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Jernej Omahen:

| am delighted, genuinely delighted, to welcome Kirt Gardner, the CFO of
UBS, to our conference. | said to myself, | have to see this until | believe it.
Because | think it was Peter Wuffli that was the last person presenting from
UBS at the Goldman Sachs Conference. Kirt, know that it is genuine when |
say thank you for taking the time. | know you flew down from Zurich.
Thank you for making the effort and for taking the time, to spend time
here with us and with our clients.

Kirt Gardner:

Thank you Jernej. Actually, I am delighted to be here. It is a very high
quality conference. *Inaudible* from Switzerland, and you combine this
with Madrid.

Jernej Omahen:
We make it very difficult for UBS to say no to participation next year now.

| am sure you all know Kirt. He is the CFO of UBS and he has been basically
since the start of last year so well into the job at this point. He essentially
held a number of leadership positions in Citigroup. Particularly on the
strategy side of things. He was the CFO and Head of Strategy of Global
Transaction Services. He was Head of Strategy, Planning and Risk for the
Corporate and Institutional Division. Finally, he was Head of Global Strategy
and Cost Management for the Consumer Bank. Definitely a worse job than
the CFO of UBS. I'm sure of that. Being in charge of cost management for
predominantly a retail institution. But prior to that he had an extensive
career. What | think it is particularly notable is that it spanned all
continents. So you were in America, you were in Europe, in Asia as well as
in Latin America. So I'm just going to stop the long introduction here and
I'm going wait for the trickle of clients to continue. We are going to kick it
off with Q&A.

Wealth Management. The area of strength for UBS. The area | think
investors want to understand in a lot of detail. What was interesting about
the first quarter results was that UBS presented, well you presented rather,
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the Wealth Management as a unit, as a combined business. Why was that a
good idea? Why was that a good time to do so together with Q17?

Kirt Gardner:

We felt that it was important, and it is important, time to time, just to
remind the market of the uniqueness and the power and the value of our
Global Wealth Management franchise. And strategically that is how we
look at it, we do look at it as global franchise. From a client perspective,
from a value proposition perspective, from a business perspective. If you
just look at the broad financial metrics. 2.2 trillion of invested assets that
were up 13% vyear on year, 1.1 billion in pre-tax profit up 19% year on
year, clearly we are the leading global wealth management franchise. |
think that if you look at the four factors that | will consider unique that
underpin the attractiveness of the franchise. Firstly, it is the fact that we are
global. There is no one else that has a leadership position in the largest
wealth market globally, the US. There is no one else that is dominant and
leading in Asia, in Europe, in Switzerland and with a n°® 2 position in the
emerging markets. That uniqueness plays out in terms of the portfolio
benefits that we have certainly seen over the last couple of years. | think
secondly, importantly, we are by far the leader in Asia Pacific. It has been
the fastest growing market. And despite what we saw last year, it is
expected to continue to be the fastest growing wealth management
market. And there we have a quite dominant position. We're more than a
third larger than the second player. We generated 21 % growth in pre-tax
profit over the last four years. In the fourth quarter we generated the
largest pre-tax profit that we have ever had in that region. And also what's
unique in our footprint we're leader in onshore Taiwan, onshore Japan. We
are very committed to China and are building up our position in China. We
are certainly the global leader in ultra-high net worth and that is
strategically a course we think we're particularly differentiated. And with
over a trillion in invested assets and with over 15 % growth in pre-tax profit
in that segment over the last four years and importantly, that segment is
actually more profitable and has a higher margin than the average margin
over all with a cost income ratio of 68% vs 75%. And finally it is our
focused investment banking franchise. That is a leader in areas very relevant
to the Wealth Management franchise that includes we are the leading
investment bank to global family offices and we are the leading equity
franchise in Asia Pacific we are the fourth leading equity franchise globally.
And we are n°3 in foreign exchange. And we have the second leading
research franchise globally.
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Jernej Omahen:

So, let's assume that at some point | make enough money to be a client of
UBS. A billionaire comes to you, what do you say that is different to your
prime competitors? So call it Credit Suisse and some of the US banks, that
makes that newly minted ultra-high net worth clients say ‘I want to bank
with UBS and not somebody else’?

Kirt Gardner:

Well first of all it is just the attractiveness of what we are. The fact that we
have been helping wealthy clients meet their needs for 150 years. It is the
UBS brand. The strength of our franchise. The capital strength. It is the
“Swissness” of the business overall. And that's the starting point. And then
it is the value proposition that we were able to deliver. Particularly to
wealthy clients. First of all, importantly, we run our family offices and our
Ultra business on a global basis. No one else does that. And so we treat you
as a global client and we expect that you have global requirements and
global needs. You want to invest globally. We have the largest and the
broadest product solution platform of any wealth manager. We have what
we believe is the best CIO office of any wealth manager. So we're able to
offer you superior content on how we can advise you to invest, allocate
your assets. And then what we can select in terms of the right solution and
meet your unigque requirements. And very importantly it can go beyond just
the investment proposition. It is the other aspects of what we offer. We do
have that global community, we can allow you and help you interact with
other like-minded global investors to have frank and open conversations
about your needs and your areas of interest. We have the largest
philanthropy. We are a leader in sustainable investing. And we know that’s
a scenario particularly important to you. And obviously, we think about you
as a person, about your family, the next generation and how we ensure
that we care for that as part of the relationship. And as | mentioned before,
it is the investment bank so that we can also meet those other
requirements you might have that extend beyond wealth management.

Jernej Omahen:

Is it true, one of your high-net worth clients, an Asian based client,
suggested to me that UBS private banking provides the best advice on wine
investing and art investing. Is that true?

Kirt Gardner:

Well, we have traditionally...art obviously is something that defines us. We
sponsor Art Basel. We have always been a leader in art. And what is
interesting is not just helping you potentially to purchase art. But it is
advice. So we do have an advisory capability in helping you to think about
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art. And we can do that not only based on understanding your needs. But
we can help to execute. We can bring you to Art Basel. We can help you to
find unique pieces.

Jernej Omahen:

And wine?

Kirt Gardner:

Wine, | am not sure about.
Jernej Omahen:

| have to admit | actually checked it with the Head of Private Banking at
Goldman. And we definitely do not provide it. | thought it was a good idea.

Kirt Gardner:
| wouldnt mind that service too.
Jernej Omahen:

When | started covering UBS which was, | think, investment banks just in
general at a time UBS was more an investment bank than today. | still
remember my first client call. | called someone up from the results. | did not
know much about UBS. | said, look the revenue line in the US is really
strong. And he said to me, why are you calling me on this? They make no
money in the US. That question obviously is no longer asked as directly, but
it still asked sometimes. Which is, why do they need to be there? What is
the answer to that?

Kirt Gardner:

Our US franchise is vitally important. | mentioned it at the outset. It is our
global business. We are a leader in the US market. If you look at our US
franchise and you see the power of the portfolio impact, our US businesses
in particular has being growing over the last year and a half, in a time when
our international franchise, in particular because of what we have seen in
Asia, has struggled, they've experienced headwinds. Our US business year
on year in 2016 was up over 40%. Year on year, first quarter, we were up
well over 30%. We took the franchise from actually being loss-making
post-crisis to hitting that magic billion mark. We are now on a run-rate well
above 1.2 billion. And we have really attractive tail winds. We have the US
interest rates that are going to continue to benefit from that business as we
go through the year. We continue to build up our lending portfolio and our
lending business. And we are quite a unigue franchise amongst the other
large wealth players in that we're very focused on the upper end of the
wealthier segment of the market. It allows us to have the most productive
FAs. It allows us to what we say is to play small but feel big. | should say
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feel small and play big. And that it is also quite unique. And, importantly,
we actually just repositioned our strategy that we think will give us even
greater opportunity for growth and enhanced profitability. And what we
did is, we focused away from recruiting towards retention. That is a huge
issue in the US marketplace. The economics of the broker packages can be
very dilutive in a large drag on capital as well as on the P&L. We did that by
revamping our pay grades. We pay higher productive FAs more. We did
that through emphasizing recruiting within our branch managers. We are
going to spend some money on that. But it will become very accretive as
we get into next year. Towards the end of this year, into early next year.
And you start to see the result. Our employee forgivable loans are down 8
% year on year. Our regretted attrition is down from 4.2 to 2.4 %. So it
actually it is actually starting flow through to the business in a favorable
way.

One other point as well, which is critical to us obviously it's the US business
that drives our ability to utilize DTA. And that is a huge asset. And without
that business we'd have to write off a very large of part of our capital.

Jernej Omahen:

67 Billions of tax losses carried forward

What is the unactivated DTA number now in the US?
Kirt Gardner:

The off-balance sheet amount for temporary differences is like 15 billion.
Still a large number.

Jernej Omahen:

UBS would never pay tax in the United States ever again, for the period of
our careers.

Here is the question that we agreed with Kirt that would be definitely be
asked. And | will try to make it come across as spontaneous as possible,
which is, how has the performance been so far, in this quarter? How does
It compare?

Kirt Gardner:

Let me just put that into context. In the first quarter, when we described
the performance of the first quarter, we described client activity as being
uneven. And what that meant is we have seen consistent high activity levels
out of the US that has really been in place for six quarters and actually post-
election, we saw greater levels of optimism ithrough the survey that we
perform. And in the first quarter though, what changed is that after six
quarters of low level of activity, particularly driven out of Asia, and a high
degree of risk aversion we actually saw our Asian clients become a bit more

Page 5



3 UBS

confident about the market environment. And | think what changed there
was the view on the question how China is going to transition. It is starting
to become a bit clearer and their growth trajectory which is yes, only 6 to
8%, not 10 to 15%, still 6 to 8%. And the volatility around China
dissipated a bit and that | think gave greater confidence amongst our Asian
clients. And that was reflected in their transaction activity levels in the first
quarter, and helped to contribute to the quarter. We also saw a very strong
performance in primary markets, in our investment bank. But what we did
not see was a lot of institutional investor activity because volatility levels
were extremely low. Since our investment banking model is one where we
don’t carry a lot of inventory, we do not benefit from that carry-trade that
was definitely present during the first quarter. As we have gone into the
second quarter, consistent with our outlook statement, where we stated
that enhanced confidence levels have not yet resulted in sustained client
activity levels. That is in fact what we are seeing in the second quarter. The
volatility levels remain very, very low, in fact hovering around 10, slightly
below 10, so at levels that we have not seen since the early 1990s. That
translates obviously into particular institutional clients in their appetite for
trading. That impacts the investment bank. It also impacts the upper end of
our wealth management business, where family offices and wealthy
individuals behave like institutions. And it is particularly impactful for us,
because as an investment banking franchise we again don’t have large
trading positions. We are very reliant on institutions, more weighted to the
institutional side than the corporate side. And clearly at the start of the
quarter, the lack of volatility is playing through obviously on that uneven
activity. And | think it is quite consistent with what you have heard from the
US banks and the statements they’ve recently made.

Jernej Omahen:

Excellent. OK. | am going to ask one more question. But then | suggest that
we turn it to our investors, and we can cover other topics that way. We
have your competitor presenting right after you. The person presenting is
focused on Asia. And | just wanted to pick up on this angle. So that we can
contrast and compare. You made some passing statements before. You are
very happy with your business in Asia. It is growing. You can do things
other people are unable to do or at least not to the same extent. How do
you think about your Asian Business? How important is it? Can you
elaborate a bit on that?

Kirt Gardner:

Asia for us is vitally important for the franchise. In many ways we are a
leveraged play on Asia. That really drives a lot of the upside in our wealth
management franchise. It drives a lot of the upside and the downside and
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the volatility of our investment bank. As | highlighted, we're by far and
away the leading wealth manager in Asia Pacific. We are doing some things
in @ way unique in order to stay in that leadership position. We started a
program not long ago to focus on small and medium entrepreneurs. We
actually hired commercial bankers and we trained them to be wealth
managers. We set up an office in Kowloon, that has been incredibly
successful we are rolling that out across regions. We are very committed to
China. We have two legal entities in China. We are adding licenses to allow
us to be able to distribute our wealth management products. We were just
licensed to distribute insurance. We fully intend to build, this is a long game
obviously, an important presence in the China market. We also are looking
at ways to address that market electronically. We are not going to that just
through traditional means. We are looking at internet in other channels.
Within the investment bank, we have the leading equities franchise. One of
the things that we've done, is we were very focused on the public sector on
China. We've diversified a bit to balance that out, to focus more on the
private sector. We have also extended our industry organization across the
region. | think in short, you will see, we will continue to invest and ensure
that we maintain a strong leadership in Asia. And that will help out to find
what we are going to be in the next five, six, seven, ten years.

Jernej Omahen:

Kirt, just a follow up before we go to our Q&A. Why do you think that
large US investment banks are coming to the opposite conclusions when it
comes to the Asian opportunity but the private banking opportunity in
particular? | mean JP Morgan in a very, surprisingly, high profile manner,
reduced the number of private banking front office employees last year. |
think Citi did the same but perhaps with less pomp. Why is that?

Kirt Gardner:

If you look at the Asian market, first of all, it's one where you need scale. If
you don't have scale it is very hard to make the economics work. And |
think secondly just the six quarter period where you saw a very substantial
reduction in primary activity around investment banking. Which is vitally
important to the type of wealth management J.P. Morgan does and City
does in the high-end. In the absence of that, | know it was an economic
drain on their franchises. They had to look at the cost side of the business. |
think you also saw a number of other global franchises have pulled out of
the region for those reasons. On the one hand, you can actually monetize
that franchise at a pretty high multiple. And if you are not a scale player
and you need capital, it's not a bad asset to sell. There has been some
consolidation amongst global players, which is a good thing. On the other
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hand, the domestic and regional players have become stronger, and are
starting to invest in wealth management.

Jernej Omahen:
Let's use this as a pause, and take some questions from the floor .

*Inaudible question from the audience*
Kirt Gardner:

Yes, what we said before is every one per cent reduction in the US Tax rate
would imply a hundred and fifty million impairment to our DTA so
depending on where they end up, obviously it could result in a fairly
substantial impairment. Now part of it also depends on whether or not,
because there is talk about not only reducing tax rates but potentially
actually extending the period of which you have to use NOLs and DTAs,
that clearly would impact how that would play out, whether it would end
up being one hundred and fifty million or something different. Now
importantly, just given the accounting of DTAs if we had a large write-off
there would be zero impact on our capital.

there would be no impact at all to shareholder equity and you could be
assured that when | look at that even though it would be a P&L hit because
it would flow through our tax line it would not impact our dividend policy,
importantly.

Jernej Omahen:

But there would be an impact on tangible net asset value right? Tangible
book value per share technically.

Kirt Gardner:

Yes, correct, but not shareholder. Perversely what would happen is we
would take a write-off and our return on tangible equity would increase.
One of the things we point out, if you look our return on tangible equity in
the first quarter was 12.4 per cent but if you look at our tangible
shareholder equity we have 22 per cent of that is DTA balance which is well
above anyone else. If you adjust the numerator and the denominator of the
DTA that return increases to 17.4 per cent for the first quarter.

*Inaudible question from the audience*
Kirt Gardner:

If we had no firm evidence that that was something that had gone through
congress and then ratified we would actually not take that into account, we
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would just look at our normal 3 year planning process, our earnings
potential that would flow through what we do with our DTAs.

Jernej Omahen:

Dirk is clearly assuming that the new administration will get their act
together and put through a corporate tax reform this year. Anyway let’s
take the next question.

*Inaudible question from the audience*
Kirt Gardner:

First of all, in terms of how | view digital in general and so on, this
onslaught of robo-advisors, | don't believe that digital is a threat to our core
wealth management business and certainly the client research that we have
done validates that. | don’t think anyone with more than five million in
assets is ever going to completely turn over the relationship to a robo-
advisor, there’s too much of a human quotient involved in there and there's
many other aspects that go into making that relationship rich in value. Now
having said that though, we are firmly committed to ensuring that we are a
global leader in digital within our wealth management franchise. What
does that mean? It means adopting and investing in digitizing our own
platforms, it means investing in other digital capabilities like we made an
investment in SigFig in the US which is a business-to-business offering. It
allows us to enhance the experience to our clients, allows us to improve the
productivity to our FAs and very importantly it allows us to transform our
front to back process, and | think there is where you are going to see a
substantial... to me digital in a large part is not just a client proposition and
a channel play, it is a transformation play, it is one that will allow us to
fundamentally change the cost structure of the industry. And for us it
becomes easier, we are the only one that is committed to a global wealth
management strategy — that means we're actually building out a, one
global platform. Within two years almost the entirety of our international
business will be on one global platform which makes it a lot easier for us to
deploy digital solutions across that platform. The other area where we are
doing some experimenting we launched Smart Wealth in the UK which is a
robo-advisor like platform but it plugs into our CIO office and it is targeting
the lower end of the affluent market with a ten thousand pound minimum
investment. We are experimenting to see actually how that goes. | said
before we fully expect to address the China market through digital
channels so we are looking at partnerships to actually do that.
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Jernej Omahen:
Ok great

*Inaudible question from the audience*
Kirt Gardner:

So if we look at MIFID Il and we think about it in the context of our wealth
management business, firstly we have already addressed what is one of the
bigger areas of impact and that is retrocessions and so we are retrocession-
free across our entire platform in Europe and Switzerland. Beyond that |
actually don’t see a lot of the fiduciary, a lot of the other MIFID Il rules will
not have a profound impact on our wealth management business and I'm
pretty confident we are now beyond the full cross-border transformation,
our European business is fully reqularized, we actually have the headwinds
of retrocessions behind us. We are actually at a point now where that
business should be in @ much better more stable quarter on quarter growth
trajectory so we'll continue to be committed to the onshore market as well
the off-shore market going forward. MIFID Il is going to be much more
impactful to the investment banking market and it will of course also have
an impact on the asset management business, we can talk about that
separately if you like, in terms of our asset management business, clearly
the asset management industry is going through a significant period of
structural change particularly with the movement out of active into passive.
From our perspective | like our asset management business for all the
reasons you have heard others talk about, it's capital light, cash-rich, not a
lot of ops exposure, very high returning so we are committed to asset
management. Having said that, we are looking at how we should position
ourselves given the transformation, a third of our invested assets in that
business are in passive, we have a large passive platform, we’re number 4
in Europe, we're top 10 globally, we continue to invest in that platform to
enhance it. We will look at inorganic opportunities and we are looking at
other ways to thinking about how can we enhance that asset.

Jernej Omahen:
Let's take the next question

*Inaudible question from the audience*
Kirt Gardner:

Yes absolutely — our family office offering, which is unique is a full joint
venture between wealth management and the investment bank. That
means that we jointly serve those clients with both platforms and with the
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joint relationship management structure, it also means we share that P&L
and that capital allocation on a fifty-fifty basis and it is run truly as a global
franchise as it should be. So what we're doing is, we recently reorganized,
we globalized our ultra-high net worth business as well, so what that is
doing is, before those clients were quite fragmented across a large number
of CAs so it was hard for us to expose those clients to our more
sophisticated investment banking offering but by consolidating that end of
the global business we are able to ensure we have the right CAs that have
the right level of sophistication that are serving those clients then we are
also able to more easily expose them more economically some of the
investment banking solutions so what you sort of see that the GFO offering
it will actually provide a GFO light like offering to the more sophisticated
ultra-clients and we’ll see the corresponding benefit in terms of additional
wallet share and additional revenue.

Jernej Omahen:

Can | change back a bit because you mentioned it before, and we hear it
from other private banks as well obviously, and even banks that are trying
to make in-roads into private banking, the liability-led structure, strategy is
becoming increasingly important, so you need to be able to provide
leverage to your clients and | think particularly in Asia if | understand
correctly that is an absolutely critical product. Two questions here, number
one, why are banks including UBS seemingly rediscovering the concept of
the Lombard loan the fact that it's low-risk but on a risk adjusted basis,
quite a high margin product, why is that happening now? And given the
reasonably rapid growth of Lombard loans at UBS and for the industry,
what is the risk that we are embedding if we have a down-turn in the credit
cycle at some point in the future?

Kirt Gardner:

So firstly, it’s not for us a rediscovering, | mean Lombard lending and
mortgage lending, asset financing has always been an important part of
our wealth management offering. And actually we had very very strong
loan growth in that business leading up to the third quarter 2015 and for
us it is an intrical part of our wealth offering, so a way that clients can use
leverage to enhance returns and obviously address some of their lifetime
requirements in terms of asset purchasing. What did happen though is
when clients went risk-adverse we saw a deleveraging so it wasn't because
we pulled back from lending it was more because their appetite for loans
actually diminished, less confidence, less willingness to pay for the leverage.
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Now as we went through the year though what we recognized is that we
still felt that there were lending opportunities and we were not actually
being as proactive as we should be, so we did reenergize our loan strategy,
we relaunched that at the beginning of this year, we hired a very senior
banker from JP Morgan to run our banking products group, we deployed
lending capitals across the regions, we reeducated our CAs, we introduced
solutions that had embedded leverage and you saw a pick-up in loans, 2.4
billion in fourth quarter, nice year on year trajectory, also more importantly
in the more structured end which is lending against particularly illiquid
stocks, single shares, un-public stock, private stock, which requires
investment banking capabilities we always struggled with that because of
the organizational crossing that we have so we have actually set up a
wealth management desk within the IB to facilitate that lending so you
start to see some growth there. From a risk perspective we are an ultra-
conservative organization, and we are not going to change that risk
orientation, so | feel very confident in our ability to sustain that business
and to have limited, contained losses in a market downturn and we've had
some good examples once again, if you go back to the third quarter 2015,
the Asian markets dropped really sharply, we had no losses.

Jernej Omahen:
UBS didn't.

Kirt Gardner:
UBS had no losses.

Jernej Omahen:

One of your competitors in Switzerland remarkably lost a lot of money on a
Lombard loan.

Kirt Gardner:

Different banks perhaps have different risk orientations, for example we are
never going to cash-flow lend, to me to lend money to a factory in
Indonesia is not part of a core wealth proposition and | certainly wouldn’t
want two billion of cashflow loans sitting in my wealth business. That might
be a loan that the IB decides to make because of the potential access to
fees but that is just not business that we are going to undertake.

Jernej Omahen:

Kirt, is your assessment that we are at the start of an uptick in the activity
Lombard loans or is this a trend?
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Kirt Gardner:

| think lending has always been part of the business, for example in our US
business, one of the big differences between us and the other US players is
that we are underpenetrated in the banking products, so we are purposely
trying to increase our loans and we will continue to see that, but if you look
at the loan to invested asset ratios | think that we have been as high as just
above 14 or 15 per cent. To me, that is probably about as high as you
would go if you think about the natural wallet to wealthy individuals are
likely to have, if you are pushing beyond that it is almost like you are
forcing yourself to go into areas that aren’t part of real wealth
management franchise. To me it is just staying consistent to what you are
and what you do.

Jernej Omahen:

Ok. Let's see if there are any other questions... There we go, one in the
back?

*Inaudible question from the audience*
Kirt Gardner:

To the first part of your question first of all | would encourage you to de-
emphasize net new money. | just think it is not that of an important metric
in terms of what drives growth overall. Our invested assets are year on year
in the first quarter we're up 13 per cent. The vast majority of that was not
due to net new money inflows and quality makes a big difference. Net new
money is going to be volatile, yes it's important, we expect to continue to
be a leader in generating that positive growth but I'll give you a very good
example: one of the things that we did early in the second quarter is that,
our Euro deposits are currently dilutive on capital and dilutive on P&L
because we have a very small loan book and so we have a large liability
overhang in Euro. So clients that have large concentrations of Euro deposits
for us are economic loss making. So we went out repricing all of our wealth
management Euro deposit holders. And that is going to result in three,
three and a half billion of net outflows. Those net outflows will be accretive
to the business overall but they might show up as impairment to net new
money. It is where it's a a good example where net new money alone can
be misleading if it is not in context. The second part of your question in
terms of the cross-border process, this started with the US, with cross
border settlement between the UBS and the US, sort of started the
industry chain reaction of what was leading to full open transparency and
that is going to be finished and finalized with the automated exchange of
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information. From there all the European markets they launched cross-
border amnesty programs in which we very actively participated. We
indicated we expected 30 billion of outflows — we have since then become
more transparent we said at the end of last year we realized 50 billion in
outflows, Europe is largely done, Italy was the last market to go. This has
now extended into the emerging markets. What we've seen in the
emerging markets are amnesty programs across Russia, Brazil, Mexico,
Argentina, Chile, Israel, South Africa, Indonesia, in addition to that because
of the automated exchange of information we are going out to all of our
clients in written form and asking them to validate and confirm their tax
status and that also results in outflows. We estimated 14 billion to go this
year, we saw 1.4 billion that flowed out in the first quarter so that is still
what we expect between now until the end of the year and then it will
substantially be done. The good news there is that that is @ major drag on
our current revenue line, once we complete this program, we’ll have much
more stability in our recurring revenue going forward.

Jernej Omahen:

We talked a lot about the private bank, as we should but what | said at the
beginning is that UBS fell in the investment banking bucket so the
investment bank has been scaled back a lot — those changes in capacity
seem permanent — do you ever think to yourself ‘we have overshot in
certain areas? We should add more balance sheet, more capital or more
capacity’ or is the investment bank that we are seeing today the new
investment banking unit of UBS?

Kirt Gardner:

To be very clear the strategy that we have for our investment bank is one
that fits our business portfolio and it will endure. And | think that if you
look at the basic parameters it's never going to make sense for us because
of the proposition of what we are to investors to have more than a third of
our balance sheet, of our capital footprint of the investment bank. Because
once we get above that, you said before that you started to cover UBS
when they were more of an investment bank, we started to get actually
more capital allocate, become more like an investment bank and we're not
a unigue wealth manager and also it works, the strategy works, if you look
at the last 10 quarters, we only have one quarter where we dipped below
15 per cent return on attributed equity over the 10, and that was 12 per
cent. The first quarter this year with our new attributed equity framework
we were over 24 per cent and that business consistently has the highest
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return on RWA within the industry by a large margin so it actually shows it
can be very capital efficient with this strategy, very client centric and yet it
retains its leadership position in the areas that it chooses. | think it is a
strategy that fits us really, really well, and it's one that we expect to fully
continue to support and sustain over time.

Jernej Omahen:

| asked our CEO of Goldman Sachs International what part of the
investment banking business he is most excited about, which sub-segment
and he kind of dodged the question so | am going to try my luck again
here. If you had to think about a sub-segment of investment banking
where you say, ‘you know what, the returns here are really attractive? | see
growth options, I'm going to commit more capital’ could you come up with
a few ideas?

Kirt Gardner:

Part of the problem is that it is hard to actually state what that is now, |
think that finalizing Basel lll is going to have an impact on the capital
consumptions of the sub-segments of our investment bank.

And so will NSFR. And NSFR might take a business today, along with a
fundamental review of the training book which actually returns really well
on resources deployed and turn it into a marginal returner. And then MIFID
Il is the other element that is going to have an important impact in
particular on the European trading businesses. Having said that | think that
one of the things that we are doing is rebalancing in the investing in the US
because one of the things we acknowledge is our portfolio has been
overweighted in Asia and in Europe and in Structured Products, not enough
weighted in flow, traded derivatives in the US and so we are, we have been
trying to build up also our advisory franchise in the US, which is important
to us.

Jernej Omahen:

Does that come with balance sheet usage? Because | thought that the last,
your US balance sheet usage has been doing this, including in the last two
quarters. Is that about to change?

Kirt Gardner:

No. We actually have been allocating a bit more balance sheet to our CCS
franchise. What we have been doing on the US side is with the reduction of
NCLs so a lot of non-core legacy have been built in the US, the balance
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sheet reduction that we have seen over the last three years is really getting
out of legacy businesses. We've been building up a little bit in capital
support in the CCS franchise

Jernej Omahen:
The IHC accounts — we should expect to see a stabilization?

Kirt Gardner:

| don't expect us to increase significantly at all the footprint in that
business. We will though increase our banking products, we'll increase our
lending in the US.

Jernej Omahen:

| think we have time for the last question and | ... so you brought up the
question of Basel, we had the general manager of BIS here yesterday, Jaime
Caruana, and | thought somebody from the audience asked him a very
brave question. He basically said ‘look, there is a bank in Europe called
Unicredit, that are guiding for a 150 BPS hit to capital when the Basel lll
rules are finalized, do you think that that's the kind of magnitude we
should be expecting across the big banks?’ Caruana said (his answer was
remarkable): ‘look, regardless of what they are guided for, the number’s
going to be less because the way the compromise is currently being put
together dilution occurs, he wouldn’t identify where dilution and calibration
is coming through, but indicated he is. When you refer to Basel IlI
finalization | got the sense, hopefully accurately, that you are more cautious
as to what the final rules would be.

Kirt Gardner:

We've always been very clear there have been a number out there that
have actually made statements about what the impact will be. We have
always said ‘how can you make that statement’? We have no idea what the
rules are going to be. No ide at all. All we said was if you take the rules that
were originally guided and apply them to our business we would have a
substantial increase in risk density. To put this into perspective, our risk
density is now about 24 per cent. Within the laws of the industry. To
become completely to the point where RWA becomes our binding
constraint, first of all on an equal footing it would be 35 per cent, that is
3.5 ten CET1 ratio but actually before we get to 35, because we hold a
higher buffer on RWA to deal with stress, probably a 20 per cent higher
buffer | would hold, on RWA versus LRD we are talking about 28
percentage...29, at that point it is sort of equally binding for us. Now, what
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will the impact be? Again | still cannot speculate even with what was linked
to the press they are making broad statements like we allow for greater risk
sensitivity — what does that mean? Who knows? Mortgages will actually be
treated in a differentiated way and then of course the comments that it will
be discretionary at the local regulatory level. How you have anything that
would work out what it is likely to be is completely unknown to me but |
would agree, | do think, the US has come back, they are going to advocate,
they are not going walk away from the table without agreeing to floors, so
floors are reality so what | think the Europeans are coming back with is to
negotiate around definition of standard and | think that is where you are
going to have flexibility and softening — the standard definitions will
definitely, | think result in a little bit of a backing off of what the impact
could be.

Jernej Omahen:
It's going to be a non-standard definition of a standard model

Kirt Gardner:
Exactly right, a risk-sensitive standard

Jernej Omahen:

Exactly, a non-standard standard. A standard non-standard. So typically
dilution in regulation around definitions which is a different word for
exemptions, timeline to implementation, and then phase-in period. Another
indication that we got is that the timeline to implementation to use the
general manager’'s words, would be ‘ridiculously long’. If Basel comes to
UBS and says ‘here’s the floor, the output floor is 70 etc etc but you have
got 15 years to meet this, and we are not going to start phasing in
immediately, we are going to have a moratorium period of 4 years’, as a
group CFO, would that concern you, or would you just say ‘time is a great
healer in finance, by 2030 we are going to be fine on this'?

Kirt Gardner:

Part of the problem here as you well know, is once they set the standard,
that becomes the yard stick, so if in addition to that they require, we're
going to give you 15 years then you have to start to report on the fully
implemented standard today, that becomes a big problem because that
transparency already creates pressure for us to be able to adopt and to
meet the standards in @ much quicker glide path so | think it really depends
on how that is implemented, you don’t have to report according to the
new standard and | think naturally we would want to take advantage of the
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glide path, but also that we would want to be conservative, we would want
to hit the target well before the 15 year period. We've done that with ‘Too
big to fail" 2.

Jernej Omahen:

Do you think this can happen that they say you don’t have to report it in a
certain period of time?

Kirt Gardner:

| think that would be a negotiation point. Certainly that is what we have
already have put on the table — if you're going to provide long
implementation periods then we think you should exempt the need to
report according to the new standards. But then what happens is that they
might come out with the guidance but once some of the banks start to
report on that basis you're forced to report anyway. So it is a bit of a
challenging position to be in so | don’t believe the extra-long glide path is
going to be extremely useful.

Jernej Omahen:

Excellent. We are out of time, thank you so much for being here.

Kirt Gardner:
My pleasure

Jernej Omahen:
Hope to see you next year!
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Cautionary statement regarding forward-looking statements: This presentation 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, liquidity coverage ratio and other financial resources, and the degree to which UBS is successful in
implementing changes to its wealth management businesses to meet changing market, regulatory and other
conditions; (i) continuing low or negative interest rate environment, 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, and
geopolitical tensions on the financial position or creditworthiness of UBS's clients and counterparties as well as on
client sentiment and levels of activity; (i) 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 and regulation in
Switzerland, the US, the UK and other financial centers that may impose, or result in, more stringent capital, TLAC,
leverage ratio, liquidity and funding 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 would have on UBS'’s business activities;
(v) uncertainty as to the extent to which the Swiss Financial Market Supervisory Authority (FINMA) will confirm limited
reductions of gone concern requirements due to measures to reduce resolvability risk; (vi) the degree to which UBS is
successful in implementing further changes to its legal structure to improve its resolvability and meet related
regulatory requirements, including changes in legal structure and reporting required to implement US enhanced
prudential standards, completing the implementation of a service company model, and the potential need to make
further changes to the legal structure or booking model of UBS Group in response to legal and regulatory
requirements, to 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; (vii) the uncertainty arising from the timing and nature of the UK exit from the EU and the
potential need to make changes in UBS's legal structure and operations as a result of it; (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 regulation 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 or
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,; (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 including
differences in compensation practices; (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, 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, including methodology,
assumptions and stress scenarios, 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
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ended 31 December 2016. 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.

Disclaimer: This presentation and the information contained herein are provided solely for information purposes, and
are not to be construed as a solicitation of an offer to buy or sell any securities or other financial instruments in
Switzerland, the United States or any other jurisdiction. No investment decision relating to securities of or relating to
UBS Group AG, UBS AG or their affiliates should be made on the basis of this document. Refer to UBS's first quarter
2017 report and its Annual Report on Form 20-F for the year ended 31 December 2016. No representation or
warranty is made or implied concerning, and UBS assumes no responsibility for, the accuracy, completeness, reliability
or comparability of the information contained herein relating to third parties, which is based solely on publicly
available information. UBS undertakes no obligation to update the information contained herein.
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