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Letter to shareholders

Dear shareholders,

For the financial year 2011 we report a net profit attributable to
UBS shareholders of CHF 4.2 billion and diluted earnings per
share of CHF 1.08. During the year we strengthened our indus-
try-leading capital position, with our Basel Il tier 1 capital ratio
increasing significantly to 19.6% from 17.8%, and our Basel 2.5
tier 1 capital ratio rising to 15.9%. We attracted significant net
new money inflows despite the challenging operating environ-
ment, recording combined net inflows in our wealth- and asset-
gathering businesses of almost CHF 40 billion. We have also
made progress in reducing both risk-weighted assets and costs
and, taking into account the challenges we faced, the perfor-
mance of our businesses gives us great confidence in the firm’s
future. We are therefore proposing to pay a dividend' to our
shareholders for the financial year 2011 of CHF 0.10 per share,
subject to shareholder approval at our Annual General Meeting
of Shareholders (AGM) in May.

2011 was challenging for the firm and the industry as a whole.
Markets were affected by ongoing concerns surrounding euro-
zone sovereign debt, the European banking system, the US fed-
eral budget deficit and economic growth issues, all of which af-
fected client confidence. Activity levels were very subdued as
many investors sought out safe haven investments, including in
the Swiss franc, and remained on the sidelines of markets for
most of the second half of the year. We also faced our own chal-
lenges, as in September we discovered unauthorized trading that
led to a loss of CHF 1.8 billion.

During the year, it became increasingly clear that higher regula-
tory capital and liquidity requirements would put pressure on
structures and business models throughout the industry, funda-
mentally impacting many business areas, most notably for invest-
ment banks. In light of the changed market environment and
more stringent regulatory requirements, the Board of Directors
and Group Executive Board re-evaluated the Group’s strategy to
ensure we continue to place our clients at the center of everything
we do and with the ultimate goal of delivering more attractive
and sustainable returns in future. The results of this re-evaluation
were presented at our Investor Day 2011.

Our future strategic course has now been set: our wealth man-
agement businesses globally and our universal bank in Switzer-
land are central to our strategy. In order to serve the needs of our
core wealth management clients, our Global Asset Management

business and our Investment Bank must each be strong and suc-
cessful in meeting the needs of their clients. Going forward, our
Investment Bank will be less complex and less capital intensive. It
will focus firmly on its corporate, institutional, sovereign, ultra
high net worth, wealth management and other clients and will be
an important partner to them. Only a competitive and successful
Investment Bank will enable us to take our wealth management
businesses to the next level.

Our plans build on the strengths of all of our businesses together
with our leading capital and sound liquidity and funding profile.
The new operating environment will require the industry to build
capital and improve capital efficiency. In line with our desire to
reduce complexity and drive high-quality risk-adjusted returns, by
2016 we aim to reduce risk-weighted assets in the Investment
Bank and in the legacy portfolio together by 50% compared with
30 September 2011 levels calculated on a pro forma Basel Il basis.

We believe our leading capital position gives us a distinct competi-
tive advantage, and we are determined to build on this strength to
maintain that advantage in the Basel Ill banking environment. FIN-
MA, our Swiss regulator, will require that systemically important
banks such as UBS hold significantly higher levels of total capital in
future. We made good progress towards achieving our strategic tar-
get of a common equity tier 1 ratio of 13% under Basel Ill, well
above FINMA's minimum requirements, ending the year with an es-
timated ratio of 10.8%. As a further step towards meeting these
more stringent requirements, we also initiated an issuance program
of loss-absorbing capital in February 2012, with a USD 2 billion in-
augural issue. We continued to reduce risk-weighted assets and, in
the fourth quarter alone, we achieved a 5% reduction in pro forma
Basel lll risk-weighted assets?. We are determined to build on this
progress over coming quarters, and we are confident that our tar-
geted capital structure, which is well in excess of international core
capital requirements, will bolster confidence further in the firm. The
more stringent Basel Il capital and liquidity requirements will likely
lead to greater competition for stable sources of funding, both se-
cured funding and deposits, and to increased funding costs. Our
sound funding position, derived from our wealth management busi-
nesses and our Retail & Corporate business, reinforces our financial
position further.

In line with our new strategy, we updated our financial targets for
our business divisions and the Group, underlined our determina-

1 The term “dividend” is used throughout the report, notwithstanding that for Swiss tax purposes the distribution is characterized as a payment from capital contribution reserves. Refer to

the "Statement of appropriation of retained earnings” of the Parent Bank in the “Financial information” section of this report for more information.

2 Our pro forma Basel Ill risk-weight-

ed assets calculation is a combination of the existing Basel 2.5 risk-weighted assets, a revised treatment for securitization exposures which applies a fixed risk weighting, as well as several
new capital charges which require the development of new models and calculation engines. Our pro forma Basel Il risk-weighted assets are based on estimates of the impact of these new
capital charges, and will be refined as we progress with our implementation of the new models and associated systems.



Sergio P. Ermotti Group Chief Executive Officer Kaspar Villiger Chairman of the Board of Directors
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tion to control costs and announced our intention to implement a
progressive capital returns policy, beginning with the CHF 0.10
dividend we propose to pay this year.

We are well advanced in implementing our CHF 2 billion cost re-
duction program announced in July, and we expect to see more of
the benefits as a result of these measures coming through in 2012
and 2013. We remain vigilant on costs and will continue to seek
additional efficiencies by exploring opportunities to lower the
structural cost base of the firm. As already stated, our capacity for
further tactical cost-cutting measures is limited and we must fo-
cus on strategic changes which go to the heart of our organiza-
tional design and structures. In addition, we will monitor markets
actively and, if conditions deteriorate materially, we will take fur-
ther measures to reduce our cost base.

Despite the challenges we faced in 2011, most of our businesses
delivered improved profitability compared with the prior year.
Wealth Management reported a pre-tax profit of CHF 2.7 billion,
up from CHF 2.3 billion in 2010. Wealth Management Americas
made notable progress reporting a pre-tax profit of CHF 534 mil-
lion compared with a loss of CHF 130 million in the prior year, and
our Retail & Corporate business recorded a pre-tax profit of CHF
1.9 billion, up from CHF 1.8 billion, attracting the highest level of
new client assets since 2007. Together, these businesses delivered
a 30% increase in pre-tax profits compared with the previous
year. We also saw a marked improvement in our net new money
performance across our wealth management businesses. Wealth
Management’s net new money improved significantly, with net
inflows of CHF 23.5 billion compared with net outflows of CHF
12.1 billion in 2010, reflecting improvements in all regions and
client segments. Wealth Management Americas attracted net
new money inflows of CHF 12.1 billion compared with outflows
of CHF 6.1 billion in 2010. This turnaround reflects the success we
have had in both retaining and recruiting experienced financial
advisors during the year.

In a difficult year for the asset management industry, our Global
Asset Management business reported a pre-tax profit of CHF 428
million. Although de-risking continued to dominate investors’ de-
cisions, the business achieved an increase in total net new money
during 2011. Notably, we attracted net inflows from third-party
clients of CHF 12.2 billion, excluding money market flows. Clients

continued to recognize the strengths of the business’s diversified
product range and, in particular, its leading alternative investment
offerings and fast-growing passive capabilities. Expanding these
areas remains a key strategic objective for the business in order to
capture the opportunities presented by the longer-term industry
trends.

A reduction in volumes and client activity as well as the strength-
ening of the Swiss franc impacted the Investment Bank’s result for
the year, as did the CHF 1.8 billion loss associated with the unau-
thorized trading incident in September. As soon as this incident
was discovered we acted swiftly to mitigate its effects on the firm
and our shareholders. We were deeply disappointed by this occur-
rence and we have already taken action designed to reinforce our
control framework and we remain committed to ensuring that we
address any further recommendations that come out of the ongo-
ing independent investigations quickly and decisively. Despite
these circumstances, the business reported a pre-tax profit of CHF
154 million, and a number of our businesses in the Investment
Bank delivered notable performances. Our cash equities exchange
market share rose slightly compared with 2010 levels, and reve-
nues in our macro business rose to CHF 2.6 billion, an increase of
15% reflecting higher revenues across all interest rates business
lines. Our foreign exchange business took advantage of market
volatility in the second half of 2011, bolstered by the investments
we have made in our new e-trading platform. In our advisory
business, our market share and revenues increased as our efforts
to build client relationships bore fruit. Additionally, the business
successfully reduced its risk-weighted assets, something that is
fundamental to its overall strategy and that will enable the busi-
ness to deliver attractive and sustainable returns in future.

In September, the Board of Directors accepted the resignation of
Oswald J. Gribel. We would like to reiterate our gratitude to him
for the outstanding contribution he made to the firm. In Novem-
ber, the Board confirmed the appointment of Sergio P. Ermotti as
Group Chief Executive Officer with immediate effect. Chairman
of the Board Kaspar Villiger announced his decision not to stand
for reelection and, as a result, Axel Weber has been proposed to
succeed as Chairman, subject to his election at this year's AGM. In
addition, we announced that Beatrice Weder di Mauro and
Isabelle Romy will be nominated for election to the Board and,
if elected, they will bring with them invaluable experience and



expertise to strengthen the Board further. Bruno Gehrig has de-
cided not to stand for reelection and we would like to express our
thanks to Bruno for his exceptional contribution and great com-
mitment since joining the Board in 2008 during some testing
times for the firm.

Over the coming months, we will continue to mark our 150th an-
niversary by expressing our gratitude to all those who have sup-
ported us over the years, and by giving back to the communities
we belong to across the globe, with a particular focus on projects
promoting education and entrepreneurship. Our employees will
be able to share this experience and will have the opportunity to
volunteer for regional fundraising and other events that will bring
long-lasting benefits to the communities in which they live and
work.

Looking ahead, 2012 will be a year of progress for the Group. We
will continue our efforts to drive efficiencies throughout the firm,
we will drive home our distinct competitive advantages by con-
tinuing to strengthen our capital position and we will ensure that
we continue to place our clients at the center of everything we
do. We believe our clients will continue to place great value in
safety and stability and will look to us more than ever to provide
the best possible advice and solutions to help them achieve their
investment aims. 2012 will also be a year of transition for the
Investment Bank as we continue the process of reducing risk-
weighted assets and reshaping the business to ensure its future
success. By achieving our strategic objectives in a disciplined and
timely manner, we are confident we will be able to provide more
attractive and sustainable returns to our shareholders.

15 March 2012

Yours sincerely,

UBS
Kaspar Villiger I/ Sergio P. Ermotti
Chairman of the Group Chief

Board of Directors Executive Officer
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Key figures

As of or for the year ended
CHF million, except where indicated 31.12.11 31.12.10 31.12.09

Group results

Operating income 27,788 31,994 22,601

Operatlng expenses .......................................................................................................... 22439 ,,,,,,,,,,,, 24539 ,,,,,,,,,,,, 25162
Operating profit from continuing operations before tax 5350 7455 (2,561)
Net profit attributable to UBS shareholders g5 7534 (2,736)
Diluted earnings per share (CHF)' 1.08 1.96 (0.75)

Key performance indicators, balance sheet and capital management?

Performance

Return on assets, gross (%) 2.1 . 1.5
GEOW N
Net profit growth (%)? (44.8) N/A N/A
ot newmoney(CHFbllllon)“ ............................................................................................. JE (143) ........... (1473)
Efficiency

ot (%) ...................................................................................................... o e 5
Capital strength

Bt ratloBaseI S5 (%)5 .......................................................................................... g
. ratloBaseI | (%)5 ............................................................................................ op e s
VA oo age o (‘%‘)’s ............................................................................................... sa R s

Balance sheet and capital management

BIS tier 1 capital, Basel II° 38,980 35,323 31,798

Additional information

Ivested assets (CHF billion) A8 2152 2,233
Personnel (full-time equivalents) 64,820 64,617 65,233
Market capitalization’ 42,843 58,803 57,108

1 Refer to “Note 8 Earnings per share (EPS) and shares outstanding" in the “Financial information” section of this report for more information. 2 For the definitions of our key performance indicators, refer to the “Mea-
surement of performance” section of this report. 3 Not meaningful and not included if either the reporting period or the comparison period is a loss period. 4 Excludes interest and dividend income. 5 Capital man-
agement data as of 31 December 2011 is disclosed in accordance with the Basel 2.5 framework. Comparative data under the new framework is not available for 31 December 2010 and 31 December 2009. The com-
parative information under the Basel Il framework is therefore provided. Refer to the “Capital management” section of this report for more information. 6 Refer to the “Capital management” section of this report for
more information. 7 Refer to the appendix "UBS registered shares” in this report for more information.

The 2011 results and the balance sheet in this report differ from those presented in our fourth quarter 2011 report issued on 7 Feb-
ruary 2012. The net impact of adjustments made subsequent to the publication of the unaudited fourth quarter 2011 financial re-
port on net profit attributable to UBS shareholders was a loss of CHF 74 million, which decreased basic and diluted earnings per share
by CHF 0.02.
- Refer to the “Certain items affecting our results in 2011” sidebar in the “Group results” section and to “Note 32 Events after the
reporting period” in the “Financial information” section of this report for more information



UBS and its businesses

We draw on our 150-year heritage to serve private, institutional and corporate clients worldwide, as well as retail
clients in Switzerland. Our business strategy is centered on our pre-eminent global wealth management businesses and
our universal bank in Switzerland. Together with a client-focused Investment Bank and a strong, well-diversified Global
Asset Management business, we will drive further growth and expand our premier wealth management franchise.
Headquartered in Zurich and Basel, Switzerland, we have offices in more than 50 countries, including all major financial
centers, and employ approximately 65,000 people. Under Swiss company law, we are organized as an Aktiengesellschaft
(AG), a corporation that has issued shares of common stock to investors. UBS AG is the parent company of the UBS
Group (Group). The operational structure of the Group comprises the Corporate Center and four business divisions:
Wealth Management & Swiss Bank, Wealth Management Americas, Global Asset Management and the Investment Bank.

Wealth Management & Swiss Bank focuses on delivering compre-
hensive financial services to high net worth and ultra high net
worth individuals around the world — except to those served by
Wealth Management Americas — as well as private and corporate
clients in Switzerland. Our Wealth Management business unit
provides clients in over 40 countries, including Switzerland, with
financial advice, products and tools to fit their individual needs.
Our Retail & Corporate business unit provides individual and busi-
ness clients with an array of banking services, such as deposits
and lending, and maintains a leading position across its client seg-
ments in Switzerland. Starting with the first quarter of 2012, we
will report Wealth Management and Retail & Corporate as sepa-
rate business divisions, and will no longer report Wealth Manage-
ment & Swiss Bank which will cease to be a business division.

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

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

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

The Corporate Center provides treasury services, and manages
support and control functions for the business divisions and the
Group in such areas as risk control, finance, legal and compliance,
funding, capital and balance sheet management, management
of non-trading risk, communications and branding, human re-
sources, information technology, real estate, procurement, corpo-
rate development and service centers. It allocates most of the
treasury income, operating expenses and personnel associated
with these activities to the businesses based on capital and service
consumption levels. The Corporate Center also encompasses cer-
tain centrally managed positions, including the SNB StabFund
option and (starting with the first quarter 2012 reporting) the
legacy portfolio formerly in the Investment Bank.
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Our Board of Directors

The Board of Directors (BoD) is our most senior body. Under
the leadership of the Chairman, it determines the strategy

of the Group based upon the recommendations of the Group
Chief Executive Officer (Group CEO). It exercises ultimate
supervision of management and is responsible for the
appointment and dismissal of all Group Executive Board (GEB)
members, the Company Secretary and the head of Group
Internal Audit as well as supervising and setting appropriate
risk management and control principles for the firm. With the
exception of its current Chairman, Kaspar Villiger, all mem-
bers of the BoD are independent.



1 Kaspar Villiger Chairman of the Board of Directors, Chairperson of the Governance and Nominating Committee
and member of the Corporate Responsibility Committee 2 Michel Demaré Independent Vice Chairman,
member of the Audit Committee and the Governance and Nominating Committee 3 David Sidwell Senior
Independent Director, Chairperson of the Risk Committee and member of the Governance and Nominating
Committee 4 Rainer-Marc Frey Member of the Audit Committee and the Risk Committee s Bruno Gehrig
Member of the Governance and Nominating Committee and the Human Resources and Compensation
Committee s Ann F. Godbehere Chairperson of the Human Resources and Compensation Committee, member
of the Audit Committee and the Corporate Responsibility Committee 7 Axel P. Lehmann Member of the
Governance and Nominating Committee and the Risk Committee 8 Wolfgang Mayrhuber Chairperson

of the Corporate Responsibility Committee and member of the Human Resources and Compensation Committee

9 Helmut Panke Member of the Human Resources and Compensation Committee, member of the

Risk Committee 10 William G. Parrett Chairperson of the Audit Committee 11 Joseph Yam Member of the
Corporate Responsibility Committee and the Risk Committee
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Our Group Executive Board

The management of the firm is delegated by the BoD to
the GEB. Under the leadership of the Group CEO, the GEB
has executive management responsibility for the Group and
its businesses. It assumes overall responsibility for the
development of the Group and business division strategies
and the implementation of approved strategies.

10



1 Sergio P. Ermotti Group Chief Executive Officer 2 Markus U. Diethelm Group General Counsel

3 John A. Fraser Chairman and CEO Global Asset Management 4 Lukas Gahwiler CEO UBS Switzerland and
co-CEO Wealth Management & Swiss Bank s Carsten Kengeter Chairman and CEO Investment Bank

6 Ulrich Kérner Group Chief Operating Officer, CEO Corporate Center and CEO UBS Group Europe, Middle East
and Africa 7 Philip J. Lofts Group Chief Risk Officer s Robert J. McCann CEO Wealth Management Americas
and CEO UBS Group Americas 9 Tom Naratil Group Chief Financial Officer 10 Alexander Wilmot-Sitwell
Co-Chairman and co-CEO of UBS Group Asia Pacific 11 Chi-Won Yoon Co-Chairman and co-CEO of UBS Group
Asia Pacific 12 Jiirg Zeltner CEO UBS Wealth Management and co-CEO Wealth Management & Swiss Bank

11
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The making of UBS

In 2012, UBS celebrates its 150th anniversary. This important milestone in our long history serves to demonstrate
the firm’s established and pivotal role in the development and growth of Swiss banking traditions.

The heritage of the banking industry in Switzerland can be traced
back to its origins in medieval times. This long history may help ex-
plain the widespread impression, reinforced in popular fiction, that
Switzerland has always possessed a strong financial sector. In reality,
the size and international reach of the Swiss banking sector we know
today is largely a product of the second half of the 20th century,
strongly influenced by two banks: Union Bank of Switzerland and
Swiss Bank Corporation (SBC), which merged to form UBS in 1998.

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

1830 1840 1850 1860 1870 1880 1890 1900 1910 1920
1832
DilonRead & Co. |
1936
PotterPartners |
1862
Basler Handelshank
1882
Basler
Depositenbank
1895
1856 1872 Basler & Ziircher i i
Bankverein Basler Bankverein Bankverein 1897 Swiss Bank Corporation
1889
1889 Schweiz.
Ziircher Bankverein| Unionbank
1832
Schrder Miinchmeyer Hengst & Co. 1
1895
Phillips & Drew
1863
Eidgenossische Bank
1863
Toggenburger Bank
1862

Bank in Winterthur

1872

Aargauische Kreditanstalt

1919

1863
Bank in Baden

12

{1915

1914
Blyth, Eastman Dillon & Co.

1912 Union Bank of Switzerland

1919
Mitchell Hutchins, Inc.

1880
Paine & Webber

1879
Jackson & Curtis




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

Union Bank of Switzerland, the largest and best-capitalized
Swiss bank of its time, pursued these goals primarily through a
strategy of organic growth. In contrast, SBC, then the third-
largest Swiss bank, grew through a combination of partnership
and acquisition. In 1989, SBC started a joint venture with
O’Connor, a leading US derivatives firm noted for its dynamic
and innovative culture, its meritocracy and its team-oriented
approach. O'Connor brought state-of-the-art risk management
and derivatives technology to SBC, and in 1992 SBC moved to
fully acquire O'Connor. In 1994, SBC added to its capabilities

when it acquired Brinson Partners, a leading US-based institu-
tional asset management firm.

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

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

1930 1940 1950 1960 1970 1980 1990 2000 2010
...................................................................................................................................................... 1907
................................................................................................................................... 1987

1946
S.G. Warburg Group 199
1989
Brinson
Partners
1994
1945
1977
0'Connor & Associates 1992
................................................................................................................................................... 1997
1986
1945
1998
1928
Interhandel 1967

1979

1977

1942
Paine, Webber, Jackson & Curtis

1974 PaineWebber, Inc. 2000
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The firm’s progress was reflected by the fact that 2006 was
the most successful year in our history. However, in 2007 the
effects of the global financial crisis started to be felt across the
financial industry. This crisis had its origins in the structured
financial product business linked to the US residential real es-
tate market. Between the third quarter of 2007 and the fourth
quarter of 2009, UBS incurred losses of more than CHF 50
billion on these assets and received an equity investment from
the Swiss Confederation concurrent with the Swiss National
Bank's establishment of a fund to purchase illiquid securities
and other positions from UBS. UBS responded with decisive
action designed to reduce its risk exposures and stabilize its
businesses. More recently, UBS increased its capital strength to
meet new and enhanced industry-wide regulatory require-
ments, as well as better equipping the firm for the new post-

Over the past few years, we have successfully reduced our bal-
ance sheet and legacy positions: compared with the end of 2008,
our balance sheet is over half a trillion Swiss francs smaller and our
Basel Il risk-weighted assets are approximately 35% lower. Today,
our Basel 2.5 tier 1 capital ratio is one of the highest in the industry.
We will continue to build on this strength as well as on our stable
funding and sound liquidity positions by leveraging the comple-
mentary capabilities of all our businesses to generate sustainable
returns. With our focus on putting clients at the center of every-
thing we do, increasing collaboration across the firm, building cap-
ital and continuing to reduce risk-weighted assets, while remaining
vigilant on costs, we believe UBS will be able to deliver sustainable
earnings and increasingly attractive returns to our shareholders. We
have every reason to be confident about our future.

- For a full overview of UBS’s history, please see the interactive

crisis market realities.

In 2012, we are celebrating our firm’s
150th anniversary. Our celebrations focus
on enhancing our social and charitable
commitments around the world. We want
to build on our legacy by strengthening
and deepening our business relationships,
and by helping the communities in which
we live and work through long-lasting
and valuable programs. Last but not least,
our activities in 2012 signal that UBS is
looking to the future with optimism and
confidence.

There are a wide range of activities
planned during the year, including
celebrations for selected guests in Switzer-
land and our main business locations
around the globe. Overall, we are hosting
25 client events in the Asia Pacific region,
Europe, the US and South America.

14

timeline at http://www.ubs.com/history

Additionally, we are using this opportunity
to launch our global “Excellence in
Volunteering” award. Employees around
the world who give of their time freely to
help their local community are eligible to
receive one of 150 awards in recognition
of outstanding achievement. We are
focusing on projects that promote
education and entrepreneurship, the two
umbrella themes for our community
affairs activities. These include the Young
Enterprise Switzerland project, The
Bridge Academy in Hackney in London,
Investing for Success in the Americas as
well as community employee engagement
programs in the Asia Pacific region.

In Switzerland, our home market, we will
host a small birthday celebration in all
UBS branches on 25 June 2012, the

actual date of UBS’s founding 150 years
ago. The bank will present an anniversary
leisure offering to both clients and the
general public. In addition, the UBS Kids
Cup is holding a special competition and
will distribute gifts to young Swiss
athletes who participated in the competi-
tion. Through our partnership with
Stiftung Landschaftsschutz Schweiz, UBS
volunteers can engage in a variety of
projects designed to protect and conserve
the natural beauty of the Swiss country-
side. In Switzerland UBS is also offering
social, environmental and educational
charities additional help both through
financial support and volunteers.

If you would like to find out more about
our 150th anniversary celebrations then
go to http://www.ubs.com/150years.
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Operating environment and strategy
Current market climate and industry drivers

Current market climate and industry drivers

Sovereign debt stress continues to test financial stability

The start of 2011 was characterized by a modest global econom-
ic recovery. Thereafter, the markets were affected by ongoing
concerns surrounding eurozone sovereign debt, the European
banking system and US federal budget deficit issues, as well as
renewed uncertainty about the global economic outlook in gen-
eral. As a result, volatility increased in the markets and investor
activity levels fell significantly, especially in the second half of
the year. Switzerland was perceived as a safe haven by investors
and the resulting appreciation of the Swiss franc led the Swiss
National Bank (SNB) to intervene in early September, announcing
that it would not tolerate an exchange rate of less than CHF
1.20 per euro.

Growth in 2011: subdued initial recovery stymied by macro-
economic and sovereign concerns

In the early part of 2011, the world experienced a subdued, two-
speed recovery. Developed economies continued to grow mod-
estly but steadily, though unemployment remained high. At the
same time, activity in many emerging markets, which came out of
the crisis relatively unscathed, was buoyant, though coupled with
some inflationary pressures and risks of overheating. Monetary
policy was highly accommodative, especially in advanced econo-
mies (central bank interest rates remained low) and fiscal policy
provided additional stimulus globally. Bond and equity markets
generally rebounded.

From the second quarter onwards, the global economy en-
tered a new phase. Economic activity slowed markedly, as the
earthquake and tsunami in Japan affected the global supply
chain, unrest in the Middle East caused oil prices to rise and the
sovereign debt crisis escalated considerably.

In the US, growth lagged behind that of previous recoveries,
especially as difficulties in the housing market persisted, dampen-
ing consumer demand, while in Europe, the debt crisis spread
increasingly beyond weaker countries and began to challenge
core countries as well. As the “Arab spring” changed the political
landscape in the Middle East and North Africa, it also impacted
economic activity in the region. Finally, growing concerns over
problems affecting China’s real estate market and banking sector
in particular increased fears of a possible hard landing for the
country’s economy.

After the financial crisis of 2008 and 2009, the public sector
replaced the private sector in sustaining aggregate demand. In
2011, however, the public sector also started to retrench in many
countries due to heightened pressure on public finances. At the
same time, the macroeconomic environment and forthcoming
regulatory overhaul prompted banks to deleverage, exacerbating
the situation further.
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Sovereign stress: eurozone debt crisis and political deadlock
around the US debt ceiling

The European sovereign debt crisis was one of the most signifi-
cant factors influencing global financial markets through most of
2011, with market pressure eventually reaching the eurozone core
countries. Following initial stabilization packages for Greece and
Ireland in 2010, the early part of the year saw European leaders
agreeing to a bail-out of Portugal and negotiations on a second
support package for Greece. However, these actions, combined
with the creation of a permanent stabilization fund, failed to pre-
vent yields on Spanish and Italian bonds from rising sharply from
August onward.

In autumn, a reinforced “three-pronged” agreement on mea-
sures to alleviate the pressure on Greece by European leaders, in-
cluding a reduction in the net present value of Greek sovereign
debt held by the private sector, a top-up for the eurozone bailout
fund and requirements for European banks to hold more capital,
also proved to be insufficient in preventing a further escalation of
the crisis. While yields for debt issued by Spain and Italy rose fur-
ther, core countries, including France, were also challenged. Fol-
lowing another round of talks, eurozone countries and other EU
members agreed to press ahead with an intergovernmental treaty
enshrining new budgetary rules to tackle the crisis. Towards the
end of the year, the European Central Bank announced two lon-
ger-term refinancing operations which contributed to the stabili-
zation of financial markets going into the early part of 2012.
Nonetheless, discussions on measures and support for Greece
were ongoing in early 2012.

As a consequence of these developments, 12 out of 17 euro-
zone countries were downgraded by rating agencies; France and
Austria lost their Standard & Poor’s AAA status in early 2012.

Meanwhile, politicians from the Democratic and Republican
parties in the US struggled to reach an agreement to increase the
US debt ceiling, the limit beyond which the US Department of the
Treasury may not borrow. After the debt ceiling was initially
reached in April without a political solution, extraordinary mea-
sures were taken to allow the government to continue function-
ing. A last-minute agreement was finally reached at the end of
July.

The political stalemate prompted Standard & Poor’s to down-
grade the US from AAA to AA+ in August, quoting reduced con-
fidence in the government'’s ability to manage its finances. As the
deadlock continued, the Congressional super committee set up to
find ways to reduce the budget deficit also failed to reach an
agreement.

Nevertheless, the US dollar remained the world’s main reserve
currency and yields on US 10-year government bonds fell to be-
low 2% by the end of the year, while the labor market showed
signs of slow improvements.



Foreign exchange markets: Swiss franc appreciation leads to
Swiss National Bank intervention

Switzerland was seen as a safe haven by investors amid a dete-
riorating economic environment. The Swiss franc appreciated
strongly against most major currencies during the first half
of 2011. By early August, it neared parity with the euro. In light
of these developments, on 6 September 2011 the SNB set a
minimum rate of CHF 1.20 per euro, arguing that the massive
overvaluation of the Swiss franc posed an acute threat to the
Swiss economy and carried the risk of deflation. The SNB
stressed that it would defend this rate with the utmost deter-
mination and was prepared to buy foreign currency in unlimit-
ed quantities. Since the announcement, the Swiss franc has
fluctuated but remained slightly above the rate of CHF 1.20
per euro. However, the SNB has said the franc’s value remains
high even at a rate of CHF 1.20 per euro, and unless the Swiss
franc weakens further, additional SNB measures cannot be
ruled out.

Outlook

Sovereign debt concerns will continue to dominate the market
environment in 2012. While the world economy is expected to
grow slightly below 3% for the year, high uncertainty in the
eurozone remains the main factor weighing on growth pros-
pects in the region, leading to a recessionary outlook. However,
this should not be sufficient to derail recovery in the US and
emerging economies. Against this backdrop and as inflation
pressures remain limited, monetary policy in developed econo-
mies will probably remain very accommodative up to at least
well into 2013.

Industry drivers

Regulation driving structural and business model changes
Following the 2008/2009 financial crisis, regulators and legisla-
tors in major financial centers embarked on a path toward signifi-
cantly stricter regulation of financial services. This remains the big-
gest driver of structural and business model changes in the
industry. At the same time, regulatory uncertainty persists, hinder-
ing the necessary adaptation process and presenting a major ob-
stacle to future growth.

On the one hand, such far-reaching legal reforms as the Inde-
pendent Commission on Banking’s recommendations for the ring-
fencing of retail activities in the UK, the US Volcker rule prohibiting
proprietary trading and, to some extent, the Swiss “too-big-to-
fail” law are forcing substantial structural changes on banks.
While implementation timetables extend over the next few years,
banks must already start considering the implications, plan ahead
and adjust their business models accordingly.

On the other hand, new rules requiring banks to hold more
capital and liquidity, starting with the Basel Il international stan-
dards, are impacting the relative attractiveness of certain busi-
nesses and will generally pressure banks’ returns on equity. More
than ever, regulatory capital is becoming a key constraint for

banks, and this will have a fundamental impact on the investment
banking business. Over time, this is likely to lead to a new equi-
librium characterized by greater industry concentration, higher
pricing, and reduced levels of compensation. Meanwhile, the
increased liquidity needs resulting from the Basel Ill liquidity cover-
age ratio and net stable funding ratio are likely to lead to in-
creased competition for both secured funding and deposits as a
stable source of funding, thus leading to higher funding costs. As
a consequence, banks are expected to focus even more on fee-
generating businesses that require less capital and funding, with
the resulting increased competition in these businesses putting
pressure on returns as well.

Regulation is putting pressure on banking models to become
simpler and more transparent, more risk-averse and less lever-
aged. As an indirect consequence of reform, consumers are
likely to pay higher costs for banking services, while credit ex-
tended to companies is already being constrained or made more
expensive.

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

for more information

Macroeconomic environment impacting the industry

A low-yield environment and flat yield curve, as well as very low
growth, put pressure on net interest margins, while clients be-
came more risk averse, undermining activity levels and trading
volumes, especially in the second part of 2011. At the same time,
investors adopted a risk-on, risk-off approach, resulting in in-
creased correlation and volatility in the market. Together with
regulatory changes, this made the operating environment particu-
larly challenging for the banking industry which led to lower rev-
enues and earnings, resulting in many banks taking measures to
reduce costs, including redundancies.

Funding stability: a key near-term market challenge

Obtaining sufficient medium- and long-term funding across all
tenors to maintain a cost efficient and properly balanced liquidity
and funding position was one of the key challenges for banks in
2011's difficult market conditions, particularly in the second half
of the year. Market turmoil, especially in Europe, disrupted both
short-term and long-term unsecured funding markets. The cost of
raising new long-term unsecured funding remained well above
pre-crisis levels, while the securitization markets were partially
closed.

Many banks that were challenged to fulfill their appropriate
funding requirements sourced liquidity from central banks. Start-
ing in summer 2011, some European banks experienced a rather
acute shortage of USD funding, as US money market funds sig-
nificantly reduced their exposure to European banks. Differences
in funding costs between the strongest banks and those perceived
by the market as weaker are already increasing, and financial
strength will continue to be a strong competitive advantage for
the foreseeable future.

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

this report for more information
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Pressure on client confidentiality is materially changing the
environment for Swiss banks

Pressure on client confidentiality continues to increase world-
wide. In this context, Switzerland signed withholding tax agree-
ments with Germany and the UK in 2011. Under the agree-
ments, persons resident in Germany and in the UK can have
their existing banking relationships in Switzerland retrospec-
tively taxed either by making a one-time tax payment or by dis-
closing their accounts. If implemented, future investment in-
come and capital gains of German and British bank clients in
Switzerland (which are not disclosed) will be subject to a final
withholding tax, with Switzerland transferring the proceeds to
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the German and British authorities. The tax agreements are cur-
rently pending approval of the parliaments in all three countries
and, if approved, should enter into force in early 2013. Addi-
tional discussions are likely to occur between Switzerland and
other countries. The pressure on client confidentiality will have
an impact on the business of banks serving cross-border clients,
particularly in Switzerland. As a consequence, banks such as
UBS will need to adapt to new client demands, rethink their
cross-border value propositions and make significant efforts to
ensure operational readiness and compliance. This is likely to be
a challenge for smaller banks and is expected to lead to further
consolidation in the sector.



Regulatory developments

In 2011, designing policy measures to address the “too-big-to-fail” issue was the key regulatory focus. Switzerland'’s
parliament adopted a law to define the regulatory framework for the country’s largest banks, while the G20 heads of
states endorsed a set of measures for global systemically important banks, including additional loss absorbency require-
ments, standards on effective resolution regimes and stricter supervision.

Swiss “too-big-to-fail” law

Following the recommendations presented in October 2010 by

the Commission of Experts appointed by the Swiss Federal

Government, the political process continued around the “too-big-

to-fail” law to define the framework for the largest banks in

Switzerland.

The Federal Council issued an initial text for consultation be-
tween December 2010 and March 2011 and presented the draft
law and explanatory notes to the Swiss parliament in April 2011.
Following the parliamentary process, the law (a revision of the
Swiss banking law or Bankengesetz) was finally adopted on 30
September 2011. This revision applies to systemically important
Swiss banks as designated by the Swiss National Bank, currently
only UBS and Credit Suisse. Finally, in December 2011, the Swiss
Federal Department of Finance (FDF) launched a consultation on
the changes to the banking and capital adequacy ordinances nec-
essary to implement the “too-big-to-fail” law. This consultation
lasted until 16 January 2012.

Key elements of the law and of the draft ordinances as pro-
posed for consultation include the following:

1. Capital: higher capital requirements than for other banks, to
be determined by the Swiss Financial Market Supervisory Au-
thority (FINMA). We expect the capital requirements to consist
of (i) a minimum of 4.5% (of risk-weighted assets (RWA)) in
the form of common equity tier 1, (ii) a buffer of 8.5% com-
posed of a minimum of 5.5% common equity tier 1 and up to
3% of high-trigger contingent capital, and (iii) a progressive
component based on market share and aggregate exposure
that can be fulfilled with low-trigger contingent capital. Ac-
cordingly, the progressive component is currently expected to
amount to 6%, bringing total capital requirements to 19%.
The ordinances also contain provisions for a leverage ratio.

2. Organization: each systemically important bank is required to
produce an emergency plan, demonstrating how their system-
ically important functions within Switzerland can be main-
tained in case of impending insolvency.

3. Liquidity and risk: banks will be subject to tighter liquidity and
enhanced risk diversification requirements.

The law contains a review clause to allow for future interna-
tional policy developments to be taken into account. Also, the
largest banks are eligible for a capital rebate, if they take actions

that facilitate recovery and resolvability beyond ensuring that
systemically important functions are maintained in case of insol-
vency.

The ordinances implementing the “too-big-to-fail” law must
now be presented to the Swiss parliament for approval during the
course of 2012. They are expected to come into force on 1 Janu-
ary 2013. Thereafter, UBS must comply with the new rules, based
on a transitional timetable lasting until the beginning of 2019.

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

more information

Proposals for the introduction of macroprudential mea-
sures in Switzerland

In November 2011, the FDF issued a consultation for the intro-
duction of a countercyclical capital buffer in Switzerland. Accord-
ing to the proposal, the buffer would apply in principle to all
risk-weighted positions in Switzerland, but its scope can be lim-
ited to certain sectors of the economy, for example, to credit
positions related to the Swiss mortgage market. It would be
capped at 2.5% of the risk-weighted positions in Switzerland. It
would be the Swiss National Bank’s responsibility to request acti-
vation of the buffer, spelling out its scope and the size in percent-
age terms applicable to each affected category of risk-weighted
positions. The Federal Council would have to take the ultimate
decision on any proposed activation. These capital requirements
would have to be satisfied with common equity tier 1. The FDF
estimates the impact on the two large banks in terms of addi-
tional capital requirements to be between 0.1% and 0.6% of
RWA, depending on the scope and size of the buffer. These cap-
ital requirements would be in addition to all other capital require-
ments to which banks in Switzerland are subject. Following the
FDF's review of the various consultation responses, the effective
date of implementation of the proposal — not synonymous with
the potential activation date of the buffer — could be in the first
half of 2012.

Separately, the FDF issued a consultation paper outlining pro-
posed changes to the capital adequacy ordinance focusing on
increased capital requirements for mortgage loans secured by resi-
dential properties. The proposal includes higher risk weights for
residential mortgages under the Basel standard approach, where
the loan-to-value or income coverage ratio exceeds prudent stan-
dards. For banks using the advanced internal ratings-based ap-
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proach, including UBS, the FDF proposes the introduction of an ad-
ditional capital charge that corresponds to the difference between
the determined RWA and an amount that corresponds to 80% of
the RWA that the bank would report, if it adopted the standard ap-
proach. If implemented as proposed, this would significantly in-
crease the capital requirements for our Swiss mortgage book.

International regulatory framework for large banks

In December 2010, the Basel Committee on Banking Supervision

(BCBS) launched “Basel Ill: A global regulatory framework for

more resilient banks and banking systems” that set internation-

ally agreed capital and liquidity standards. Since the beginning of

2011, international regulatory discussions have focused principally

on an additional regulatory framework to solve the “too-big-to-

fail” issue.

On 25 June 2011, the Group of Governors and Heads of
Supervision (GHOS), the oversight body of the BCBS, announced
measures for global systemically important banks (G-SIB). Based
on the results of a related consultation process over the summer,
the heads of state at the G20 Summit in November 2011 endorsed
a series of measures developed by the BCBS and the Financial Sta-
bility Board (FSB). These measures must now be implemented in
national regulatory frameworks and comprise the following:

1. A methodology to determine G-SIB and additional loss absor-
bency requirements for G-SIB. The methodology uses an indi-
cator-based measurement approach. Once implemented,
banks identified as G-SIB would be required to hold additional
capital requirements of 1% to 2.5% of RWA in the form of
common equity tier 1 over and above the Basel lll international
standards. An additional, though currently empty, bucket with
requirements of 3.5% of RWA has been created to discourage
banks from increasing their systemic relevance further. These
additional loss absorbency requirements will be phased-in in
parallel with the capital conservation and countercyclical buf-
fers of the Basel Ill framework, i.e. between 2016 and 2018,
becoming fully effective on 1 January 2019.

2. The FSB's “Key attributes of effective resolution regimes” are
intended to set minimum international standards that will en-
able authorities to resolve financial institutions in the case of
insolvency, while maintaining the continuation of their vital
economic functions and without exposing taxpayers to losses.
The measures proposed are targeted at national authorities
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and comprise an international standard for national resolution
regimes, requirements for recovery and resolution planning
and resolvability assessments as well as institution-specific
cross-border cooperation agreements.

3. More intensive and effective supervision of systemically impor-
tant financial institutions (SIFl), including stronger supervisory
mandates, resources and powers, and higher supervisory ex-
pectations for risk management functions, data aggregation
capabilities, risk governance and internal controls.

Based on the G-SIB methodology put forward by the BCBS, an
initial list of 29 G-SIFI was published by the FSB. The list includes
UBS. While the term G-SIB applies specifically to banks and the list
currently contains only banking groups, SIFI refers to financial in-
stitutions in general. In the future, the list will be updated and
could include G-SIFI that are not banking groups. The additional
loss absorption measures referred to above are not expected to
affect UBS, given that UBS will already be subject to the elevated
capital requirements to be imposed by FINMA.

Basel 2.5 market risk framework

The primary effect of revisions to the Basel Il market risk frame-
work (commonly referred to as Basel 2.5) issued by the BCBS in
2009 was to introduce new requirements to incorporate the
effects of stressed markets. The new requirements have led to
lower Bank for International Settlements (BIS) tier 1 and total
capital and to higher BIS RWA, thereby lowering UBS's BIS tier 1
and total capital ratios. In line with the BIS transition requirement,
the impact of Basel 2.5 is included in our disclosures from 31 De-
cember 2011 onwards.
- Refer to the “Capital management” and “Basel 2.5 Pillar 3"
sections for more information on the Basel 2.5 framework

Regulatory developments in other jurisdictions

Developments in US regulatory initiatives are focused on rule-
making stemming from the Dodd-Frank Act passed in July 2010.
Regulators have made significant progress with implementation
of many provisions to occur in 2012. A key topic remains the
so-called “Volcker Rule,” which would prohibit banking entities
from engaging in proprietary trading, subject to a defined set of
permitted exceptions, including market-making, hedging, and



underwriting activities. The rule would also limit banking entities
from investing in hedge funds, private equity funds and other
similar “covered funds” except under limited circumstances. The
two-year transition period to comply with the Volcker Rule’s pro-
hibition commences in July 2012. US regulators have proposed
regulations to further implement the Volcker Rule, which are
expected to be issued in final form later in 2012. UBS expects
that certain of its historical trading activities will be considered
prohibited proprietary trading. UBS Investment Bank’s decision
to exit equities proprietary trading business segments, an-
nounced during our Investor Day on 17 November 2011, in-
cludes businesses likely to be prohibited. For principal trading
activity permitted under one of the exemptions, UBS anticipates
that it will be required to implement a compliance regime in-
cluding calculation of required metrics for each trading book. As
proposed, the implementing regulations may effectively require
the Investment Bank to implement its compliance program glob-
ally. Depending on the nature of the final rules, as well as the
manner in which they are implemented, the Volcker Rule could
have a substantial impact on market liquidity and the economics
of market-making. UBS is not able to estimate the effect of im-
plementation of the Volcker Rule compliance program on per-
mitted trading activities until regulations (including the required
metrics) are finalized and the required metrics are calculated and
calibrated. The Volcker Rule also broadly limits investments and
other transactional activities between banks and covered funds.
The proposed implementing regulations both expand the scope
of covered funds and provide only a very limited exclusion for
activities of UBS outside the US. If adopted as proposed, the
regulations could limit certain activities of UBS in relation to
funds, particularly outside the US.

US regulators have also begun to issue final regulations gov-
erning swaps and derivatives markets as contemplated by the
Dodd-Frank Act. UBS expects that UBS AG’s swaps activities will
require it to register as a swap dealer with the US Commaodity
Futures Trading Commission and the Securities and Exchange
Commission during 2012. The regulations will impose substantial
new requirements for clearing, trade execution, recordkeeping,
transaction reporting, compliance and conduct in relations to
swaps activities. US regulators have not yet issued guidance on
the application of US regulation to activities of registered swap
dealers outside the US. The potential extraterritorial application of
swap dealer regulatory requirements could impose a significant

operational and compliance burden and creates the potential for
duplicative and conflicting regulation.

In the EU, 2011 saw many important legislative proposals from
the European Commission (including a review of the Markets in Fi-
nancial Instruments Directive (MiFID), Capital Requirements Directive
IV, a review of the Market Abuse Directive and Credit Rating Agen-
cies Regulation IIl), political agreement by the Council and European
Parliament on the Short Selling Regulation, which has now moved
to the rule-making phase, negotiations on the European Market In-
frastructure Regulation, and consultations on secondary legislation
on the Alternative Investment Fund Managers Directive.

Of particular note are the legislative proposals on the review of
MIFID, which contains a very broad reform agenda encompassing
the trading market structure, transparency regime, regulation of
commodity derivatives, investor protection and third-country ac-
cess to the EU single market. The dossier is now being considered
by EU legislators, with political agreement only expected in the
first half of 2013. Significant progress was also made on the Eu-
ropean Market Infrastructure Regulation, which once it comes
into force in 2012, will mandate the clearing of all standardized
over-the-counter derivative contracts through central counterpar-
ties and reporting of over-the-counter derivative contracts to
trade repositories in line with commitments made at the G20
summit in Pittsburgh in 2009.

In the UK, in September 2011, the Independent Commission
of Banking issued its final recommendations on reforms of the
UK banking sector to promote financial stability and competition.
These included the ring-fencing of retail activities and additional
loss absorbency requirements for banks. The UK government
responded in December 2011, agreeing with the thrust of the
recommendations, but amending some points and subjecting a
set of issues to a further consultation scheduled for the second
quarter of 2012. On the reform of the UK regulatory architec-
ture, the government is moving closer to transferring regulatory
responsibility to the Financial Policy Committee (macroprudential
regulator), the Prudential Regulation Authority (PRA) (prudential
regulator for certain deposit-takers and investment banks) and
the Financial Conduct Authority (conduct and markets regulator
as well as prudential regulator for non-PRA firms). The related
Financial Services Bill was introduced to Parliament in Janu-
ary 2012, and is expected to receive Royal Assent by the end of
2012, with full implementation of the new architecture by the
middle of 2013.
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Our strategy

UBS is a client-focused financial services firm that aims to provide superior financial advice and solutions to clients. Our
strategy is shaped by our commitment to deliver attractive and sustainable risk-adjusted returns and takes into account
the changing business environment and more stringent capital regulatory requirements. We believe the successful
execution of this strategy will enable us to implement a progressive capital returns policy starting with the dividend of
CHF 0.10 per share we propose to pay to our shareholders for the financial year 2011.

At our Investor Day in November 2011, we provided a compre-
hensive update on our strategic plans, which center on our pre-
eminent wealth management businesses and our universal bank
in Switzerland supported by our Global Asset Management busi-
ness and the Investment Bank. Our strategy builds on the strengths
of all of these businesses, and at the same time targets a signifi-
cant reduction in risk-weighted assets and improvements to our
strong capital position. At the end of 2011, our Basel 2.5 capital
ratio was one of the highest in the industry at 15.9%, and our
Basel Il pro forma common equity ratio, calculated on the phased-
in basis that will become applicable as of January 2013, stood at
an estimated 10.8%. We will build on this strength as well as on
our stable funding and sound liquidity positions by capitalizing on
the complementary capabilities of all our businesses to generate
more sustainable returns. This requires us to make changes to our
risk profile and to focus and simplify some aspects of our Invest-
ment Bank. In line with our desire to reduce complexity and drive
high-quality risk-adjusted returns, we aim to reduce risk-weighted
assets. To facilitate this objective and as announced during our
Investor Day in November 2011, we transferred a portfolio of
legacy assets from the Investment Bank to the Corporate Center.
By 2016, we aim to reduce risk-weighted assets in the Investment
Bank and in the legacy portfolio together by 50% from 30 Sep-
tember 2011 levels calculated on a pro forma Basel Il basis.
Since the last financial crisis, we have turned around the perfor-
mance of Wealth Management and Wealth Management Ameri-
cas. When adjusted for restructuring costs, the gain made on the
sale of our strategic investment portfolio in 2011 and a provision
related to an arbitration matter in 2010, our wealth management
businesses increased their 2011 aggregate profits by 19% to CHF
2.9 billion despite challenging market conditions. This progress
also led to increased confidence amongst our clients and we re-
corded combined net new money of CHF 35.6 billion compared
with net outflows of CHF 18.2 billion in 2010. Combined invested
assets increased by CHF 2 billion to CHF 1,459 billion. Improved
profitability and our ability to attract new assets have enabled us
both to retain and recruit high-quality advisors, as evidenced in
particular by the significant reduction in advisor attrition rates in
our Wealth Management Americas business. We remain commit-
ted to our home market and to growing the profitability of our
leading Retail & Corporate business, which is critical to the Group
in terms of both revenue and profitability, as well as delivering
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growth to other businesses. The more stringent Basel Ill capital and
liquidity requirements are likely to lead to increased competition
for both secured funding and deposits as a stable source of fund-
ing, and to higher funding costs. Our solid funding position, de-
rived from our wealth management businesses and our Retail &
Corporate business, as well as the stable earnings generated by our
Retail & Corporate business, reinforces our financial position fur-
ther. Our strategy centers on these businesses and we are commit-
ted to building on the progress we have made in the last few years.

Our strategy puts our clients at the center of everything we do
and close collaboration between our businesses allows us to de-
liver the very best of UBS to them. Today, our clients benefit from
the comprehensive range of complementary capabilities offered
by the Group as a whole. While collaboration has always been
part of our corporate ethos, we believe there are further benefits
to be delivered both for our clients and our shareholders. As a key
part of this, the Investment Bank will work more closely with
UBS’s wealth management businesses and increase its emphasis
on the execution, advisory and research capabilities it provides to
wealth management clients.

The Investment Bank is critical to the success of our wealth
management businesses and the Group as a whole. The comple-
mentary needs of clients of the Investment Bank and of our
wealth management businesses means we can maximize value
for them and for the firm. Making connections between clients,
markets and ideas is the essence of value creation, and these con-
nections between private wealth and wholesale markets are espe-
cially close in areas where we already have a strong presence,
such as the Asia Pacific region. There, for example, we have the
strongest combination of wealth management and investment
banking businesses and through closer collaboration we can build
further on our leading position. However, new regulations require
us to build and improve the quality of our capital base, and so we
are adjusting our Investment Bank to make it simpler, more fo-
cused, less capital-intensive and able to deliver improved risk-
adjusted returns. We will build on its strengths in equities, foreign
exchange and advisory, while shaping the business in favor of the
products and services that our clients demand, that offer the best
growth opportunities and that are less capital-intensive.

We will continue to invest in key geographies and products
where we identify opportunities across the Group. In practice, this
means that our Wealth Management business will work to



strengthen its industry-leading positioning, while accelerating de-
velopment within growth markets. Our Wealth Management
Americas business will continue with its strategic banking initia-
tives, including its mortgage lending initiatives, to ensure contin-
ued growth in balances coming from credit lines to our target
high net worth and ultra high net worth client base. It will also
sharpen the focus on “delivering the bank”, as we aim to become
the provider of choice for companies, their employees and fami-
lies for all their wealth management needs. Our Retail & Corpo-
rate business will further enhance the range of life cycle products
and services we offer our clients, while capitalizing on additional
growth opportunities in advisory and execution. Our Global Asset
Management business will expand its alternatives platform fur-
ther and invest in fast-growing passive capabilities, while continu-
ing to grow its third-party wholesale business. Finally, the Invest-
ment Bank will work to service our core clients competitively,
optimize capital allocation and reduce risk-weighted assets in core
businesses with the goal of delivering attractive and sustainable
risk-adjusted returns.

Capital strength remains the foundation for our success and
we will continue to build capital to achieve our targeted Basel Il
tier T common equity ratio of 13%. This target is above the regu-
latory requirements for both the Swiss Financial Market Super-
visory Authority (FINMA) and the Basel Committee on Banking
Supervision and we believe this will provide even greater comfort
to our clients and increase confidence further in the firm as a
whole. We have built a strong track record both in balance sheet
and legacy asset reductions. Over the past few years, we have
successfully reduced our balance sheet and legacy positions: com-
pared with the end of 2008, our balance sheet is over half a tril-
lion Swiss francs smaller and our Basel Il risk-weighted assets are
approximately 35% lower. We have achieved significant reduc-
tions in legacy positions in the Investment Bank since the end of
2008. We will continue to reduce risk by exiting or shrinking busi-
nesses within our Investment Bank that deliver unattractive re-
turns relative to their capital consumption, particularly in our fixed
income, currencies and commodities operations.

Vigilance on costs remains paramount in an industry undergo-
ing fundamental change, and since the financial crisis of 2007-
2009 we have successfully reduced expenses, with costs for 2011
around 20% below 2008 levels. As concerns mounted around
issues in the eurozone and the US during 2011, we took further
action to prepare our cost base for more challenging market con-
ditions. In August 2011, we announced a CHF 2 billion cost reduc-
tion program. We have already seen some benefits as a result of
these measures, and we expect more of the benefits to become
apparent in our results over coming quarters. Given the cost re-
ductions we have implemented and announced, scope for further
material tactical cuts is limited. Thus we are focused on making
strategic changes which go to the heart of our organization’s
structure and design. While we believe these changes will be ad-
equate to resize our cost base to the current environment and to
meet our financial targets, we will monitor markets actively and,
if conditions deteriorate materially, we will take further action.

Our reputation remains our most valuable asset, and retain-
ing the trust and confidence of all our stakeholders is critical to
the long-term success of UBS. We have set ourselves the key
strategic objective of strengthening our operational risk frame-
work to ensure that all of our employees, at every level of the
organization, pay even greater attention to safeguarding and
reinforcing our reputation. As a first step, we are enhancing our
performance management processes to ensure operational risk
has a stronger weighting in the assessment of individuals, teams
and business performance. This assessment will be fundamental
to the success, compensation and career prospects of all UBS
employees.

We are confident that our focus, placing our clients at the cen-
ter of everything we do, increasing collaboration across the firm,
continuing to reduce risk-weighted assets and build capital, while
remaining vigilant on costs, constitutes the right strategy to en-
able us to deliver sustainable earnings and increasingly attractive
capital returns to our shareholders.

The strategic priorities for our businesses

Our strategy centers on our Wealth Management and Wealth
Management Americas businesses and our universal bank in Swit-
zerland supported by our Global Asset Management business and
the Investment Bank.

Wealth management is a growth business area with attractive
profit margins and high barriers to entry in many markets. Our
preeminent Wealth Management business has a strong global
footprint in all major financial centers, making it ideally placed
to take advantage of these conditions and the opportunities they
present. Wealth Management Americas is a client-focused and
advisor-centric business. We believe the long-term growth pros-
pects of the wealth management business are attractive in the
Americas, with the high net worth and ultra high net worth mar-
kets expected to be the fastest growing segments in terms of in-
vested assets.

Our strategy for Wealth Management builds on the consider-
able progress we have made and aims to extend our industry-
leading position. We plan to achieve this through a combination
of targeted investments and the expansion of client advisor capa-
bilities in markets we believe present attractive growth opportuni-
ties. We aim to increase efficiency by consolidating our on- and
offshore European businesses to reflect the convergence of client
needs in this market, and we will focus our investment in regions
with the highest potential for growth, particularly Asia Pacific and
the emerging markets where we expect to see the fastest market
growth in the global ultra high net worth and high net worth cli-
ent segments. We also aim to enhance the business’s gross mar-
gin through pricing initiatives and increasing lending opportuni-
ties. Our transformation from a traditional private bank into a
more dynamic investment manager with strong advisory capabili-
ties will help to meet our clients’ needs whatever the market en-
vironment. Our clients will continue to benefit from the access our
Investment Bank gives them to execution, capital markets, invest-
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ment insight and research, as well as advisory and other capabili-
ties.

In Wealth Management Americas we remain committed to our
client-focused and advisor-centric strategy. We will build on our
achievements by continuing to focus on delivering advice-based so-
lutions and by seeking to capture more banking and lending oppor-
tunities in the high net worth and ultra high net worth client seg-
ments through our unique position in the market and our force of
high-quality financial advisors. We will bolster our financial advisors’
productivity through increased training and platform enhance-
ments, and work to strengthen our partnership with the Investment
Bank further. We believe we are uniquely positioned to serve high
net worth and ultra high net worth investors in the world’s largest
wealth market. We are large enough to be relevant, but small
enough to be nimble, enabling us to combine the advantages of
both large and boutique wealth managers. We aim to differentiate
ourselves from competitors by being a trusted and leading provider
of financial advice and solutions to our clients by enabling our finan-
cial advisors to leverage the full resources of UBS, including unique
access to wealth management research and global solutions from
our asset-gathering businesses and the Investment Bank.

Our leading Retail & Corporate business constitutes a central
building block for the universal bank model in Switzerland and is
critical to the Group in terms of both revenue and profitability, as
well as delivering growth to other businesses. Our goal is to deliver
value-added services that make us the bank of choice for retail cli-
ents. We will continue to refine our suite of life cycle-based offerings
which provide our clients with products and dedicated services to
fulfill their evolving needs. Through systematic and consistent sales
management, we will continue to ensure an efficient and seamless
sales process. We will continue to put our clients first by investing in
our branches and electronic channels, using technology to comple-
ment, rather than replace, our traditional branch network.

Our diversity and size puts us in a unique position to serve all
our clients’ complex financial needs. We aim to be the main bank
of Swiss corporate and institutional clients ranging from small-
and medium-size enterprises to multinationals, and from pension

We are building on the strengths of all our businesses

funds and commaodity traders to banks and insurers. We strive to
further expand and leverage our transaction banking capabilities
and increase our presence and grow in the commodities trade fi-
nance business. Combining the universal bank approach with our
local market expertise will enable us to provide access to all UBS
capabilities, while generating opportunities to cross-sell and in-
crease referrals. Achieving these goals for the business will allow
the firm to continue to benefit from the advantages this success
brings to our global brand in general and to our leading wealth
management business in particular.

We have shaped our Global Asset Management strategy ac-
cording to the changing needs of clients by developing a diversi-
fied business model across investment capabilities, regions and
distribution channels. The diversification of our business places us
in a good position to benefit from shifting market dynamics and
provides a solid foundation for capturing industry growth oppor-
tunities.

With long-term performance as our focus, we will work close-
ly with clients in pursuit of their investment goals. In particular, we
are continuing to expand our strong third-party institutional busi-
ness both in developed and emerging markets; while expanding
third-party wholesale distribution in the Americas and Europe,
building on our strengths in areas including Asia Pacific and Swit-
zerland. We a