquisition of the additional 26.01% stake was
USD 125 million. Upon consolidation, UBS recognized USD 102
million of goodwill and USD 278 million of other net assets. In
addition, a non-controlling interest of USD 136 million has been
recognized.

Sales and disposals of subsidiaries and businesses

In 2019, 2018 and 2017, no significant subsidiaries were
removed from the scope of consolidation as a result of sales or
disposals.

In the third quarter of 2018, UBS completed the sale of
Widder Hotel, resulting in a pre-tax gain on sale of subsidiaries
and businesses of USD 25 million and a pre-tax gain on sale of
real estate of USD 31 million.

In 2017, UBS completed the sale of Asset Management'’s
fund administration servicing units in Luxembourg and
Switzerland to Northern Trust, resulting in a pre-tax gain on sale
of USD 153 million.



Note 32 Changes in organization and acquisitions and disposals of subsidiaries and businesses (continued)

Strategic partnership with Sumitomo Mitsui Trust
Holdings

In June 2019, UBS entered into a strategic wealth management
partnership in Japan with Sumitomo Mitsui Trust Holdings, Inc.
(SuMi Trust Holdings). In January 2020, the first phase was
launched, with operations commencing in the newly established
joint venture, UBS SuMi TRUST Wealth Advisory, which is owned
equally by UBS Securities Japan and SuMi Trust Holdings and is
accounted for as an investment in a joint venture by UBS. UBS
and SuMi Trust Holdings have also started offering each other’s
products and services to their respective current clients.

The second phase of the partnership is expected to launch in
2021 with the establishment of a new entity which will be 51%
owned and controlled by UBS, requiring UBS to consolidate this
entity. UBS does not expect a material effect on shareholders’
equity of the Group upon closing.

Strategic partnership with Banco do Brasil

In November 2019, UBS signed a binding agreement with Banco
do Brasil to establish a strategic investment banking partnership
that will provide investment banking services and institutional
securities brokerage in Brazil and selected countries in South
America. The partnership is expected to be established through
a combination of assets from both stakeholders. UBS intends to
contribute its operational investment banking platform in Brazil

and Argentina, as well as its institutional brokerage business in
Brazil. Banco do Brasil intends to contribute the exclusive access
rights to its corporate clients. UBS will hold a controlling interest
of 50.01% in the entity, requiring UBS to consolidate this entity.
Closing of the transaction is subject to regulatory approvals and
is currently expected in the first half of 2020. UBS does not
expect a material effect on shareholders’ equity of the Group
upon closing.

Sale of majority stake in UBS Fondcenter

In January 2020, UBS has agreed to sell a majority stake in UBS
Fondcenter to Clearstream, Deutsche Borse Group's post-trade
services provider. UBS will retain a minority (48.8%)
shareholding in the business and will enter into an agreement
under which it may sell its remaining shareholding to
Clearstream at a later date. As part of the transaction, UBS and
Clearstream will enter into long-term commercial cooperation
arrangements for the provision of services to Global Wealth
Management, Asset Management and the Corporate &
Institutional Clients unit of Personal & Corporate Banking. The
transaction is subject to customary closing conditions and is
expected to close in the second half of 2020. UBS expects to
record a post-tax gain of around USD 600 million upon closing
of the transaction. UBS will deconsolidate UBS Fondcenter and
account for its minority interest as an investment in an associate.
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Consolidated financial statements

Note 33 Finance lease receivables

UBS acts as a lessor and leases a variety of assets to third parties
under finance leases, such as commercial vehicles, production
lines, medical equipment, construction equipment and aircraft.
At the end of the respective lease term, assets may be sold to
third parties or further leased. Lessees may participate in any
sales proceeds achieved. Lease payments cover the cost of the
assets less their residual value as well as financing costs.

Lease receivables

As of 31 December 2019, unguaranteed residual values of
USD 246 million (31 December 2018: USD 156 million) had been
accrued and the ECL stage 3 allowance for uncollectible
minimum lease payments receivable was USD 6 million
(31 December 2018: USD 7 million). No contingent rents were
received in 2019. Amounts in the table below are disclosed on a
gross basis. The finance lease receivables in Note 17a of
USD 1,444 million are presented net of expected credit loss
allowances.

USD million 31.12.19
Total minimum lease Unearned finance
payments income Present value
2020
.............. e
Thereafter
Total 1,544 89 1,455
USD million 31.12.18
Total minimum lease Unearned finance
payments income Present value
2019 359 22 337
L e s
s
Total 1,166 58 1,107

Note 34 Guarantees, commitments and forward starting transactions

The table below shows the maximum irrevocable amount of guarantees, commitments and forward starting transactions.

Gross Total gross Sub-participations Net
Measured Not measured
As of31.12.19, USD million at fair value at fair value
Total guarantees 986 18,142 19,128 (2,646) 16,482
Loan commitments 6,308 27,547 33,856 (787) 33,069

Forward starting transactions’

Repurchase agreements

As of31.12.18, USD million

Total guarantees

Loan commitments

Forward starting transactions’

Repurchase agreements

1 Cash to be paid in the future by either UBS or the counterparty.
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Note 35 Related parties

UBS defines related parties as associates (entities that are
significantly influenced by UBS), joint ventures (entities in which
UBS shares control with another party), post-employment
benefit plans for UBS employees, key management personnel,
close family members of key management personnel and entities

a) Remuneration of key management personnel

that are, directly or indirectly, controlled or jointly controlled by
key management personnel or their close family members. Key
management personnel is defined as members of the Board of
Directors (BoD) and Group Executive Board (GEB).

The Chairman of the BoD has a specific management employment contract and receives pension benefits upon retirement. Total
remuneration of the Chairman of the Board of Directors and all GEB members is included in the table below.

Remuneration of key management personnel

USD million, except where indicated

31.12.19 31.12.18 31.12.17

Base salaries and other cash payments’

"E-Lqui-t-y.—based compensation? 37 40 40
Total 108 109 106
Total (CHF million)* 107 107 106

1 May include role-based allowances in line with market practice and regulatory requirements.

2 The cash portion may also include blocked shares in line with regulatory requirements.

3 Expenses for shares

granted are calculated at grant date of the respective award and allocated over the vesting period of generally five years. Refer to Note 30 for more information. For GEB members, equity-based compensation for
2019 was entirely comprised of LTIP awards and equity-based compensation for 2018 and 2017 was entirely comprised of EOP awards. For the Chairman of the BoD the equity-based compensation for 2019, 2018
and 2017 was entirely comprised of UBS shares. 4 Swiss franc amounts disclosed represent the respective US dollar amounts translated at the applicable performance award currency exchange rates (2019: USD /

CHF 0.99; 2018: USD / CHF 0.98; 2017: USD / CHF 1.00).

The independent members of the BoD do not have employment
or service contracts with UBS, and thus are not entitled to
benefits upon termination of their service on the BoD. Payments
to these individuals for their services as external board members

b) Equity holdings of key management personnel

amounted to USD 7.3 million (CHF 7.3 million) in 2019, USD 7.6
million (CHF 7.4 million) in 2018 and USD 7.1 million (CHF 7.1
million) in 2017.

Equity holdings of key management personnel

31.12.19 31.12.18
Number of stock options from equity participation plans held by non-independent members of the BoD and the GEB members' 0 0
Number of shares held by members of the BoD, GEB and parties closely linked to them? 6,887,826 5,954,967

1 Refer to Note 30 for more information. 2 Excludes shares granted under variable compensation plans with forfeiture provisions.

Of the share totals above, no shares were held by close family
members of key management personnel on 31 December 2019
and 95,597 shares were held by close family members of key
management personnel on 31 December 2018. No shares were
held by entities that are directly or indirectly controlled or jointly

controlled by key management personnel or their close family
members on 31 December 2019 and 31 December 2018. Refer
to Note 30 for more information. As of 31 December 2019, no
member of the BoD or GEB was the beneficial owner of more
than 1% of UBS Group AG's shares.
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Consolidated financial statements

Note 35 Related parties (continued)

¢) Loans, advances and mortgages to key management personnel

The non-independent members of the BoD and GEB members
are granted loans, fixed advances and mortgages in the ordinary
course of business on substantially the same terms and
conditions that are available to other employees, including
interest rates and collateral, and neither involve more than the
normal risk of collectibility nor contain any other unfavorable

Loans, advances and mortgages to key management personnel’

features for the firm. Independent BoD members are granted
loans and mortgages in the ordinary course of business at
general market conditions.

Movements in the loan, advances and mortgage balances are
as follows.

USD million, except where indicated

2019 2018

Balance at the beginning of the year

Reductions

(11) (22)
Balance at the end of the year? 33 34
Balance at the end of the year (CHF million)? 3 32 34

1 All loans are secured loans.
31 December 2018.

2 No unused uncommitted credit facilities as of 31 December 2019. Excludes unused uncommitted credit facilities for one GEB member of USD 3,000,000 (CHF 2,949,690 as of
3 Swiss franc amounts disclosed represent the respective US dollar amounts translated at the relevant year-end closing exchange rate.

d) Other related-party transactions with entities controlled by key management personnel

In 2019 and 2018, UBS did not enter into transactions with
entities that are directly or indirectly controlled or jointly
controlled by UBS's key management personnel or their close
family members and as of 31 December 2019, 31 December
2018 and 31 December 2017, there were no outstanding
balances related to such transactions. Furthermore, in 2019 and

e) Transactions with associates and joint ventures

2018, entities controlled by key management personnel did not
sell any goods or provide any services to UBS, and therefore did
not receive any fees from UBS. UBS also did not provide services
to such entities in 2019 and 2018, and therefore also received
no fees.

Loans to and outstanding receivables from associates and joint ventures

USD million 2019 2018
Carrying amount at the beginning of the year 829 565
i e S
L ( 5)(13)
Fore|gn currency L G o
& arrymgamountat e year ........................................................................................................................................................................ G i
e G—

Other transactions with associates and joint ventures

As of or for the year ended
31.12.19 31.12.18

USD million

Payments to associates and joint ventures for goods and services received

Lia
Commitments and contingent liabilities to associates and joint ventures

—> Refer to Note 31 for an overview of investments in associates and joint ventures
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Note 36 Invested assets and net new money

Invested assets

Invested assets include all client assets managed by or deposited
with UBS for investment purposes. Invested assets include
managed fund assets, managed institutional assets, discretionary
and advisory wealth management portfolios, fiduciary deposits,
time deposits, savings accounts and wealth management
securities or brokerage accounts. All assets held for purely
transactional purposes and custody-only assets, including
corporate client assets held for cash management and
transactional purposes, are excluded from invested assets as the
Group only administers the assets and does not offer advice on
how the assets should be invested. Also excluded are non-
bankable assets (e.g., art collections) and deposits from third-
party banks for funding or trading purposes.

Discretionary assets are defined as client assets that UBS
decides how to invest. Other invested assets are those where the
client ultimately decides how the assets are invested. When a
single product is created in one business division and sold in
another, it is counted in both the business division that manages
the investment and the one that distributes it. This results in
double counting within UBS total invested assets, as both
business divisions are independently providing a service to their
respective clients, and both add value and generate revenue.

Invested assets and net new money

Net new money

Net new money in a reporting period is the amount of invested
assets that are entrusted to UBS by new and existing clients, less
those withdrawn by existing clients and clients who terminated
their relationship with UBS.

Net new money is calculated using the direct method, under
which inflows and outflows to/from invested assets are
determined at the client level based on transactions. Interest and
dividend income from invested assets are not counted as net new
money inflows. Market and currency movements as well as fees,
commissions and interest on loans charged are excluded from net
new money, as are the effects resulting from any acquisition or
divestment of a UBS subsidiary or business. Reclassifications
between invested assets and custody-only assets as a result of a
change in the service level delivered are generally treated as net
new money flows. However, where the change in service level
directly results from an externally imposed regulation or from a
strategic decision by UBS to exit a market or specific service
offering, the one-time net effect is reported as Other effects.

The Investment Bank does not track invested assets and net
new money. However, when a client is transferred from the
Investment Bank to another business division, this may produce
net new money even though client assets were already with
UBS. There were no such transfers between the Investment Bank
and other business divisions in 2019 and 2018.

As of or for the year ended

USD billion 31.12.19 31.12.18
Fund assets managed by UBS 358 342
o nary L 120 s i
L 204 G o
Total invested assets! 3,607 3,101

of which. double counts 248 213
Net new money! 51 59
1 Includes double counts.

Development of invested assets
USD billion 2019 2018
Total invested assets at the beginning of the year' 3,101 3,262

of which. acquisitions / (divestments)

Total invested assets at the end of the year!

1 Includes double counts. 2 Includes interest and dividend income.
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Consolidated financial statements

Note 37 Currency translation rates

The following table shows the rates of the main currencies used to translate the financial information of UBS's operations with a

functional currency other than the US dollar into US dollars.

Closing exchange rate

Average rate'

As of For the year ended
31.12.19 31.12.18 31.12.19 31.12.18 31.12.17
1 CHF 1.03 1.02 1.01 1.02 1.02
T e e e
L S e s
L S Gpr— R vas

1 Monthly income statement items of operations with a functional currency other than the US dollar are translated with month-end rates into US dollars. Disclosed average rates for a year represent an average of 12
month-end rates, weighted according to the income and expense volumes of all 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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Note 38 Main differences between IFRS and Swiss GAAP

The consolidated financial statements of UBS Group AG are
prepared in accordance with International Financial Reporting
Standards (IFRS). The Swiss Financial Market Supervisory
Authority (FINMA) requires financial groups that present their
financial statements under IFRS to provide a narrative
explanation of the main differences between IFRS and Swiss
GAAP (FINMA Circular 2015/1 and the Banking Ordinance).
Included in this Note are the significant differences in the
recognition and measurement between IFRS and the provisions
of the Banking Ordinance and the guidelines of FINMA
governing true and fair view financial statement reporting
pursuant to article 25 through article 42 of the Banking
Ordinance.

1. Consolidation

Under IFRS, all entities that are controlled by the holding entity
are consolidated.

Under Swiss GAAP, controlled entities that are deemed
immaterial to the Group or that are held temporarily only are
exempt from consolidation, but instead are recorded as
participations accounted for under the equity method of
accounting or as financial investments measured at the lower of
cost or market value.

2. Classification and measurement of financial assets

Under IFRS, debt instruments are measured at amortized cost,
fair value through other comprehensive income (FVOCI) or fair
value through profit or loss (FVTPL), depending on the nature of
the business model within which the asset is held and the
characteristics of the contractual cash flows of the asset. Equity
instruments are accounted for at FVTPL by UBS.

Under Swiss GAAP, trading assets and derivatives are
measured at FVTPL in line with IFRS. However, non-trading debt
instruments are generally measured at amortized cost, even
when the assets are managed on a fair value basis. In addition,
the measurement of financial assets in the form of securities
depends on the nature of the asset: debt instruments that are

not held to maturity, i.e. instruments which are available for
sale, as well as equity instruments with no permanent holding
intent, are classified as Financial investments and measured at
the lower of (amortized) cost or market value. Market value
adjustments up to the original cost amount and realized gains or
losses upon disposal of the investment are recorded in the
income statement as Other income from ordinary activities.
Equity instruments with a permanent holding intent are
classified as participations in Non-consolidated investments in
subsidiaries and other participations and are measured at cost
less impairment.

Impairment losses are recorded in the income statement as
Impairment of investments in non-consolidated subsidiaries and
other participations. Reversals of impairments up to the original
cost amount as well as realized gains or losses upon disposal of
the investment are recorded as Extraordinary income /
Extraordinary expenses in the income statement.

3. Fair value option applied to financial liabilities

Under IFRS, UBS applies the fair value option to certain financial
liabilities not held for trading. Instruments for which the fair
value option is applied are accounted for at FVTPL. The amount
of change in the fair value that is attributable to changes in
UBS’s own credit is presented in Other comprehensive income
directly within Retained earnings. The fair value option is applied
primarily to issued structured debt instruments, certain non-
structured debt instruments, certain payables under repurchase
agreements and cash collateral on securities lending
agreements, amounts due under unit-linked investment
contracts, and brokerage payables.

Under Swiss GAAP, the fair value option can only be applied
to structured debt instruments that consist of a debt host
contract and one or more embedded derivatives that do not
relate to own equity. Furthermore, unrealized changes in fair
value attributable to changes in UBS’s own credit are not
recognized, whereas realized own credit is recognized in Net
trading income.
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Consolidated financial statements

Note 38 Main differences between IFRS and Swiss GAAP (continued)

4. Allowances and provisions for credit losses

Under IFRS, allowances and provisions for credit losses are
estimated based on an expected credit loss model. Expected
credit losses (ECL) are recognized for financial assets measured
at amortized cost, financial assets measured at FVOCI, fee and
lease receivables, financial guarantees, loan commitments and
certain other credit facilities. Maximum 12-month ECL are
recognized from initial recognition of instruments in stage 1.
Lifetime ECL are recognized for instruments in stage 2 if a
significant increase in credit risk is observed subsequent to the
instrument'’s initial recognition. Lifetime ECL are also recognized
for credit-impaired financial instruments, referred to as
instruments in stage 3. Determination of whether an instrument
is credit-impaired is based on the occurrence of one or more loss
events.

Under Swiss GAAP, a claim is impaired and an allowance or
provision for credit losses is recognized when objective evidence
demonstrates that a loss event has occurred after the initial
recognition and that the loss event has an effect on future cash
flows that can be reliably estimated (incurred loss approach).
UBS considers a claim to be impaired if it will be unable to
collect all amounts due on it based on the original contractual
terms as a result of credit deterioration of the issuer or
counterparty. Impairment under the incurred loss approach is in
line with ECL for credit-impaired claims in stage 3 under IFRS. A
claim can be a loan or receivable or other debt instrument held
to maturity measured at amortized cost, a debt instrument
available for sale measured at the lower of amortized cost or
market value, or a commitment, such as a letter of credit, a
guarantee or a similar instrument.

An allowance for credit losses is reported as a decrease in the
carrying amount of a financial asset. For an off-balance sheet
item, such as a commitment, a provision for credit losses is
reported in Provisions. Changes to allowances and provisions for
credit losses are recognized in Credlit loss (expense) / recovery.

5. Hedge accounting

Under IFRS, when cash flow hedge accounting is applied, the
fair value gain or loss on the effective portion of the derivative
designated as a cash flow hedge is recognized in equity. When
fair value hedge accounting is applied, the fair value gains or
losses of the derivative and the hedged item are recognized in
the income statement.
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Under Swiss GAAP, the effective portion of the fair value
change of the derivative instrument designated as a cash flow or
as a fair value hedge is deferred on the balance sheet as Other
assets or Other liabilities. The carrying amount of the hedged
item designated in fair value hedges is not adjusted for fair value
changes attributable to the hedged risk.

6. Goodwill and intangible assets

Under IFRS, goodwill acquired in a business combination is not
amortized but tested annually for impairment. Intangible assets
with an indefinite useful life are also not amortized but tested
annually for impairment.

Under Swiss GAAP, goodwill and intangible assets with
indefinite useful lives are amortized over a period not exceeding
five years, unless a longer useful life, which may not exceed 10
years, can be justified. In addition, these assets are tested
annually for impairment.

7. Pension and other post-employment benefit plans

Swiss GAAP permits the use of IFRS or Swiss accounting
standards for pension and other post-employment benefit plans,
with the election made on a plan-by-plan basis.

UBS has elected to apply IFRS (IAS 19) for the non-Swiss
defined benefit plans in UBS AG standalone financial statements
and Swiss GAAP (FER 16) for the Swiss pension plan in the UBS
AG and the UBS Switzerland AG standalone financial
statements. The requirements of Swiss GAAP are better aligned
with the specific nature of Swiss pension plans, which are hybrid
in that they combine elements of defined contribution and
defined benefit plans, but are treated as defined benefit plans
under IFRS. Key differences between Swiss GAAP and IFRS
include the treatment of dynamic elements, such as future salary
increases and future interest credits on retirement savings, which
are not considered under the static method used in accordance
with Swiss GAAP. Also, the discount rate used to determine the
defined benefit obligation in accordance with IFRS is based on
the yield of high-quality corporate bonds of the market in the
respective pension plan country. The discount rate used in
accordance with Swiss GAAP (i.e., the technical interest rate) is
determined by the Pension Foundation Board based on the
expected returns of the Board’s investment strategy.



Note 38 Main differences between IFRS and Swiss GAAP (continued)

For defined benefit plans, IFRS requires the full defined
benefit obligation net of the plan assets to be recorded on the
balance sheet, with changes resulting from remeasurements
recognized directly in equity. However, for non-Swiss defined
benefit plans for which IFRS accounting is elected, changes due
to remeasurements are recognized in the income statement of
UBS AG standalone under Swiss GAAP.

Swiss GAAP requires that employer contributions to the
pension fund are recognized as personnel expenses in the
income statement. Furthermore, Swiss GAAP requires an
assessment as to whether, based on the financial statements of
the pension fund prepared in accordance with Swiss accounting
standards (FER 26), an economic benefit to, or obligation of, the
employer arises from the pension fund which is recognized in
the balance sheet when conditions are met. Conditions for
recording a pension asset or liability would be met if, for
example, an employer contribution reserve is available or the
employer is required to contribute to the reduction of a pension
deficit (on an FER 26 basis).

8. Leasing

Under IFRS, a single lease accounting model applies that requires
UBS to record a right-of-use (RoU) asset and a corresponding
lease liability on the balance sheet when UBS is a lessee in a
lease arrangement. The RoU asset and the lease liability are
recognized when UBS acquires control of the physical use of the
asset. The lease liability is measured based on the present value
of the lease payments over the lease term, discounted using
UBS's unsecured borrowing rate. The RoU asset is recorded at an
amount equal to the lease liability but is adjusted for rent
prepayments, initial direct costs, any costs to refurbish the leased
asset and/or lease incentives received. The RoU asset is
depreciated over the shorter of the lease term or the useful life
of the underlying asset.

Under Swiss GAAP, leases that transfer substantially all the
risks and rewards, but not necessarily legal title in the underlying
assets, are classified as finance leases. All other leases are
classified as operating leases. Whereas finance leases are
recognized on the balance sheet and measured in line with IFRS,
operating lease payments are recognized as General and

administrative expenses on a straight-line basis over the lease
term, which commences with control of the physical use of the
asset. Lease incentives are treated as a reduction of rental
expense and are recognized on a consistent basis over the lease
term.

9. Netting of replacement values

Under IFRS, replacement values and related cash collateral are
reported on a gross basis unless the restrictive IFRS netting
requirements are met: i) existence of master netting agreements
and related collateral arrangements that are unconditional and
legally enforceable, both in the normal course of business and in
the event of default, bankruptcy or insolvency of UBS and its
counterparties; and ii) UBS’s intention to either settle on a net
basis or to realize the asset and settle the liability simultaneously.

Under Swiss GAAP, replacement values and related cash
collateral are generally reported on a net basis, provided the
master netting and the related collateral agreements are legally
enforceable in the event of default, bankruptcy or insolvency of
UBS's counterparties.

10. Negative interest

Under IFRS, negative interest income arising on a financial asset
does not meet the definition of interest income and, therefore,
negative interest on financial assets and negative interest on
financial liabilities are presented within interest expense and
interest income, respectively.

Under Swiss GAAP, negative interest on financial assets is
presented within interest income and negative interest on
financial liabilities is presented within interest expense.

11. Extraordinary income and expense

Certain non-recurring and non-operating income and expense
items, such as realized gains or losses from the disposal of
participations, fixed and intangible assets, as well as reversals of
impairments of participations and fixed assets, are classified as
extraordinary items under Swiss GAAP. This distinction is not
available under IFRS.
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UBS Group AG standalone financial
statements

Income statement

USD million CHF million
For the year ended For the year ended

Note 31.12.19 31.12.18 31.12.19 31.12.18

Dividend income from investments in subsidiaries 3 3,400 3,212 3,464 3,152

“Other ope;;tmg income 55
L pr— FE R— S P — e
Operating income 4,052 3,446 4,108 3,383

_Personnel expenses 6 21 23 21 23

Financial expenses 8 625 30 618 30
Operating expenses 732 273 724 268
Profit / (loss) before income taxes 3,320 3,174 3,384 3,114
Taxexpense /(beneﬂt) ................................................................................................................................................. G Jr Gr— J
Net profit / (loss) 3,320 3,171 3,384 3,11

477

1%}
1]
c
£
9]
z
©
8
%]
©
]
c
S
=
[N,



UBS Group AG standalone financial statements

Balance sheet

USD million CHF million
Note 31.12.19 31.12.18 31.12.19 31.12.18
Assets
Liquid assets 9 1,177 926 1,140 910

Accrued income and prepaid expenses 12 1,010 7 978 7
Total current assets 4,682 1,804 4,533 1,774
Investments in subsidiaries 13 41,209 41,209 39,896 40,518

Other non-current assets 15 8 15 8
Total non-current assets 88,346 42,674 85,530 41,959
Total assets 93,028 44,479 90,063 43,733
of which.: amounts due from subsidiaries 51,295 2938 49660 2888
Liabilities
Current interest-bearing liabilities 15 2,547 457 2,466 450
Accruedexpensesanddeferred|ncome ................................................................................................ : 62102 ................. 14652035 ................. 1440
Total short-term liabilities 4,649 1,922 4,501 1,890
Long-term interest-bearing liabilities 17 45,989 224 44,523 220
CompensatlonrelatedIongtermllabllltles ........................................................................................... : 82938 ................. ; 0222845 ................. 2972
Total long-term liabilities 48,927 3,246 47,368 3,192
Total liabilities 53,576 5,168 51,869 5,082
of which: amounts due to subsidiaries 987 694 955 682
Equity
Share capital 19 393 393 386 386

Net profit / (loss) 3,320 317 3,384 3,11
Equity attributable to shareholders 39,452 39,310 38,194 38,651
Total liabilities and equity 93,028 44,479 90,063 43,733
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Statement of proposed appropriation of total profit and dividend distribution out of total profit and capital

contribution reserve

The Board of Directors proposes that the Annual General
Meeting of Shareholders (AGM) on 29 April 2020 approve the
appropriation of total profit and an ordinary dividend

distribution of USD 0.73 (gross) in cash per share of CHF 0.10
par value under the terms set out below:

USD million CHF million
For the year ended For the year ended
31.12.19 31.12.19
Net profit for the period 3,320 3,384
e ( Ioss) L o =
Total profit available for appropriation 3,320 3,384
Appropriation of total profit
Appropriation to voluntary earnings reserve (1,911) (2,020)
“Dividend distribution: USD 0.73 (gross) per dividend-bearing share, USD 0.365 of which out of total profit' | (1409 (13647
Profit / (loss) carried forward 0 0

1 Dividend-bearing shares are all shares issued except for treasury shares held by UBS Group AG as of the record date. The amount of USD 1,409 million presented is based on the total number of shares issued as of
31 December 2019. If the final total amount of the dividend is higher / lower, the difference will be balanced through the appropriation to the voluntary earnings reserve. 2 For illustrative purposes, translated at

closing exchange rate as of 31 December 2019 (CHF / USD 1.03).

USD million CHF million
For the year ended For the year ended
31.12.19 31.12.19
Total statutory capital reserve: capital contribution reserve before proposed distribution’ 28,352 27,730
“Dividend distribution: USD 0.73 (gross) per dividend-bearing share, USD 0.365 of which out of capital contribution reserve? | e (13648
Total statutory capital reserve: capital contribution reserve after proposed distribution 26,943 26,366

1 The Swiss Federal Tax Administration’s current position is that, of the CHF 27.7 billion capital contribution reserve available as of 31 December 2019, an amount limited to CHF 13.1 billion is available from which
dividends may be paid without a Swiss withholding tax deduction. 2 Dividend-bearing shares are all shares issued except for treasury shares held by UBS Group AG as of the record date. The amount of USD 1,409
million presented is based on the total number of shares issued as of 31 December 2019. 3 For illustrative purposes, translated at closing exchange rate as of 31 December 2019 (CHF / USD 1.03).

As set out above, half of the ordinary dividend distribution of
USD 0.73 (gross) in cash per share is payable out of total profit
and the other half is payable out of the capital contribution
reserve. The portion of the dividend paid out of total profit will
be subject to a 35% Swiss withholding tax.

The ordinary dividend distribution is declared in USD.
Shareholders whose shares are held through SIX SIS AG (ISIN
CH0244767585) will receive dividends in CHF, based on a
published exchange rate calculated up to five decimal places on
the day prior to the ex-dividend date. Shareholders holding
shares through DTC (ISIN: CH0244767585; CUSIP: H42097107)
or directly registered in the US share register will be paid
dividends in USD. The total amount of the dividend distribution
will be capped at CHF 5,256 million (the Cap). To the extent that

the CHF equivalent of the total dividend distribution would
exceed the Cap on the day of the AGM, based on the exchange
rate determined by the Board of Directors in its reasonable
opinion, the USD per share amount of the dividend will be
reduced on a pro-rata basis so that the total CHF amount does
not exceed the Cap.

Provided that the proposed dividend distribution out of the
total profit and the capital contribution reserve is approved, the
payment of the dividend will be made on 7 May 2020 to holders
of shares on the record date 6 May 2020. The shares will be
traded ex-dividend as of 5 May 2020 and, accordingly, the last
day on which the shares may be traded with entitlement to
receive the dividend will be 4 May 2020.
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UBS Group AG standalone financial statements

Note 1 Corporate information

UBS Group AG is incorporated and domiciled in Switzerland and
its registered office is at Bahnhofstrasse 45, CH-8001 Zurich,
Switzerland. UBS Group AG operates under article 620 et seq. of
the Swiss Code of Obligations as an Aktiengesellschaft (a
corporation limited by shares).

UBS Group AG is the ultimate holding company of the UBS
Group, the grantor of the majority of UBS's deferred
compensation plans and the issuer of loss-absorbing capital
notes which qualify as Basel Ill additional tier 1 (AT1) capital on a
consolidated UBS Group basis and senior unsecured debt which
contributes to the total loss-absorbing capacity (TLAC) of the
Group.

Issuance of AT1 capital and senior debt instruments

In October 2019, loss-absorbing AT1 perpetual capital notes and
senior unsecured debt instruments that had previously been
issued by UBS Group Funding (Switzerland) AG and guaranteed
by UBS Group AG were transferred to UBS Group AG at book
value affecting comparability of presented amounts. The transfer
was carried out by means of an issuer substitution pursuant to
the voluntary substitution provisions provided in the terms and
conditions of the relevant instruments. Following the transfer,
the investors’ seniority of claims against UBS Group AG remains

480

unchanged. The transfer followed changes in the tax treatment
of too-big-to-fail (TBTF) instruments issued by the holding
companies of Swiss systemically important banks that entered
into force as of 1 January 2019.

The proceeds from the issuances of loss-absorbing AT1
capital notes and TLAC-eligible senior unsecured debt
instruments are on-lent to UBS AG.

> Refer to Notes 15 and 17 for more information about the main

terms and conditions of the loss-absorbing AT1 capital notes
and TLAC-eligible senior unsecured debt instruments issued

Furthermore, UBS Group AG grants Deferred Contingent
Capital Plan (DCCP) awards to UBS Group employees. These
DCCP awards also qualify as Basel Il AT1 capital on a
consolidated UBS Group basis.

As of 31 December 2019, UBS Group AG’s distributable items
for the purpose of AT1 capital instruments were USD 39.0 billion
(CHF 37.7 billion) (31 December 2018: USD 38.8 billion
(CHF 38.2 billion)). For this purpose, distributable items are
defined in the terms and conditions of the relevant instruments
as the aggregate of (i) net profits carried forward and (ii) freely
distributable reserves, in each case, less any amounts that must
be contributed to legal reserves under applicable law.



Note 2 Accounting policies

The UBS Group AG standalone financial statements are prepared
in accordance with the principles of the Swiss Law on
Accounting and Financial Reporting (32nd title of the Swiss
Code of Obligations).

The functional currency of UBS Group AG is the US dollar.
The significant accounting and valuation principles applied are
described below.

Presentation currencies

As the primary presentation currency of the standalone financial
statements of UBS Group AG is the US dollar, amounts in Swiss
francs are additionally presented for each component of the
financial statements. UBS Group AG applies the modified closing
rate method for converting US dollar amounts into Swiss francs:
assets and liabilities are translated at the closing rate, equity
positions at historic rates and income and expense items at the
weighted average rate for the period. All resulting currency
translation effects are recognized separately in Voluntary
earnings reserve, amounting to a negative currency translation
effect of CHF544 milion as of 31 December 2019
(31 December 2018: positive CHF 81 million).

Foreign currency translation

Transactions denominated in foreign currency are translated into
US dollars at the spot exchange rate on the date of the
transaction. At the balance sheet date, all current assets and
short-term liabilities as well as Financial assets measured at fair
value, which are denominated in a foreign currency, are
translated into US dollars using the closing exchange rate. For
other non-current assets and long-term liabilities, where the
asset mirrors the terms of a corresponding liability or the asset
and liability otherwise form an economic hedge relationship, the
asset and liability are treated as one unit of account for foreign
currency translation purposes, with offsetting unrealized foreign
currency translation gains and losses based on the closing
exchange rate presented net in the income statement.
Investments in subsidiaries measured at historic cost are
translated at the spot exchange rate on the date of the
transaction. Currency translation effects from dividends paid in
Swiss francs are recognized in equity. All other currency
translation effects are recognized in the income statement.

The main currency translation rates used by UBS Group AG
are provided in Note 37 of the consolidated financial statements.

Marketable securities

Marketable securities include investments in alternative
investment vehicles (AIVs) with a short-term holding period. The
holding period is deemed short term if the vesting of the awards
hedged by the AIV is within 12 months after the balance sheet
date. These are equity instruments and are measured at fair
value based on quoted market prices or other observable market
prices as of the balance sheet date. Gains and losses resulting
from fair value changes are recognized in Financial income and
Financial expenses, respectively.

Financial assets

Financial assets include investments in AIVs with a long-term
holding period. The holding period is deemed long-term if the
vesting of the awards hedged by the AIV is more than 12
months after the balance sheet date. These are equity
instruments and are measured at fair value based on their
guoted market prices or other observable market prices as of the
balance sheet date. Gains and losses resulting from fair value
changes are recognized in Financial income and Financial
expenses, respectively.

Investments in AlVs that have no quoted market price or no
other observable market price are recognized as Financial assets
and are measured at their acquisition cost adjusted for
impairment losses.

Financial assets further include loans granted to UBS AG that
substantially mirror the terms of the perpetual AT1 capital notes,
the TLAC-eligible senior unsecured debt instruments issued and
the fixed-term deposits with UBS AG with maturities more than
12 months after the balance sheet date. The loans and deposits
are measured at nominal value.

_» Refer to Note 14 for more information

Derivative instruments

UBS Group AG uses derivative instruments to manage exposures
to foreign currency risks from investments in foreign subsidiaries.
The derivative instruments are entered into with UBS AG,
mirroring the conditions of the closing transactions UBS AG
enters into with third parties.

Derivative instruments are measured at fair value based on
quoted market prices or other observable market prices as of the
balance sheet date. Unrealized gains and losses are recognized
on the balance sheet as Accrued income and prepaid expenses
and Accrued expenses and deferred income, respectively.
Corresponding gains and losses resulting from fair value changes
are recognized in Financial income and Financial expenses,
respectively.
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UBS Group AG standalone financial statements

Note 2 Accounting policies (continued)

Investments in subsidiaries

Investments in subsidiaries are equity interests that are held to
carry on the business of UBS Group or for other strategic
purposes. They include all subsidiaries directly held by UBS
Group AG through which UBS conducts its business on a global
basis. The investments are measured individually and carried at
cost less impairment.
—» Refer to Note 13 for more information
— Refer to Note 2 in the “Consolidated financial statements”
section of this report for a description of businesses of the UBS
Group

Long-term interest bearing liabilities

Long-term interest-bearing liabilities include perpetual loss-
absorbing capital notes that qualify as Basel lll AT1 capital and
TLAC-eligible senior unsecured debt instruments at Group level.
They are measured at nominal value. Any difference to nominal
value, e.g., premium, discount or external costs that are directly
related to the issue, is deferred as Accrued income and prepaid
expenses or Accrued expenses and deferred income and
amortized to Financial expenses or Financial income over the
maturity of the instrument or until the first call date or optional
redemption date, where applicable.
_s Refer to Note 17 for more information

Treasury shares

Treasury shares acquired by UBS Group AG are recognized at
acquisition cost and are presented as a deduction from
shareholders’ equity. Upon disposal or settlement of related
share awards, the realized gain or loss is recognized through the
income statement as Financial income and Financial expenses,
respectively. For settlement of related share awards, the realized
gains and losses on treasury shares represent the difference
between the market price of the treasury shares at settlement
and their acquisition cost.

For UBS Group AG shares acquired by a direct or indirect
subsidiary, a Reserve for own shares held by subsidiaries is
generally created in UBS Group AG's equity. However, where
UBS AG or UBS Switzerland AG acquire UBS Group AG shares
and hold such in their trading portfolios, no Reserve for own
shares held by subsidiaries is created.

— Refer to Note 20 for more information

Share-based and other deferred compensation plans

Transfer from UBS AG to UBS Group AG

The transfer of the deferred compensation plans and related
hedging assets in 2014 was conducted on an arm’s-length basis,
with a step-up of the plan obligation to fair value. This step-up
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resulted in a net liability that was recorded in the standalone
financial statements of UBS AG and transferred to UBS Group
AG (net liability related to deferred compensation plan transfer)
in 2014. The fair value of this net liability is taken into account in
the income statement over the average vesting period (for share
awards) or upon exercise / expiry (for option awards) as Other
operating income. Upon exercise of option awards that are
settled using conditional capital, the fair value of this net liability
is recorded in the Statutory capital reserve within General
reserves. The difference between the fair value of the hedging
assets and the fair value of the obligations on the plans
transferred was compensated for with a loan from UBS AG to
UBS Group AG.

Share-based compensation plans

The grant date fair value of equity-settled share-based
compensation awards granted to employees is generally
recognized over the vesting period of the awards. Awards
granted in the form of UBS Group AG shares and notional
shares are settled by delivering UBS Group AG shares at vesting
except in jurisdictions where this is not permitted for legal or tax
reasons. They are recognized as Compensation-related long-
term liabilities if vesting is more than 12 months after the
balance sheet date or as Accrued expenses and deferred income
if vesting is within 12 months of the balance sheet date. The
amount recognized is adjusted for forfeiture assumptions, such
that the amount ultimately recognized is based on the number
of awards that meet the related service conditions at the vesting
date. The grant date fair value is based on the UBS Group AG
share price, taking into consideration post-vesting sale and
hedge restrictions, non-vesting conditions and market
conditions, where applicable.

Upon settlement of the share awards, any realized gain or
loss is recognized in the income statement as Other operating
income and Other operating expenses, respectively. Realized
gains and losses on share-based awards represent the difference
between the market price of the UBS Group AG shares at
settlement and the grant date fair value of the share awards.

For certain awards, employees receive beneficial and legal
ownership of the underlying UBS Group AG shares at the grant
date (prepaid awards). Such prepaid awards are recognized as
Prepaid assets if vesting is more than 12 months after the
balance sheet date or as Accrued income and prepaid expenses
if vesting is within 12 months of the balance sheet date.

Shares awarded to employees that are settled using
conditional capital are accounted for as follows at settlement:
the amount paid by the employees for the nominal value of the
shares awarded is recorded in Share capital, while any paid
amount exceeding the nominal value is considered to be share
premium and is recorded in the Statutory capital reserve within
General reserves.



Note 2 Accounting policies (continued)

Other deferred compensation plans

Deferred compensation plans that are not share-based, including
DCCP awards and awards in the form of AlVs, are accounted for
as cash-settled awards. The present value or fair value of the
amount payable to employees that is settled in cash is
recognized as a liability generally over the vesting period, as
Compensation-related long-term liabilities if vesting is more than
12 months after the balance sheet date and as Accrued
expenses and deferred income if vesting is within 12 months
from the balance sheet date. The liabilities are remeasured at
each balance sheet date at the present value of the
corresponding DCCP award and the fair value of investments in
AlVs,  respectively. Gains and losses resulting  from
remeasurement of the liabilities are recognized in Other
operating income and Other operating expenses, respectively.

Recharge of compensation expenses

Expenses related to deferred compensation plans are recharged
by UBS Group AG to its subsidiaries employing the personnel.
Upon recharge, UBS Group AG recognizes a receivable from its
subsidiaries corresponding to a liability representing its
obligation toward the employees.

Dispensations in the standalone financial statements

As UBS Group AG prepares consolidated financial statements in
accordance with IFRS, UBS Group AG is exempt from various
disclosures in the standalone financial statements. The
dispensations include the management report and the statement
of cash flows, as well as certain note disclosures.
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UBS Group AG standalone financial statements

Income statement notes

Note 3 Dividend income from investments in subsidiaries

Dividend income from investments in subsidiaries in 2019
consisted of USD 3,250 million (CHF 3,311 million) received
from UBS AG related to the financial year 2018, which was
approved by the Annual General Meeting of the Shareholders of
UBS AG on 18 April 2019, USD 143 million (CHF 146 million)
received from UBS Business Solutions AG related to the financial
year ended 31 December 2018, which was approved by the
Annual General Meeting of the Shareholders of UBS Business
Solutions AG on 17 April 2019, and USD 6 million (CHF 6
million) received from UBS Group Funding (Switzerland) AG
related to the financial year ended 31 December 2018, which

subsidiaries consisted of USD 3,123 million (CHF 3,065 million)
received from UBS AG related to the financial year 2017, which
was approved by the Annual General Meeting of the
Shareholders of UBS AG on 26 April 2018, USD 86 million
(CHF 84 million) received from UBS Business Solutions AG
related to the financial year ended 31 December 2017, which
was approved by the Annual General Meeting of the
Shareholders of UBS Business Solutions AG on 19 April 2018,
and USD 3 million (CHF 3 million) received from UBS Group
Funding (Switzerland) AG related to the financial year ended
31 December 2017, which was approved by the Annual General

was approved by the Annual General Meeting of the Meeting of the Shareholders of UBS Group Funding
Shareholders of UBS Group Funding (Switzerland) AG on (Switzerland) AG on 8 March 2018.
8 March 2019. In 2018, dividend income from investments in
Note 4 Other operating income
USD million CHF million

For the year ended For the year ended

31.12.19 31.12.18 31.12.19 31.12.18
Fair value gains on AIV awards 0 8 0 9

Commission income from guarantees issued

Total other operating income 155 157 153 155
Note 5 Financial income
USD million CHF million
For the year ended For the year ended
31.12.19 31.12.18 31.12.19 31.12.18

Foreign currency translation gains

Total financial income

Note 6 Personnel expenses

Personnel expenses include recharges from UBS AG and UBS
Business Solutions AG for personnel-related costs for activities
performed by the personnel of those companies for the benefit
of UBS Group AG.
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UBS Group AG had no employees throughout 2019 and
2018. All employees of the UBS Group, including the members
of the Group Executive Board (GEB) of UBS Group AG, were
employed by subsidiaries of UBS Group AG. As of
31 December 2019, the UBS Group employed 68,601 personnel
(31 December 2018: 66,888) on a full-time equivalent basis.
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Note 7 Other operating expenses

USD million CHF million

For the year ended For the year ended

31.12.19 31.12.18 31.12.19 31.12.18
Fair value losses on AIV awards 45 0 45 0
Lossesrelatedtoequnysettledawards ........................................................................................................................... R TR R e
# apnaltax ............................................................................................................................................................... [y R [ e
L Gy s Gy -
Total other operating expenses 81 216 80 212
Note 8 Financial expenses

USD million CHF million

For the year ended For the year ended

31.12.19 31.12.18 31.12.19 31.12.18
Fair value losses on investments in AlVs 0 8 0 8
ImpalrmentIossesonflnanCIaIassets ............................................................................................................................. G G
Treasurysharelosses ................................................................................................................................................ g Y
Interestexpenseon|nterestbearmgllab|l|t|es429 ..................... y——— i
Interestexpenseonderlvanves ...................................................................................................................................... i
Feespa|d1 ........................ s g ;
Forelgn currency L G o G 5
Total financial expenses 625 30 618 30
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UBS Group AG standalone financial statements

Balance sheet notes

Note 9 Liquid assets

As of 31 December 2019, liquid assets comprised USD 794 31 December 2018, liquid assets comprised USD 542 million
million (CHF 769 million) held on current accounts at (CHF 533 million) held on current accounts at UBS Switzerland
UBS Switzerland AG and UBS AG and USD 383 million (CHF 371  AG and UBS AG and USD 384 million (CHF 378 million) of time
million) of time deposits placed with UBS AG. As of deposits placed with UBS AG.

Note 10 Marketable securities

Marketable securities include investments in AIVs related to compensation awards vesting within 12 months after the balance sheet date.

Note 11 Other short-term receivables

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Onward lending to UBS AG' 1,870 0 1,811 0

Total other short-term receivables 2,412 788 2,335 775

1 Short-term receivables from the onward lending of the proceeds from the issuances of TLAC-eligible senior unsecured debt and loss-absorbing additional tier 1 perpetual capital notes to UBS AG. Refer to Note 1
for more information.

Note 12 Accrued income and prepaid expenses

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Accrued interest income 816 6 790 6
T prepa|d expenses ................................................................................................................. R s e ;
Total accrued income and prepaid expenses 1,010 7 978 7
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Note 13 Investments in subsidiaries

Unless otherwise stated, the subsidiaries listed below have share
capital consisting solely of ordinary shares, which are held by
UBS Group AG or UBS AG, respectively. The proportion of
ownership interest held is equal to the voting rights held by UBS
Group AG or UBS AG, respectively. The country where the
respective registered office is located is also the principal place
of business. UBS AG operates through a global network of

Subsidiaries of UBS Group AG as of 31 December 2019

branches and a significant proportion of its business activity is
conducted outside Switzerland in the UK, the US, Singapore,
Hong Kong and other countries. UBS Europe SE has branches
and offices in a number of EU Member States, including
Germany, Italy, Luxembourg, Spain and Austria. Share capital is
provided in the currency of the legally registered office.

Company Registered office Share capital in million  Equity interest accumulated in %
UBS AG Zurich and Basel, Switzerland CHF 385.8 100.0
UBSBusmessSqunonsAG'ZuncthwtzerIandCHF .................... e e
UBSGroupFund|ng(SW|tzerIand)AGZunchSwnzerIandCHFO1 .......................................... e

1 UBS Business Solutions AG holds subsidiaries in Poland, China and India.

Individually significant subsidiaries of UBS AG as of 31 December 2019’

Company Registered office

Primary business

Share capital in million

UBS Ame| Wi Delaware, USA

UBS Switzerland AG Zurich, Switzerland

Corporate Center usb

Corporate Center

Investment Bank

Personal & Corporate Banking

3,150.0?

1 Includes direct and indirect subsidiaries of UBS AG.
USD 100,000 and non-voting preferred share capital of USD 1,283,000,000.

Individually significant subsidiaries of UBS AG are those entities
that contribute significantly to the Group’s financial position or
results of operations, based on a number of criteria, including
the subsidiaries’ equity and their contribution to the Group's

2 Comprised of common share capital of USD 1,000 and non-voting preferred share capital of USD 3,150,000,000.

3 Comprised of common share capital of

total assets and profit or loss before tax, in accordance with
Swiss regulations.

— Refer to Note 31 in the “Consolidated financial statements”
section of this report for more information
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UBS Group AG standalone financial statements

Note 14 Financial assets

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Long-term receivables from UBS AG' 46,644 993 45,158 976
LongtermrecelvablesfromUBSBusmessSqutlonsAG .................................................................................................. s e
“Investments in alternative investment vehicles at fair value related to awards vesting after 12 months 29 a4 m
‘Investments in alternative investment vehicles at cost less impairment 4 I 4
Total financial assets 47,113 1,444 45,612 1,420

1 As of 31 December 2019, long-term receivables from UBS AG include the onward lending of the proceeds from the issuances of TLAC-eligible senior unsecured debt and loss-absorbing additional tier 1 perpetual
capital notes for the total amount of USD 45,682 million (CHF 44,226 million). Refer to Note 1 for more information.

Note 15 Current interest-bearing liabilities

Current interest-bearing liabilities totaled USD 2,547 million
(CHF 2,466 million) as of 31 December 2019 comprising TLAC-
eligible senior unsecured debt instruments of USD 1,800 million
(CHF 1,743 million) and loans from UBS AG of USD 747 million
(CHF 723 million). As of 31 December 2018, current interest-
bearing liabilities comprised loans from UBS AG of USD 457
million (CHF 450 million). In October 2019, all loss-absorbing

AT1 capital notes and TLAC-eligible senior unsecured debt
instruments  previously issued by UBS Group Funding
(Switzerland) AG were transferred to UBS Group AG by means
of an issuer substitution at book value.

—» Refer to Note 1 for more information

Notes issued, overview by amount, maturity and coupon 31.12.19
Carrying amount
in transaction ~ Carrying amount  Carrying amount
In million, except where indicated Maturity! Coupon! currency in USD in CHF
US dollar-denominated TLAC-eligible senior unsecured notes 24.09.20 3MUSDLIBOR +14dbps 300 .. 300 .o 290
US dollar-denominated TLAC-eligible senior unsecured notes 24.09.20 2.950% 1,500 1,500 1,452
Total notes issued 1,800 1,743

1 Disclosed maturity refers to the contractual maturity date or, if applicable, to the earlier optional redemption date of the respective issuance. The disclosed coupon rate refers to the contractual coupon rate applied
from the issue date up to the contractual maturity date or, if applicable, to the earlier optional redemption date.

Note 16 Accrued expenses and deferred income

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Short-term portion of net liability related to deferred compensation plan transfer 0 3 0 3

Total accrued expenses and deferred income

Note 17 Long-term interest-bearing liabilities

Long-term interest-bearing liabilities totaled USD 45,989 million
(CHF 44,523 million) as of 31 December 2019 comprising loss-
absorbing AT1 perpetual capital notes and TLAC-eligible senior
unsecured debt instruments of USD 45,752 million (CHF 44,294
million) and fixed-term loans from UBS AG of USD 236 million
(CHF 229 million). As of 31 December 2018, long-term interest-
bearing liabilities comprised fixed-term loans from UBS AG of
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USD 224 million (CHF 220 million). In October 2019, all loss-
absorbing AT1 capital notes and TLAC-eligible senior unsecured
debt instruments previously issued by UBS Group Funding
(Switzerland) AG were transferred to UBS Group AG by means
of an issuer substitution at book value.

—» Refer to Note 1 for more information
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Note 17 Long-term interest-bearing liabilities (continued)

Notes issued, overview by amount, maturity and coupon 31.12.19
Carrying amount
in transaction  Carrying amount ~ Carrying amount
In million, except where indicated Maturity-2 Coupon'-2 currency in USD in CHF
US dollar-denominated high-trigger loss-absorbing additional tier 1
al capital notes 5%

1,250 1,250

1210,

US dollar-denominated high-trigger loss-absorbing additional tier 1
. Egrpetual _c_qu_t_aI notes 22.03.21 1,500 1,500 1,452

US dollar-denominated high-trigger loss-absorbing additional tier 1
perpetual capital notes 10.08.21 7.125% 1,100 1,100 1,065

"US dollar-denominated high-trigger loss-absorbing additional tier 1
perpetual capital notes 6.875% 1,575 1,575 1,525

US dollar-denominated TLAC-eligible senior unsecured notes 13.08.29 3.126% 1,500 1,500 1,452

Total notes issued 45,752 44,294
1 For the TLAC-eligible senior unsecured notes, disclosed maturity refers to the contractual maturity date or, if applicable, to the earlier optional redemption date of the respective issuance. The disclosed coupon rate
refers to the contractual coupon rate applied from the issue date up to the contractual maturity date or, if applicable, to the earlier optional redemption date. 2 For the loss-absorbing additional tier 1 perpetual
capital notes, disclosed maturity refers to the first call date and the disclosed coupon rate refers to the contractual fixed coupon rate from the issue date up to, but excluding, the first call date. 3 Instrument was
called on 10 January 2020.
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UBS Group AG standalone financial statements

Note 18 Compensation-related long-term liabilities

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Long-term portion of compensation liabilities 2,938 3,022 2,845 2,972
of which: Deferred Contingent Capital Plnn T 130 1415 1298 1391
of which: other deferred compensation plans T 1598 1607 1547 1581
Total compensation-related long-term liabilities 2,938 3,022 2,845 2,972

Note 19 Share capital

As of 31 December 2019, the issued share capital consisted of 3,859,055,395 (31 December 2018: 3,855,634,749) registered
shares with a par value of CHF 0.10 each.

—s Refer to “UBS shares” in the “Capital management” section of this report for more information about UBS Group AG shares

Note 20 Treasury shares

Number of registered shares Average price in USD Average price in CHF
Balance as of 31 December 2017 132,301,550 16.65 16.23
of which: treasury shares held by UBS Group AG 132211630 16.65 16.23
" of which: treasury shares held by UBS AG and other subsidlaries . s9920 799 1754
Acquisitions 103,979,927 15.32 15.10
Delivery of shares to settle equity-settled awards (67,375,167) 16.69 16.39
Balance as of 31 December 2018 166,467,802 15.71 15.45

sury shares held by UBS Group AG

Delivery of shares to settle equity-settled awards (64,323,371) 15.35 15.28

Balance as of 31 December 2019 243,021,296 13.57 13.35

of which: treasury shares held by UBS Group AG’ 242,930,084 13.57 13.35
" of which: treasury shares held by UBS AG and otber subsidlaries 9212 1265 1275

1 The carrying amount of treasury shares held by UBS Group AG as of 31 December 2019 was USD 3,297 million / CHF 3,244 million (31 December 2018: USD 2,612 million / CHF 2,569 million).
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Additional information

Note 21 Guarantees

UBS Group AG used to issue guarantees to the external investors
against any default in payments of interest and principal by UBS
Group Funding (Switzerland) AG, a direct subsidiary of UBS Group
AG. As of 31 December 2018, UBS Group Funding (Switzerland)
AG had issued USD 31,448 million (CHF 30,920 million)

Note 22 Assets pledged to secure own liabilities

equivalent of TLAC-eligible senior debt and USD 10,334 million
(CHF 10,161 million) equivalent of loss-absorbing AT1 capital
notes. In October 2019, those guarantees were canceled upon the
transfer of the underlying instruments to UBS Group AG.

—» Refer to Note 1 for more information

As of 31 December 2019, total pledged assets of UBS Group AG
amounted to USD 2,021 million (CHF 1,957 million). These
assets consisted of certain liquid assets, marketable securities
and financial assets and were pledged to UBS AG. As of
31 December 2018, total pledged assets of UBS Group AG

Note 23 Contingent liabilities

amounted to USD 1,862 million (CHF 1,831 million). The
associated liabilities secured by these pledged assets were
USD 933 million (CHF903 million) and USD 633 million
(CHF 623 million) as of 31 December 2019 and 31 December
2018, respectively.

UBS Group AG is jointly and severally liable for the combined value added tax (VAT) liability of UBS entities that belong to the VAT

group of UBS in Switzerland.
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UBS Group AG standalone financial statements

Note 24 Significant shareholders

Shareholders registered in the UBS Group AG share register with 3% or more of the total share capital

% of share capital 31.12.19 31.12.18
Chase Nominees Ltd., London’ 10.94 12.08
DTC(Cede&Co)NewYork”757 ............................ s
NortrustNommeesLtdLondonW ........................................................................................................................................................................ g e

1 Nominee companies and securities clearing organization cannot autonomously decide how voting rights are exercised and are therefore not obligated to notify UBS and the SIX if they reach, exceed or fall below

the threshold percentages according to the FMIA disclosure notification. Consequently, they do not appear in the below section “Shareholders subject to FMIA disclosure notifications.”

York, “The Depository Trust Company,” is a US securities clearing organization.

General rules

Under the Swiss Federal Act on Financial Market Infrastructures
and Market Conduct in Securities and Derivatives Trading of
19 June 2015 (FMIA), anyone directly or indirectly, or acting in
concert with third parties, holding shares in a company listed in
Switzerland, or holding derivative rights related to shares of such
a company must notify the company and the SIX Swiss Exchange
(SIX) if the holding reaches, falls below or exceeds one of the
following thresholds: 3, 5, 10, 15, 20, 25, 334, 50, or 66%%
of voting rights, regardless of whether or not such rights may be
exercised. Nominee companies that cannot autonomously
decide how voting rights are exercised are not required to notify
the company and SIX if they reach, exceed or fall below the
threshold percentages.

Pursuant to the Swiss Code of Obligations, UBS Group AG
discloses in its financial statements the identity of any
shareholder with a holding of more than 5% of the total share
capital of UBS Group AG.

Shareholders subject to FMIA disclosure notifications

According to the mandatory FMIA disclosure notifications filed
with UBS Group AG and SIX, as of 31 December 2019, the
following entities held more than 3% of the total share capital
of UBS Group AG: Artisan Partners Limited Partnership,
Milwaukee, disclosed a holding of 3.02% of the total share
capital of UBS Group AG on 20 September 2019; Norges Bank,
Oslo, disclosed a holding of 3.01% on 24 July 2019; Dodge &
Cox, San Francisco, disclosed a holding of 3.03% on
30 November 2018; BlackRock Inc., New York, disclosed a
holding of 4.99% on 28 August 2018; and MFS Investment
Management, Boston, disclosed a holding of 3.05% on
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2 DTC (Cede & Co.), New

10 February 2016. As registration in the UBS share register is
optional, shareholders crossing the aforementioned thresholds
requiring SIX notification under FMIA, do not necessarily appear
in the above table.

The above disclosures have not been subsequently
superseded and no new disclosures of significant shareholdings
have been made since 31 December 2019.

In accordance with the FMIA, the aforementioned holdings
are calculated in relation to the total share capital of UBS Group
AG reflected in its Articles of Association at the time of the
respective disclosure notification.

> Refer to www.six-exchange-regulation.com/en/home/

publications/significant-shareholders.htm/ for information
about disclosures under the FMIA

Shareholders registered in the UBS Group AG share register with
3% or more of the share capital of UBS Group AG

As a supplement to the mandatory disclosure requirements
according to the SIX Swiss Exchange Corporate Governance
Directive, the shareholders (acting in their own name or in their
capacity as nominees for other investors or beneficial owners)
that were registered in the UBS share register with 3% or more
of the total share capital of UBS Group AG as of
31 December 2019 or as of 31 December 2018 are listed in the
table above.

Cross-shareholdings
UBS Group AG has no cross-shareholdings where reciprocal

ownership would be in excess of 5% of capital or voting rights
with any other company.


https://www.six-exchange-regulation.com/en/home/publications/significant-shareholders.html

Note 25 Share and option ownership of the members of the Board of Directors, the
employees

Group Executive Board and other

Shares awarded

For the year ended 31.12.19

For the year ended 31.12.18

Value of shares in  Value of shares in

Value of shares in ~ Value of shares in

Number of shares USD million CHF million Number of shares USD million CHF million
Awarded to members of the BoD 560,889 7 7 354,265 6 6
‘Awarded to members of the GEB 4878908 - % 2906831 52 51
‘Awarded to other UBS Group employees 72,763,001 g2 787 55332,%7 96 908
Total 78,202,798 878 850 58,683,663 984 965

—> Refer to the “Corporate governance and compensation” section of this report for more information about the terms and conditions of the

shares and options awarded to the members of the Board of Directors and the Group Executive Board

Number of shares of BoD members'’

Name, function on 31 December

Number of shares held Voting rights in %

Axel A. Weber, Chairman 2019

938,627 0.053

Michel Demaré, former Vice Chairman?

David Sidwell, Vice Chairman and Senior Independent Director

Jeremy Anderson, member

William C. Dudley, member?

Reto Francioni, member

Ann F. Godbehere, former member2

Fred Hu, member

Julie G. Richardson, member

2018 17,157 0.001

Isabelle Romy, member 2019 143,928 0.008
"""""""""""""""" 0184802 0,006

Robert W. Scully, member 2019 71,540 0.004
"""""""""""""""" 018 T aroie T 0003

Beatrice Weder di Mauro, member 2019 172,397 0.010
"""""""""""""""" 018 ssg010.008

Dieter Wemmer, member 2019 60,285 0.003
"""""""""""""""" 018310590002

Jeanette Wong, member? 2019 0 0.000
"""""""""""""""" 2018 T mmmmmmmmmmmm——

Total 2019 1,772,884 0.100
"""""""""""""""" 018 190542 0109

1 Includes blocked and unblocked shares held by BoD members, including those held by related parties. No options were granted in 2019 and 2018.
were newly elected and Michel Demaré and Ann F. Godbehere did not stand for re-election.

2 At the 2019 AGM, William C. Dudley and Jeanette Wong
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UBS Group AG standalone financial statements

Note 25 Share and option ownership of the members of the Board of Directors, the Group Executive Board and other

employees (continued)

Share and option ownership / entitlements of GEB members’

Potentially

Number of conferred

on unvested Number of  Total number of voting

Name, function 31 December shares / at risk?  vested shares shares rights in %
Sergio P. Ermotti, Group Chief Executive Officer 2019 1,862,480 2,150,003 4,012,483 0.227

Martin Blessing, former Co-President Global Wealth Management

Christian Bluhm, Group Chief Risk Officer

Markus U. Diethelm, Group General Counsel

317,516 931,738

Kirt Gardner, Group Chief Financial Officer 129,807 662,450 0.037
........................................................... 1074724505920025
Suni Harford, President Asset Management 0 63,211 0.004
Robert Karofsky, Co-President Investment Bank 492,476 1,070,082 0.061
................. ; 0185009022541197550210042
Sabine Keller-Busse, Group Chief Operating Officer and President UBS EMEA 2019 423,778 315,922 739,700 0.042
""""""""" 2018 259,762 263362 523,124 0029
Igbal Khan, Co-President Global Wealth Management 2019 712,342 0 712,342 0.040
................. S
Edmund Koh, President Asia Pacific 2019 380,340 183,104 563,444 0.032
................. S B
Ulrich Kérner, former President Asset Management and President UBS EMEA 2019 - - - -
""""""""" 2018 910951 95597 1006548 0055
Axel P. Lehmann, President Personal & Corporate Banking and President UBS Switzerland 2019 522,202 277,978 800,180 0.045
""""""""" 2018 307,000 277,978 585068 0032
Tom Naratil, Co-President Global Wealth Management and President UBS Americas 2019 1,307,554 609,477 1,917,031 0.108
""""""""" 2018 1,132,938 484075 1617013 0089
Piero Novelli, Co-President Investment Bank 2019 599,156 429,652 1,028,808 0.058
""""""""" 2018 471049 25,367 721,416 0040
Markus Ronner, Group Chief Compliance and Governance Officer 2019 214,850 68,097 282,947 0.016
................. ; 0181611521731613250009
Total 2019 8,335,517 5,114,942 13,450,459 0.761
""""""""" 2018 6932717 3814425 10,747,142 0591

1 Includes all vested and unvested shares of GEB members, including those held by related parties. No options were held in 2019 and 2018 by any GEB member or any of its related parties. Refer to “Note 30
Employee benefits: variable compensation” in the “Consolidated financial statements” section of the Annual Report 2019 for more information. 2 Includes shares granted under variable compensation plans with
forfeiture provisions. The actual number of shares vesting in the future will be calculated under the terms of the plans. Refer to the “Compensation philosophy and framework” section of this report for more

information about the plans.
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Note 26 Related parties

Related parties are defined under the Swiss Code of Obligations to members of the GEB and the external auditors are provided in
as direct and indirect participants with voting rights of 20% or the table below. Amounts due from and due to subsidiaries are
more, management bodies (BoD and GEB), external auditors, provided on the face of the balance sheet.

and direct and indirect investments in subsidiaries. Payables due

USD million CHF million
31.12.19 31.12.18 31.12.19 31.12.18
Payables due to the members of the GEB 178 156 172 154

Payables due to external auditors 0 0 0 0
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Ernst & Young Ltd Phone: +41 58 286 86 86
Aeschengraben 9 Fax: +41 58 286 86 00
P.O. Box www.ey.com/ch
CH-4002 Basel

Duslding a bettes

e B Wl

To the General Meeting of Basel, 27 February 2020
UBS Group AG, Zurich

Report of the statutory auditor on the financial statements

As statutory auditor, we have audited the financial statements of UBS Group AG, which comprise the
balance sheet, income statement and notes, for the year ended 31 December 2019.

Board of Directors’ responsibility

The Board of Directors is responsible for the preparation of the financial statements in accordance with
the requirements of Swiss law and the company’s articles of incorporation. This responsibility includes
designing, implementing and maintaining an internal control system relevant to the preparation of financial
statements that are free from material misstatement, whether due to fraud or error. The Board of Directors
is further responsible for selecting and applying appropriate accounting policies and making accounting
estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with Swiss law and Swiss Auditing Standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’'s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers the internal control system relevant to the entity’s
preparation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control system. An audit also includes evaluating the appropriateness of the accounting policies used and
the reasonableness of accounting estimates made, as well as evaluating the overall presentation of the
financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements for the year ended 31 December 2019 comply with Swiss law and
the company’s articles of incorporation.

Report on key audit matters based on the circular 1/2015 of the Federal Audit Oversight Authority

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the financial statements of the current period. We have determined that there are no key audit
matters to communicate in our report.
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Report on other legal requirements

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

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

We further confirm that the proposed appropriation of available earnings complies with Swiss law and the
company’s articles of incorporation. We recommend that the financial statements submitted to you be
approved.

Ernst & Young Ltd

Marie-Laure Delarue Bruno Patusi
Licensed audit expert Licensed audit expert
(Auditor in charge)
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I Phone  +41 &4 444 38 4 B0 Lad
BDO Fax a1 & 40 8 14 bl T
wweer Batha. chi CH-B0 Turich

i dammachioa. ch

t Auditor™s Repart
to the Board of Directors of

UBS Group AG, Turich
&5 special suditors of UBS Group &G, we have audited the tssuance of new shares and the preconditions
fowr the adjustment af the provisions regarding the conditional capital intrease according Lo arthcle 4 of
the articles of asseciation in the perod from 1 Januany 301% to 31 December 2019 in accordance with
article 8534 paragraph 1 of the Swivs code of obligations [C0).

hceording 1o article 48 of the artkcles of association, the following possibilities for the ssee of oondi-
tionad capital exist:

- [Paragraph 1: emplayes stock aption plars of UBS Group AG, based on the resolution of the s
traprdinary general meeting of 36 November 2004,

- Paragraph I; conversion rights and/or warrants granted in conmnection with the Bsue of bonds o
similar Minamcial instruments, based on the resolution of the extracrdinary general meeting of
b Mowembser 2014,

Bourd of Directars’ Respansibility
The Baard af Dirsclors ts responsible Tar the few share e 0 acoordance with the legal requirements
ardd the company®s articles of associaticn,

Audifors Respansibiliny

Our responsibility |5 to express an opinkon based on cur audit a5 o whether the new share issue complies
with Swits law and the company's articles of incorporation. We condutted our audit i accordance with
Swiss Auditing Standards. Those standards reguire that we comply with ethical requirements and plan
and parfoem the sudil Bo obLain reasonabde assurance about whelher Che ness shane soue complies with
the legal reguirements and the company™s articles of inconporation.

Ay audit irvolves performing procedures o obtain audit evidence 5o that significant breaches of the
begal requirements and the company™s articles of intanporation for the new thare fSaee msy be identified
with reasorable assurance, The procedures selectied depend on the auditor’s judgement, including the
assesement of the ik of material bresdhed of the fequirsmenty condeiming the e share e,
witst ey o 10 frawd or e,

‘We belleve that the audit evidence we have chtained i3 sulficient and appropriate 1o provide a basi for
U Akl apinkon,

Opfnion
in owr opindon
- the issue of 40646 new registered shares with a maminal vaiee of CHF .10 per share relating o

the employee stock option plans of UBS Group AG, according to article 4a paragraph 1 of the arti-
cles of association, was n accordance with the provisions of Swiss law and the company's aticles
of association;

— i fuse Tegiatered shanes relating Lo the corversion rights and/ar warmats granted in connection
with the {ssue of bonds or similar financial instruments, according to article 43 parsgraph 2 of the
articles of assoclation, were sued in the reporing periad.

Lurich, 20 Febeuary 020

BOO Lrd
Erik Dommach Frango &, ﬁtriut-
dulites in chasge

Licerrsed audit expart Licrriesd auadit @xpeet
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Significant regulated subsidiary and sub-group information

Financial and regulatory key figures
for our significant regulated subsidiaries
and sub-groups

UBS AG UBS Switzerland AG UBS Europe SE UBS Americas Holding LLC
(standalone) (standalone) (consolidated) (consolidated)
USD million, CHF million, EUR million, UsD million,
except where indicated  except where indicated  except where indicated  except where indicated
As of or for the year ended 31.12.19 311218 31.12.19  31.12.18 31.12.19 311219 31.12.18

Financial information34>

Income statement

Net profit / (loss) 3,848 3,333 1,039 1,401 188 730 3,969
Balance sheet

Total equity 51,705 51,107 12,673 13,834 4,490 28,277 27,421
Capital®’

11,746

Total going concern capital®

T 2 aDIal oo et [ACT— ALY
Total gone concer loss-absorbing capacity®® 10,915 10,932 1,84010

Ot DI et eeeee e esereeeenee SELT O 15702 ... 14,601
Total loss-absorbing capacity®® 26,521 25,400 5,616

Risk-weighted assets and leverage ratio denominators’

Risk-Weighted aSSets | e 287,999 292,888 99667 95646 15146 .. 54058 .1 54,063
Leverage ratio denominator 589,127 601,013 302,304 306,487 41,924 127,290 122,829

Capital and leverage ratios (%)%’

Common equity tier 1 capital ratio 17 169 217

Liquidity”-8:12

High-quality liquid assets (billion) e L L T T A A . SO
Net cash outflows (billion) e T -7 S 53 L
Liquidity coverage ratio (%)'* 1> 137 139 130 128 14713

Other

Joint and several liability between UBS AG and UBS Switzerland AG (billion)'® 17 26

1 As a result of the cross-border merger of UBS Limited into UBS Europe SE effective 1 March 2019, UBS Europe SE became a significant regulated subsidiary of UBS Group AG. The size, scope and business model of
the merged entity is now materially different. Comparatives for 31 December 2018 have not been provided in the table because data produced on the same basis is not available. 2 Figures as of or for the year
ended 31 December 2018 have been adjusted for consistency with the full-year audited financial statements and/or local regulatory reporting, which were finalized after the publication of the UBS Group AG Annual
Report 2018 and the 31 December 2018 Pillar 3 report on 15 March 2019. 3 UBS AG and UBS Switzerland AG financial information is prepared in accordance with Swiss GAAP (FINMA Circular 2015/1 and
Banking Ordinance), but does not represent financial statements under Swiss GAAP. 4 UBS Europe SE financial information is prepared in accordance with International Financial Reporting Standards (IFRS), but
does not represent financial statements under IFRS. 5 UBS Americas Holding LLC financial information is prepared in accordance with accounting principles generally accepted in the US (US GAAP), but does not
represent financial statements under US GAAP. 6 For UBS AG and UBS Switzerland AG, based on applicable transitional arrangements for Swiss systemically relevant banks (SRBs). For UBS Europe SE, based on
applicable EU Basel Ill rules. For UBS Americas Holding LLC, based on applicable US Basel Ill rules. 7 Refer to the 31 December 2019 Pillar 3 report available under “Pillar 3 disclosures” at www.ubs.com/investors
for more information. 8 There was no local disclosure requirement for UBS Americas Holding LLC as of 31 December 2019 and 31 December 2018. 9 Total loss-absorbing capacity of UBS Americas Holding LLC is
disclosed on a semi-annual basis in our Pillar 3 report. 10 Consists of positions which meet the conditions laid down in Art. 72a—b of the Capital Requirements Regulation (CRR) Il with regard to contractual,
structural or legal subordination. 11 For UBS AG, on the basis of going concern capital. On the basis of tier 1 capital for UBS Europe SE and UBS Americas Holding LLC. 12 For UBS Europe SE, figures as of
31 December 2019 are based on a ten-month average, rather than a twelve-month average, as data produced on the same basis is only available for the period since the cross-border merger. 13 Revised
calculation excludes inflows from overdrafts which we cannot demand repayment of within 30 days. 14 UBS AG is required to maintain a minimum liquidity coverage ratio of 105% as communicated by FINMA.
15 UBS Switzerland AG, as a Swiss SRB, is required to maintain a minimum liquidity coverage ratio of 100%. 16 Refer to the “Capital management” section of this report for more information about the joint and
several liability. Under certain circumstances, the Swiss Banking Act and FINMA's Banking Insolvency Ordinance authorize FINMA to modify, extinguish or convert to common equity liabilities of a bank in connection
with a resolution or insolvency of such bank.
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UBS Group AG is a holding company and conducts substantially
all of its operations through UBS AG and its subsidiaries. UBS
Group AG and UBS AG contribute a significant portion of their
respective capital and provide substantial liquidity to their
subsidiaries. Many of these subsidiaries are subject to regulations
requiring compliance with minimum capital, liquidity and similar
requirements. The table in this section summarizes the
regulatory capital components and capital ratios of our
significant regulated subsidiaries and sub-groups determined
under the regulatory framework of each subsidiary’s or sub-
group’s home jurisdiction.

—» Refer to “Capital and capital ratios of our significant regulated
subsidiaries” in the “Capital management” section of this report
for more information

—» Refer to “Note 26 Restricted and transferred financial assets” in
the “Consolidated financial statements” section of this report
for more information.

Supervisory authorities generally have discretion to impose
higher requirements or to otherwise limit the activities of
subsidiaries. Supervisory authorities also may require entities to
measure capital and leverage ratios on a stressed basis and may
limit the ability of an entity to engage in new activities or take
capital actions based on the results of those tests.

In June 2019, the Federal Reserve Board released the results
of its Comprehensive Capital Analysis and Review (CCAR) and
did not object to the capital plan of UBS Americas Holding LLC,
our US intermediate holding company.

Standalone regulatory information for UBS AG and UBS
Switzerland AG, as well as consolidated regulatory information for
UBS Europe SE and UBS Americas Holding LLC is provided in the
31 December 2019 Pillar 3 report, available under “Pillar 3
disclosures” at www.ubs.com/investors.

Standalone financial statements for UBS Group AG as well as
standalone financial statements and regulatory information for
UBS AG and UBS Switzerland AG are available under “Holding
company and significant regulatory subsidiaries and sub-groups” at
www.ubs.com/investors.
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Appendix

Alternative performance measures

Alternative performance measures

An alternative performance measure (APM) is a financial measure of historical or future financial performance, financial position
or cash flows other than a financial measure defined or specified in the applicable recognized accounting standards or in other
applicable regulations. We report a number of APMs, including adjusted results, in the discussion of the financial and operating
performance of the Group, our business divisions and our Corporate Center. We use APMs to provide a fuller picture of our
operating performance and to reflect management’s view of the fundamental drivers of our business results. A definition of each
APM, the method used to calculate it and the information content are presented in the table below. Our APMs may qualify as
non-GAAP measures as defined by SEC regulations.

Ao b oo o

Adjusted results Calculated by adjusting operating profit / (loss), These measures provide information about the
(adjusted operating profit / (loss) before tax, operating income and operating expenses as reported financial and operating performance, excluding items
adjusted operating income, adjusted in accordance with International Financial Reporting that management believes are not representative of
operating expenses) Standards (IFRS) for restructuring and litigation the underlying performance of our businesses.

expenses, as well as other material profit or loss items
that management believes are not representative of
the underlying business performance.

Invested assets Calculated as the sum of managed fund assets, This measure provides information about the volume
managed institutional assets, discretionary and of client assets managed by or deposited with UBS for
advisory wealth management portfolios, fiduciary investment purposes.

deposits, time deposits, savings accounts, and wealth
management securities or brokerage accounts.

Recurring income Calculated as total of net interest income and This measure provides information about the amount
-GWM recurring net fee income. of the recurring net interest and fee income.
Recurring net fee income Calculated as total of fees for services provided on an  This measure provides information about the amount
- GWM, P&C ongoing basis, such as portfolio management fees, of recurring net fee income.

asset-based investment fund fees, custody fees and
account-keeping fees, which are generated on client

assets.
Transaction-based income Calculated as total of the non-recurring portion of net This measure provides information about the amount
- GWM, P&C fee and commission income, mainly composed of of the non-recurring portion of net fee and
brokerage and transaction-based investment fund commission income.

fees, as well as credit card fees and fees for payment
transactions, together with other net income from
financial instruments measured at fair value through
profit or loss.
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APM label

Adjusted cost / income ratio (%)

Cost / income ratio (%)

Gross margin on invested assets (bps)
-GWM, AM

Net interest margin (bps)
- P&C

Net margin on invested assets (bps)
-GWM, AM

Net new business volume growth (%)
- P&C

Net profit growth (%)

Recurring income as a % of income
-GWM

Return on common equity
tier 1 capital (%)

Return on equity (%)

Return on leverage ratio denominator,
gross (%)

Return on risk-weighted
assets, gross (%)

Return on tangible equity (%)

Total book value per share
(USD and CHF?)

Total tangible book value per share
(USD and CHF?)

Calculated as adjusted operating expenses divided by
adjusted operating income before credit loss expense
or recovery.

Calculated as operating expenses divided by
operating income before credit loss expense or
recovery.

Calculated as operating income before credit loss
expense or recovery (annualized as applicable) divided
by average invested assets.

Calculated as net interest income (annualized as
applicable) divided by average loans.

Calculated as operating profit before tax (annualized
as applicable) divided by average invested assets.

Calculated as total net inflows and outflows of client
assets and loans during the period (annualized as
applicable) divided by total business volume / client
assets at the beginning of the period.

Calculated as change in net profit attributable to
shareholders from continuing operations between
current and comparison periods divided by net profit
attributable to shareholders from continuing
operations of comparison period.

Calculated as net interest income and recurring net
fee income divided by operating income before credit
loss expense or recovery.

Calculated as net profit attributable to shareholders
divided by average common equity tier 1 capital.

Calculated as net profit attributable to shareholders
divided by average equity attributable to
shareholders.

Calculated as operating income before credit loss
expense or recovery divided by average leverage ratio
denominator.

Calculated as operating income before credit loss
expense or recovery divided by average risk-weighted
assets.

Calculated as net profit attributable to shareholders
divided by average equity attributable to shareholders
less average goodwill and intangible assets.'

Calculated as equity attributable to shareholders
divided by the number of shares outstanding.

Calculated as equity attributable to shareholders less
goodwill and intangible assets divided by the number
of shares outstanding.

Calculation Information content

This measure provides information about the
efficiency of the business by comparing operating
expenses with gross income, while excluding items
that management believes are not representative of
the underlying performance of the businesses.

This measure provides information about the
efficiency of the business by comparing operating
expenses with gross income.

This measure provides information about the
operating income before credit loss expense or
recovery of the business in relation to invested assets.

This measure provides information about the
profitability of the business by calculating the
difference between the price charged for lending and
the cost of funding, relative to loan value.

This measure provides information about the
operating profit before tax of the business in relation
to invested assets.

This measure provides information about the growth
of the business volume as a result of net new business
volume flows during a specific period.

This measure provides information about profit
growth in comparison with the prior period.

This measure provides information about the
proportion of recurring income in operating income.

This measure provides information about the
profitability of the business in relation to common
equity tier 1 capital.

This measure provides information about the
profitability of the business in relation to equity.

This measure provides information about the revenues
of the business in relation to leverage ratio
denominator.

This measure provides information about the revenues
of the business in relation to risk-weighted assets.

This measure provides information about the
profitability of the business in relation to tangible
equity.

This measure provides information about net assets
on a per-share basis.

This measure provides information about tangible net
assets on a per-share basis.

1 Effective 1 January 2019, the definition of the numerator for return on tangible equity has been revised to align it with the numerators for return on equity and return on common equity tier 1 capital; i.e., we no
longer adjust for amortization and impairment of goodwill and intangible assets. Prior periods have been restated.

2Total book value per share and total tangible book value per share in Swiss francs are calculated based on a translation of equity under our US dollar presentation currency.
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Appendix

Abbreviations frequently used in our financial reports

A
ABS
AEI
AGM
A-IRB
AlV
ALCO
AMA
AML
AoA
APAC
APM
ARR
ARS
ASF
AT1
AuM

B
BCBS

BEAT

BIS

BoD
BVG

CAO

CCAR

CCF
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asset-backed securities
automatic exchange of
information

Annual General Meeting of
shareholders

advanced internal
ratings-based

alternative investment
vehicle

Asset and Liability
Committee

advanced measurement
approach

anti-money laundering
Articles of Association
Asia Pacific

alternative performance
measure

alternative reference rate
auction rate securities
available stable funding
additional tier 1

assets under management

Basel Committee on
Banking Supervision

base erosion and anti-abuse
tax

Bank for International
Settlements

Board of Directors

Swiss occupational

pension plan

Capital Adequacy
Ordinance
Comprehensive Capital
Analysis and Review
credit conversion factor

CCP
CCR
CCRC

CCyB
CDO

CDS
CEA
CEM
CEO
CET1
CFO
CFTC

CHF
cic

Clo
CLS

CMBS

C&ORC

CRD IV

CRM

CST
CVA

DBO
DCCP
DJSI
DM
DOJ

D-SIB

DTA
DVA

central counterparty
counterparty credit risk
Corporate Culture and
Responsibility Committee
countercyclical buffer
collateralized debt
obligation

credit default swap
Commodity Exchange Act
current exposure method
Chief Executive Officer
common equity tier 1
Chief Financial Officer

US Commaodity Futures
Trading Commission
Swiss franc

Corporate & Institutional
Clients

Chief Investment Office
Continuous Linked
Settlement

commercial mortgage-
backed security
Compliance & Operational
Risk Control

EU Capital Requirements
Directive of 2013

credit risk mitigation (credit
risk) or comprehensive risk
measure (market risk)
combined stress test
credit valuation adjustment

defined benefit obligation
Deferred Contingent
Capital Plan

Dow Jones Sustainability
Indices

discount margin

US Department of Justice
domestic systemically
important bank

deferred tax asset

debit valuation adjustment

E

EAD
EB
EBA
EC
ECB
ECL
EIR
EL
EMEA

EOP
EPE
EPS
ESG

ETD

ETF

EU

EUR
EURIBOR
EVE

EY

FA

FCA

FCT
FINMA

FMIA

exposure at default
Executive Board

European Banking Authority
European Commission
European Central Bank
expected credit loss
effective interest rate
expected loss

Europe, Middle East and
Africa

Equity Ownership Plan
expected positive exposure
earnings per share
environmental, social and
governance
exchange-traded derivatives
exchange-traded fund
European Union

euro

Euro Interbank Offered Rate
economic value of equity
Ernst & Young (Ltd)

financial advisor

UK Financial Conduct
Authority

foreign currency translation
Swiss Financial Market
Supervisory Authority
Swiss Financial Market
Infrastructure Act



Abbreviations frequently used in our financial reports (continued)

FSB
FTA

FVA
FvOCI
FVTPL
FX

G
GAAP

GBP
GDP
GEB
GIA
GIIPS
GMD
GRI
GSE

G-SIB

HQLA
HR
IAA
IAS
IASB

IBOR
IFRIC

Financial Stability Board
Swiss Federal Tax
Administration

funding valuation
adjustment

fair value through other
comprehensive income
fair value through profit or
loss

foreign exchange

generally accepted
accounting principles
pound sterling

gross domestic product
Group Executive Board
Group Internal Audit
Greece, Italy, Ireland,
Portugal and Spain
Group Managing Director
Global Reporting Initiative
government sponsored
entities

global systemically
important bank

high-quality liquid assets
human resources

internal assessment
approach

International Accounting
Standards

International Accounting
Standards Board
interbank offered rate
International Financial
Reporting Interpretations
Committee

IFRS

HC

IMA
IMM
IRB
IRC
IRRBB

ISDA

KRT

LAS
LCR
LGD
LIBOR

LLC
LRD
LTIP
LTV

M
M&A
MIFID I

MRT

N
NAV
NCL

NII
NRV
NSFR
NYSE

International Financial
Reporting Standards
intermediate holding
company

internal models approach
internal model method
internal ratings-based
incremental risk charge
interest rate risk in the
banking book
International Swaps and
Derivatives Association

Key Risk Taker

liquidity-adjusted stress
liquidity coverage ratio

loss given default

London Interbank Offered
Rate

limited liability company
leverage ratio denominator
Long-Term Incentive Plan
loan-to-value

mergers and acquisitions
Markets in Financial
Instruments Directive |l
Material Risk Taker

net asset value

Non-core and Legacy
Portfolio

net interest income
negative replacement value
net stable funding ratio
New York Stock Exchange

o
OCA
odl

OoTC

PD
PFE
PIT
P&L
POCI

PRA

PRV

QRRE

R
RBA
RBC
RbM
RMBS

RniVv
RoAE
RoCET1
RoTE
RoU

RV

RW
RWA

own credit adjustment
other comprehensive
income
over-the-counter

probability of default
potential future exposure
point in time

profit or loss

purchased or originated
credit-impaired

UK Prudential Regulation
Authority

positive replacement value

qualifying revolving retail
exposures

role-based allowances
risk-based capital
risk-based monitoring
residential mortgage-
backed securities

risks not in VaR

return on attributed equity
return on CET1 capital
return on tangible equity
right-of-use

replacement value

risk weight
risk-weighted assets
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Appendix

Abbreviations frequently used in our financial reports (continued)

S

SA
SA-CCR
SAR
SBC
SDG

SE
SEC

SEEOP

SFT

standardized approach
standardized approach for
counterparty credit risk
stock appreciation right or
Special Administrative
Region

Swiss Bank Corporation
Sustainable Development
Goal

structured entity

US Securities and Exchange
Commission

Senior Executive Equity
Ownership Plan

securities financing
transaction

S|
SICR

SIX
SME

SMF

SNB
SPPI

SRB
SRM
SVaR

sustainable investing
significant increase in credit
risk

SIX Swiss Exchange

small and medium-sized
corporate clients

Senior Management
Function

Swiss National Bank

solely payments of principal
and interest

systemically relevant bank
specific risk measure
stressed value-at-risk

T
TBTF
TCJA
TLAC
TT1C

UoM
usb

VaR
VAT

too big to fail

US Tax Cuts and Jobs Act
total loss-absorbing capacity
through-the-cycle

units of measure
US dollar

value-at-risk
value added tax

This is a general list of the abbreviations frequently used in our financial reporting. Not all of the listed abbreviations may appear in
this particular report.
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https://www.ubs.com/presentations
https://www.ubs.com/global/
https://www.sec.gov
https://www.ubs.com/investors

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 the ongoing execution of its strategic plans, including its
cost reduction and efficiency initiatives and its ability to manage its levels of risk-weighted assets (RWA) and leverage ratio denominator (LRD), including to
counteract regulatory-driven increases, liquidity coverage ratio and other financial resources, and the degree to which UBS is successful in implementing
changes to its businesses to meet changing market, regulatory and other conditions; (i) the continuing low or negative interest rate environment in Switzerland
and other jurisdictions, developments in the macroeconomic climate and in the markets in which UBS operates or to which it is exposed, including movements
in securities prices or liquidity, credit spreads, and currency exchange rates, and the effects of economic conditions, market developments, geopolitical
tensions, and changes to national trade policies on the financial position or creditworthiness of UBS’s clients and counterparties as well as on client sentiment
and levels of activity; (iii) changes in the availability of capital and funding, including any changes in UBS's credit spreads and ratings, as well as availability and
cost of funding to meet requirements for debt eligible for total loss-absorbing capacity (TLAC); (iv) changes in or the implementation of financial legislation,
including Interest Rate Benchmark Reform, and regulation in Switzerland, the US, the UK, the European Union and other financial centers that have imposed,
or resulted in, or may do so in the future, more stringent or entity-specific capital, TLAC, leverage ratio, net stable funding ratio, liquidity and funding
requirements, heightened operational resilience requirements, incremental tax requirements, additional levies, limitations on permitted activities, constraints on
remuneration, constraints on transfers of capital and liquidity and sharing of operational costs across the Group or other measures, and the effect these will or
would have on UBS's business activities; (v) the degree to which UBS is successful in implementing further changes to its legal structure to improve its
resolvability and meet related regulatory requirements and the potential need to make further changes to the legal structure or booking model of the UBS
Group in response to legal and regulatory requirements, proposals in Switzerland and other jurisdictions for mandatory structural reform of banks or
systemically important institutions or to other external developments, and the extent to which such changes will have the intended effects; (vi) UBS's ability to
maintain and improve its systems and controls for the detection and prevention of money laundering and compliance with sanctions to meet evolving
regulatory requirements and expectations, in particular in the US; (vii) the uncertainty arising from the UK's exit from the EU; (viii) 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; (ix) changes in the standards of conduct applicable to our businesses that may result from new regulations or new
enforcement of existing standards, including recently enacted and proposed measures to impose new and enhanced duties when interacting with customers
and in the execution and handling of customer transactions; (x) 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 investigations, including the potential for disqualification from certain
businesses, potentially large fines or monetary penalties, or the loss of licenses or privileges as a result of regulatory or other governmental sanctions, as well as
the effect that litigation, regulatory and similar matters have on the operational risk component of our RWA as well as the amount of capital available for
return to shareholders; (xi) the effects on UBS's cross-border banking business of tax or regulatory developments and of possible changes in UBS's policies and
practices relating to this business; (xii) 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; (xiii) 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; (xiv) UBS's ability to implement
new technologies and business methods, including digital services and technologies, and ability to successfully compete with both existing and new financial
service providers, some of which may not be regulated to the same extent; (xv) limitations on the effectiveness of UBS's internal processes for risk
management, risk control, measurement and modeling, and of financial models generally; (xvi) the occurrence of operational failures, such as fraud,
misconduct, unauthorized trading, financial crime, cyberattacks or other cybersecurity disruptions, and systems failures; (xvii) restrictions on the ability of UBS
Group AG to make payments or distributions, including due to restrictions on the ability of its subsidiaries to make loans or distributions, directly or indirectly,
or, in the case of financial difficulties, due to the exercise by FINMA or the regulators of UBS's operations in other countries of their broad statutory powers in
relation to protective measures, restructuring and liquidation proceedings; (xviii) the degree to which changes in regulation, capital or legal structure, financial
results or other factors may affect UBS's ability to maintain its stated capital return objective; and (xix) 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 2019. 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 adjusted results are calculated on the basis of unrounded figures. Information about absolute changes between reporting periods, which is provided in text
and which can be derived from figures displayed in the tables, is calculated on a rounded basis.

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. Percentage changes are presented
as a mathematical calculation of the change between periods.
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