% UBS

31 December 2020 Pillar 3 report

UBS Europe SE



Table of contents

18
19

20
22
24
27
30
39
42
47
50
51
53
54
55
57
60
62
64

Introduction and basis for preparation
Risk management objectives and policies
Key ratios

Explanations of the Management Board on the risk
profile and risk management process
Management body

Scope of regulatory application

Own funds

Capital requirements

Counterparty credit risk

Countercyclical capital buffer

Credit exposure

Credit risk adjustments

External credit assessment institutions
Credit risk mitigation

Exposures in equities not included in the trading book
Securitization positions

Liquidity

Asset encumbrance

Leverage ratio

Interest rate risk in the banking book
Covid-19 Disclosures



Introduction and basis for preparation

Scope of Pillar 3 disclosures

UBS Europe SE is a fully authorized credit institution registered at
the commercial register in Frankfurt and supervised by the
European Central Bank (ECB). This report provides the disclosure
information for UBS Europe SE as at 31 December 2020.

The capital adequacy framework consists of three pillars each
of which focuses on a different aspect of adequacy. Pillar 1
provides a framework for measuring minimum capital
requirements for credit, market, operational and non-
counterparty related risks faced by banks. Pillar 2 addresses the
principles of the supervisory review process emphasizing the
need for a qualitative approach to supervising banks. Pillar 3
aims to encourage market discipline by requiring banks to
publish a range of disclosures, mainly on risk and capital.

This document is based upon the Directive (EU) 2013/36 and
Regulation (EU) 575/2013 (Capital Requirements Regulation or
“CRR"), the associated delegated and implementing acts and
the related technical standards, as implemented within the
Federal Republic of Germany by the Bundesbank. Further, these
disclosures have been prepared in accordance with the
respective applicable European Banking Authority (EBA)
guidelines.

For disclosures according to Section 26a German Banking Act
("Kreditwesengesetz” or “KWG"”) please see the respective
section in our Annual Financial Statements as of 31 December
2020. For our firm's sustainability approach and activities please
see UBS Group AG Sustainability Report 2020.

Regulatory consolidation

UBS Europe SE is part of the UBS Group AG consolidated group
and a direct, wholly owned subsidiary of UBS AG. The scope of
regulatory reporting for UBS Europe SE includes the lItalian
subsidiary UBS Fiduciaria SpA as well as the Spanish subsidiary

Scope of regulatory consolidation

100%

UBS Europe SE 2

Scope of regulatory
consolidation

100%

— T

UBS Private Equity
Komplementar
GmbH

UBS Fiduciaria
SpAl

UBS Gestion
S.GILLC., SAUt

1 Not established in Germany
2 Foreign branches included — Luxembourg, Austria, Sweden, Denmark, Italy, Spain and the
Netherlands

UBS Gestion S.G.IIC, SA. As the relevant limits according to
Article 19 of the CRR are not exceeded, the German subsidiary
UBS Private Equity Komplementar GmbH is not included in the
regulatory scope of consolidation.

In accordance with the principle of materiality specified in
Article 432 of the CRR, this report provides Pillar 3 disclosures
for UBS Europe SE on the consolidated basis, including all
relevant subsidiaries. In this report, “UBS Europe SE” refers to
UBS Europe SE and its consolidated subsidiaries, unless stated
otherwise.

Governance over Pillar 3 disclosures

The Management Board and senior management are responsible
for establishing and maintaining an effective internal control
structure over the disclosure of financial information, including
Pillar 3 disclosures. In line with Article 431 of the CRR, UBS
Europe SE has a board-approved Pillar 3 disclosure governance
policy in place. This Pillar 3 report has been approved by the
Management Board of Europe SE, in line with this policy.

Format of Pillar 3 disclosures

As defined by the respective applicable EBA guidelines certain
Pillar 3 disclosures follow a fixed format whereas other
disclosures are flexible and may be modified to a certain degree
to present the most relevant information. Pillar 3 requirements
are presented under the relevant EBA table/template reference.
Naming conventions are based upon the EBA guidance and may
not reflect UBS naming convention. Disclosures classified as non-
material in accordance with Article 432 of the CRR and BaFin
Circular 05/2015 in this report have been indicated accordingly
in the respective sections. The table on the following page
provides an overview of the Pillar 3 disclosures.



CRR Pillar 3 Requirement EU Table & Template Reference Location of Pillar 3
Artile  (Part Eight CRR) disclosure in this
supplementary disclosure document
435(1)  Risk management objectives and policies EU OVA, EU CRA, EU CCRA, EU MRA Risk management objectives and policies
(EBA/GL/2016/11)
EBA/GL/2017/01 Liquidity
435(2)  Governance arrangements Management body
436 Scope of application EU LIA, EU LI1, EU LI2 (EBA/GL/2016/11) Scope of regulatory application
437 Own Funds EBA/GL/1423/2013 Own funds
438 Capital Requirements EU OV1 (EBA/GL/2016/11) Capital requirements
EU CCR7 (EBA/GL/2016/11) Counterparty credit risk
439 Exposure to counterparty credit risk EU CCR1, EU CCR2, EU CCR8, EU CCR5-A, EU Counterparty credit risk
CCR5-B, EU CCR6 (EBA/GL/2016/11)
440 Capital buffers EBA/GL/2015/1555 Countercyclical capital buffer
442 Credit risk adjustments EU CRB-B, EU CRB-C, EU CRB-D, CRB-E Credit exposure
(EBA/GL/2016/11)
EU CR2-A, EU CR2-B Credit risk adjustments
443 Asset Encumbrance EBA/GL/2017/03, EBA/GL/2017/2295 Asset encumbrance
444 Use of ECAIs EU CRD (EBA/GL/2016/11) External credit assessment institutions
EU CCR3 (EBA/GL/2016/11) Counterparty credit risk
EU CR5 (EBA/GL/2016/11) Credit exposure
445 Exposure to market risk EU MR1 (EBA/GL/2016/11) Capital requirements
446 Operational risk Risk management objectives and policies
Capital requirements
447 Exposure in equities not included in the trading book Exposures in equities not included in the trading book
448 Exposure to interest rate risk on positions not included in the Interest rate risk in the banking book
trading book
449 Exposure to securitization positions Securitization positions
450 Remuneration policy Refer to the remuneration report on the homepage ubs.com/de/en/ubs-germany/financial-reports.html
of UBS Europe SE
451 Leverage Ratio EBA/GL/2016/200 Leverage ratio
EBA/GL/2020/11
453 Credit risk mitigation techniques EU CRC, EU CR3, EU CR4 (EBA/GL/2016/11) Credit risk mitigation

EBA/GL/2020/07

Covid-19 Disclosures




Risk management objectives and policies

Risk management principles

Creating shareholder value is the overarching objective of UBS
Europe SE. The focus on the shareholder implies a fundamentally
long-term perspective. Consistently with any other corporate
activity, UBS Europe SE derives the approach to risk
management and control from a shareholder value creation
perspective. It recognizes that taking risk is core to its financial
business. The aim is to achieve an appropriate balance between
risk and return. In order to reach this goal, UBS Europe SE has
embedded the following five UBS Group Risk Management and
Control Principles describing the foundation for a sound risk
culture and robust risk management:

Protection of financial strength

— Protection of reputation

— Business management accountability

— Independent controls

— Risk disclosure

Protection of financial strength on UBS Europe SE level is
ensured by controlling our risk exposure and avoiding potential
risk concentration at individual exposure levels, at specific
portfolio levels and at an aggregate firm-wide level across all risk
types. To protect the reputation of the firm, UBS Europe SE is
obliged to abstain from any conduct or action and in particular
from entering into any business that may put the bank’s
reputation at immediate risk. Business Management is
accountable for the risk assumed throughout the firm and is
responsible for continuous and active management of all risk
exposures to ensure that risk and return are balanced. Control
processes are independent of the business functions and
implemented commensurate with the nature and size of the
risks to monitor the effectiveness of the risk management and
oversee risk-taking activities. Finally, risk disclosure follows the
aim to provide our management, investors and regulators with a
holistic overview of UBS Europe SE’s risk management and
profile with an appropriate level of comprehensiveness and
transparency.

Risk management organization and governance structure

The members of the UBS Europe SE’'s Management Board are
ultimately responsible for adequate risk management and
establishment of an integrated and institution-wide risk culture.
This includes determining the firm’s risk principles, risk appetite,
major portfolio limits and their allocation to the business
divisions and Treasury. The Management Board implements the
risk framework, controls the bank’s risk profile and approves key
UBS Europe SE risk policies. The oversight and control include all
business conducted in the entity including its branches, the risks
associated with the branch business and ensuring compliance
with local legal and regulatory requirements. Each member of
the Management Board is responsible for establishing adequate
controls and monitoring processes in their respective area of
responsibility.

The Supervisory Board is responsible to oversee and challenge
the Management Board, which informs the Supervisory Board
about risk relevant topics, including risk strategy and risk
appetite. The Supervisory Board is supported by the Supervisory
Board Risk Committee, which monitors and oversees the firm'’s
risk profile and the implementation of the risk framework as
approved by the Management Board, as well as reviewing the
firm's key risk measurement methodologies.

Three lines of defense model

UBS Europe SE’s risk management organization is embedded
into the broader risk governance framework of the UBS Group
and operates along three lines of defense as outlined in the
following organization chart, fulfilling the general risk
management requirements according to Mindestanforderungen
an das Risikomanagement (MaRisk) AT 4.
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Risk management organization and governance structure

[l rnem'l]?-ers Chief Operating  Chief Financial
representing Officer Officer

Chief Risk Officer Chief Executive Officer
businesses

The first line of defense consists of UBS Europe SE’s Business,
Treasury and Finance departments. The businesses own their
risk exposures and are required to maintain effective
processes and systems to manage their risks, including robust
and comprehensive internal controls and documented
procedures. Business management must also have in place
appropriate supervisory controls and review processes to
highlight control weaknesses, inadequate processes and
unexpected events. They are supported by the following
dedicated central control functions:

Service & Quality Management: Service & Quality
Management (SQM) supports the Management Board in
implementing a proper risk management and culture within
their daily business activities as well as risk control framework
across all branches and legal entities of UBS Europe SE. SQM
is supported by Business Risk Services (BRS), Central
Outsourcing, Provider Management (PM) and the Information
Security Officer.

Business Risk Services: Primary responsibility of the Business
Risk Services is to support the UBS Europe SE Management in
managing all of the operational risks assumed throughout the
firm. The unit is also responsible for investigating, monitoring
and escalating of all operational risk exposures to ensure a
timely remediation.

Central Outsourcing Management: The central outsourcing
management is responsible for ensuring regulatory
requirements are met and implemented in the global
outsourcing  framework.  Also, Central  Outsourcing
Management is responsible for overseeing the classification of
contracts and for performing reviews of risk analyses
performed and shares results of quality completeness in the
monthly Service Operating Committee.

Provider Management: the function is responsible for service-,
quality-, cost- and demand management for all inter-entity
service providers that are supporting the consuming business
divisions in UBS Europe SE.

Information Security Officer: Information security covers all
information processes, physical and electronic, regardless
whether they involve people and technology or relationships
with external partners, customers and third parties and ad-

1st Line of Defence 2nd Line of Defence 3rd Line of Defence

*  Advisory & Sales * Compliance * Internal Audit
~ * Financial Controlling & Accounting *  Credit Risk Control
§ E * Front-Office and trading within GWH, B and AR * Financial Crime Prevention
0.2 * Infermation Technelogy *  IMarket & Treasury Risk Control
g E * Operaticns * Model Risk Management & Contrel
= * Planning & Business Risk * Regulstory & Governance and Operational Risk
5 b = Service & Quality Management Centrol
»  Treasury * Risk Control

dresses information protection, confidentiality, availability and
integrity throughout the life cycle of the information and its
use within the organization.

— Treasury is responsible for balance sheet, capital, liquidity and
funding management, which includes the activities of
governance, planning and financial resource advisory as well
as the transactional execution mandate for the risk
management of the entities Asset Liability Management
portfolios, in line with the risk appetite of the bank and
reports to the Chief Financial Officer (CFO). The CFO is
responsible for the management and control of funding and
liquidity risk and the firm’s regulatory capital ratios.
Responsibility for implementation of the control framework
for tax and funding risks resides with the CFO whereas
responsibility for implementation of the control framework
for treasury activities is with Treasury Risk Control.

— The Recovery & Resolution Planning Officer has the
responsibility to manage the overall process and updates for
the recovery plan and coordinates and manages resolution
activities.

— Group General Counsel: The function is responsible for
providing legal advice (other than legal advice with respect to
taxation) required by UBS ESE and managing the advice
received from outside counsel, managing and reporting all
litigation and other significant contentious matters, including
all legal proceedings, which involve UBS ESE, reviewing
incidents of materialized legal risk as well as areas of
emerging legal risk and, where necessary, making
recommendations designed to mitigate, control or prevent
recurrence or materialization of such risk and managing the
retention of and relationships with outside counsel.

The Risk Control functions act as the second line of defense,
providing independent oversight of primary and consequential
risks, implementation of an appropriate independent control
framework, risk appetite framework, risk measurement and
reporting. This includes setting risk limits and protecting against
non-compliance with applicable laws and regulations. The Chief
Risk Officer (CRO) is responsible for providing an objective
assessment on UBS Europe SE's risk-taking activities as part of
the overall responsibility for the implementation and



enforcement of the UBS Risk Management and Control
Principles. The CRO has the authority to approve transactions,
positions, exposures, limits, provisions, and to further delegate
these responsibilities. The CRO is not only independent from the
business heads but also from the COO and CFO. The Risk
department supporting the CRO comprises the following
functions:

— Risk Control (RC) is responsible to provide oversight for the
enterprise-wide risk management framework to ensure all
risks are identified, owned and managed. The function
coordinates the risk inventory process, risk measurement and
stress testing for Internal Capital Adequacy Assessment
Process (ICAAP) as well as risk strategy, risk appetite,
additional stress test programs (e.g. reverse stress test) and
other enterprise-wide risk activities.

— Compliance’s primary responsibility as a control function
within UBS ESE is to support and advise the management
regarding compliance regulations and to perform 2nd line of
defense activities in relation to compliance risks. In addition,
Compliance provides the regulatory event monitoring and
ensures distribution to SMEs as well as regular updates in the
UBS ESE Operating Committee.

— Operational Risk Control (ORC): The purpose of UBS ESE ORC
is to ensure that all operational risks are understood, owned
and managed to the firm's risk appetite. UBS ESE ORC is
responsible for providing independent oversight and control
over the operational risks arising from UBS ESE business
activities.

— Credit Risk Control (CRC) is responsible to ensure that credit
risks are appropriately identified, measured, monitored,
controlled and reported. This includes setting and monitoring
of credit limits as well as reviewing and monitoring of credit
requests.

— Market & Treasury Risk Control (MTRC) independently
controls the market and treasury risks, i.e. the risk of loss
resulting from adverse movements in market variables such as
interest rates, foreign exchange rates, and equity prices, as
well as the risks arising from structural (balance sheet)
exposures, including the risk of insufficient funding or
liquidity. The function is responsible to propose, monitor and
escalate limit and trigger breaches for market and treasury
risks.

— New Business Governance (NBG) ensures cross-divisionally an
efficient and consistent process to facilitate the
implementation of New Business Initiatives, changes to
existing business and Complex Transactions.

— Model Risk Management & Control (MRMC) operates as an
independent function within the Risk department and is
responsible for initial validations and regulator re-validations
of models. By performing validations, MRMC identifies model
issues which the model owner is required to remediate. The
function also ensures that the model inventory is up-to-date
and model risk is monitored at the level of the institution
according to the model risk appetite framework.

Internal Audit (IA) is an independent and objective function
that supports both the firm in achieving its defined strategic,
operational, financial and compliance objectives, and the UBS
ESE Management Board (MB) and its committees in discharging
their governance responsibilities.

Effective risk management, control and governance processes
are the responsibility of the respective business management
and risk control functions, i.e. the first two “lines of defense”.
As the “third line of defense”, IA independently assesses
whether risk management, control and governance processes
are designed and operate sustainably and effectively. 1A also
evaluates the independence of the risk control functions.

Committees and information flow on risk to the management

body

In line with the Schedule of Responsibilities risk topics are

reported in bilateral sessions to the respective management

board member. The Management Board has established the
following permanent committees to ensure direct oversight over
and challenge of the overall risk management process:

— The Risk Control Committee (RCC) is responsible for the
overall risk governance and the effectiveness of risk
management and control, i.e. to assess and monitor the
implementation and adherence of the risk strategy, controls
and limits. The committee meets monthly, is co-chaired by the
CEO and CRO and the voting members are all Management
Board members of UBS Europe SE, whereby the CRO cannot
be outvoted for credit decisions. A majority of the RCC voting
members are required to be present at the RCC meeting.
Additional non-voting members are the business heads, head
of Business Risk Organization, head of Regulatory Affairs,
head of Legal, heads of the Risk Control functions and head
of Internal Audit.

— The Asset & Liability Committee (ALCO) is mandated by the
Management Board and provides a forum for consultation
and decision making for legal entity related Treasury matters,
such as the optimal legal entity balance sheet, liquidity &
funding and capital whilst ensuring adherence to regulatory
requirements. The committee meets monthly, is chaired by
the CFO and the voting members are the members of the
Management Board and the head of Regional Treasury UBS
Europe SE. Permanent guests are the head of Market &
Treasury Risk Control, head of Risk Control, head of
Regulatory Reporting, EMEA Treasurer, Regulatory Affairs
EMEA / ESE representative, representatives from the Business,
Regulatory Affairs and further general representative.

— The Model Governance Board (MGB) is the senior oversight
and escalation body for all models, stress testing scenarios
and methodologies used in UBS Europe SE. The MGB has the
final approval-for-use authority for models and model
changes. The committee meets at least quarterly or more
frequently as determined by the co-chairs, including possible
ad-hoc meetings. The committee is chaired by the CRO and
CFO and the permanent voting members are the CRO, CFO
and the head of Model Risk Management and Control.
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Depending on the topic additionally required voting members
are the heads of the Risk Control functions, head of
Regulatory Reporting, head of UBS Europe SE Treasury, head
of UBS Europe SE Investment Banking or other voting
members as appointed by the chairs. Internal audit
representatives are permanent attendees.

— The Recovery and Resolution Planning (RRP) — Steering
Committee provides direction for RRP production, including
escalation of delays, final reviews, and decides on content
and recommends RRP deliverables for sign-off to the
Management Board. The committee meets monthly, is
chaired by the UBS Europe SE CRO and will be deputized by
the COO. Required members of the committee are: COO,
CRO, CFO, head RRP execution, head RRP international, head
RRP EMEA, head of Treasury, head of Operations, head of
Risk Control, head UBS ESE market & treasury risk control,
general counsel, head regulatory & governance and
operational risk control IB representative of UBS ESE.

— The Internal Capital Adequacy Assessment Process (ICAAP)
Steering Committee (SC) UBS Europe SE acts as the challenge
and review forum for ESE's ICAAP framework, approach and
documentation. It deals primarily with ICAAP models and
scenarios, regular ICAAP calculations, results, reporting and
the ICAAP operational execution and annual documentation
including the Capital Adequacy Statement (CAS) for UBS
ESE.) and supports the ALCO ESE in reviewing, assessing and
recommending actions in relation to capital- and ICAAP-
related matters. Meetings of the ICAAP SC ESE are held as
frequent as necessary, but typically at least quarterly.
Extraordinary meetings may take place as required. The
committee is chaired by UBS ESE Treasurer, CFO and CRO.

— The Internal Liquidity Adequacy Assessment Process (ILAAP)
Steering Committee (SC) UBS Europe SE acts as the challenge
and review forum for ESE's ILAAP approach and
documentation. It deals with legal entity related ILAAP
matters, such as Liquidity and Funding scenarios and models,
results, the ILAAP operational execution and annual
comprehensive documentation, including the Liquidity
Adequacy Statement (LAS) for ESE. Meetings of the ILAAP SC
ESE are held as frequent as necessary, but typically at least
quarterly. Extraordinary meetings may take place as required.
The committee is chaired by UBS ESE Treasurer, CFO and
CRO.

In addition, UBS Europe SE has established an escalation
framework with respective information via email and a
standardized reporting template on ad-hoc basis. The process
ensures timely information flow of risk issues to the
management body if required. Depending on the topic and
urgency, dedicated board task forces are established on an ad-
hoc basis. The Supervisory Board is informed via the Risk
Committee of the Supervisory Board that is described in section
“Management body”.

Outsourcing arrangements

As part of UBS Group AG, UBS Europe SE has inter-entity
outsourcing arrangements for certain risk management topics
with UBS Business Solutions AG. UBS Business Solutions AG is
the service company created as subsidiary of UBS Group AG in
2015 to safeguard critical shared services and to ensure their
operational continuity in case of resolution. Part of the
outsourcing arrangement is to leverage UBS' strategic risk
platforms, capabilities for the development and maintenance of
majority of UBS Europe SE’s risk models, the risk calculation for
the normative and economic view as well as the reporting for
specific risk reports. The overall responsibility remains with UBS
Europe SE which is responsible for managing the capital
resources and control of the entity including capital & liquidity
adequacy, financial and risk matters.

The outsourcing arrangements are subject to robust risk
assessment and control processes under UBS Group's global
outsourcing policy and framework. Furthermore, UBS Europe SE
has implemented a local policy and control framework to cover
specific local standards. These include operating level
agreements with specific UBS Business Solution AG service lines
and UBS Europe SE specific key performance indicators for the
service provided that are tracked by UBS Europe SE. To ensure an
efficient escalation, UBS Europe SE has established an
outsourcing department that coordinates the outsourcing
arrangement and directly reports into UBS Europe SE's COO.



Risk profile

UBS ESE is a cross divisional entity providing services across
Global Wealth Management (GWM), Investment Banking (IB),
and Asset Management (AM).

UBS ESE's GWM business provides services such as
investment management solutions (discretionary as well as
advisory), sophisticated consulting services and wealth planning,
as well as Financial Intermediaries and Family Office services.
Further, UBS ESE offers Asset Servicing out of the Luxembourg
branch which provides funds-, custody-, cash-, and execution
services out of one hand. The credit business in form of
Lombard and mortgage loans is an integral part of this offering.

In the IB business, UBS ESE is UBS' hub for European
Economic Area (EEA) pass-ported business, servicing non-exempt
EEA clients and providing access to financial market
infrastructure in EEA countries, where it conducts business in a
broad range of IB products and services, including providing
corporate and institutional clients with advice, financial solutions
and capital markets access.

Asset  Management offers private clients, financial
intermediaries and institutional investors worldwide traditional
and alternative investment solutions. The activities are limited to
providing clients with information about available investment
products.

Group Functions combine the central shared service and
monitoring functions for the Business Divisions. Group Functions
includes the combined Treasury and Asset Liability Management
(ALM) function.

At least annually UBS Europe SE performs a risk inventory
process and determines an overall risk profile. The process
includes the involvement of the first and second line of defense
and is reviewed and challenged by senior management. The
process is completed by a sign off by the Management Board.
The risk profile is confirmed by the Management Board on a
quarterly basis and updated ad-hoc if required.

The risk inventory systematically provides an overview of risks
impacting UBS Europe SE business’ and infrastructure’s
operations by a view on current activities as well as incorporating
a forward-looking perspective. Based on the risk inventory
process, the materiality of identified risks is assessed taking into
account their severity and likelihood under expected and
stressed conditions.

Risks, which may significantly affect the financial position
(including capital), the financial performance or the liquidity
position (covered in ILAAP) of the institution, are classified as
material. UBS Europe SE assesses materiality based on:

— Gross basis before consideration of any mitigating measures
— Residual basis taking into account the effectiveness of all non-
capital mitigation

Both materiality assessments rely primarily on qualitative
considerations due to the diversity of risk types and the
perspective before consideration of any explicit mitigating
measures, which are often contractually embedded in the

business and risk management practice. Where appropriate,
guantitative measures are used to validate the qualitative
materiality assessment. In general, the risks that are considered
material on a residual basis are to be capitalized in ICAAP
(except for liquidity risk which is part of the ILAAP), subject to
final decision by the Management Board. Immaterial risks are
reviewed by UBS Europe SE at least annually within the risk
inventory process.

Risk identification
The entity-wide risk inventory process per April 2020 identified
the following main risk categories as material for the firm:

Credit risk

Credit risk is the risk of loss as a result of failure by a
counterparty (including issuers) to meet its contractual
obligations. Credit risk comprises counterparty risk, issuer risk,
settlement risk, credit concentration and correlation risk / wrong
way risk. It arises primarily from UBS ESE's GWM Lombard and
mortgages lending, IB trading with counterparties covering over
the counter (OTC) derivative transactions, exchange traded
derivatives (ETD) and securities financing transactions as well as
Treasury activities, but is significantly mitigated by strict
collateralization requirements and monitoring of limits as well as
the high quality of counterparties. All IB lending commitments
out of the banking book, which are entered into by UBS ESE (or
its legal predecessors), are sub-participated to UBS AG once
drawn under the terms of a Master Sub-Participation
Agreement.

Country risk

Country Risk is the risk of losses resulting from country-specific
events. It includes transfer risk, whereby a country’s authorities
prevent or restrict the payment of an obligation, as well as
systemic risk events arising from country-specific political or
macroeconomic developments. UBS Europe SE is exposed to
country risk as a consequence of its international business
activities focused in Europe.

Group risk

Group risk describes the risk that the financial position of UBS
Europe SE may be adversely affected by its relationships
(financial or non-financial) with other entities in the UBS group,
or by risk which may affect the financial position of the whole
group including financial contagion. While the strong
dependence of UBS ESE on the parent UBS AG and the close
interconnectedness with UBS group affiliates represents a
material risk, it at the same time represents a strength and an
inherent feature of UBS Europe SE's business model.

Risk concentrations

In addition to the sub-category credit concentration risk which is
covered under credit risk, UBS Europe SE considers further intra-
and inter-risk concentrations as part of the risk inventory
process. Material concentration risks haven’t been identified as
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part of the risk inventory process. However, risk concentrations
are subject to increased monitoring by the Risk Control functions
and are assessed to determine whether they should be reduced
or mitigated depending on the available means to do so. For
further details please refer to section “Risk Monitoring”.

Market risk

Market risk is the risk of loss resulting from adverse movements
in market variables. Market risk in UBS Europe SE arises from
both trading and non-trading business activities. Trading market
risks arise mainly in connection with securities and derivatives
trading for market-making within the Investment Bank. In
addition, credit and funding valuation adjustment risks of the
derivatives portfolio managed by Treasury, also give rise to
market risk in the entity. Non-trading market risk arises
predominantly in the form of interest rate risk in connection
with lending & deposit taking in the WM business and from
intercompany funding transactions (including AT1 and MREL),
from asset portfolio such as High-Quality Liquid Assets (HQLA),
and from management of excess cash in Treasury. Interest Rate
Risk in Banking Book (IRRBB) is part of market risk and described
in section “Interest rate risk in the banking book”. The net
interest income earnings risk is part of business risk described
below.

Operational risk

Operational risk arises naturally out of all areas of UBS Europe
SEs activities and is defined as the risk resulting from inadequate
or failed internal processes, people and systems, or from external
causes (deliberate, accidental or natural) which have an impact
(either financial or non-financial) to UBS Europe SE, its clients or
the markets in which it operates. Events may be direct financial
losses or indirect in the form of revenue forgone as a result of
business  suspension. This definition incorporates both
Compliance and Conduct risks. Operational risk also comprises
legal risk but excludes reputational risk. Legal risk results from a
contract or any rights under or connected to the contract such
as a right of set-off or a right conferred by security
arrangements not being enforceable or the inability or failure to
assert non-contractual rights such as intellectual property rights.

Reputational risk

Reputational risk is the risk of unfavorable perception of the firm
or decline of the Bank’s reputation from the point of view of
clients / industries, shareholders, regulators, employees or the
general public which may lead to potential financial losses
and/or market share. It mostly materializes via drawback in the
business, respectively in reduced earnings or liquidity.

Liquidity risk

Liquidity risk describes the risk that UBS Europe SE will not be
able to effectively meet both expected and unexpected current
and forecasted cash flows and collateral needs without affecting
either daily operations or the financial condition of the firm.

10

Funding risk

Funding risk describes the risk that UBS Europe SE will be
unable, on an ongoing basis, to borrow funds in the market on
an unsecured (or even secured) basis at an acceptable price to
fund actual or proposed commitments, i.e. the risk that UBS
Europe SE’s funding capacity is not sufficient to support its
current business and desired strategy. In the management of the
risk UBS Europe SE distinguishes between capital/ICAAP-related
funding risk aspects and the liquidity/ILAAP related funding risk.

Business risk
Business risk is the potential negative impact on earnings from
lower than expected business volumes and / or margins during
stress periods, to the extent not offset by a decrease in
expenses. The net interest income earning risk is also part of the
business risk.

Pension risk

Pension risk is the risk of a negative impact on UBS Europe SEs
capital as a result of deteriorating funded status from decreases
in fair value of assets held in the defined benefit pension funds
and / or changes in the value of defined pension obligations,
due to changes in the actuarial assumptions (e.g. discount rate,
life expectancy, rate of pension increase) and / or changes to
plan designs.

Model risk

UBS Europe SE uses models in the conduct of its business, for
purposes including own-funds calculation, capital adequacy &
liquidity risk assessments, stress testing, valuation of positions,
and the assessment and management of primary and
consequential risks. Model risk is the risk of adverse
consequences (e.g. financial loss, loss due to legal matters,
operational loss, biased business decisions or reputational
damage), resulting from decisions based on incorrect or misused
model outputs and reports. Model risk may result from several
sources: inputs, methodology, implementation, use.

Environmental and Social Risks

UBS Europe SE applies the UBS group wide environmental and
social risk framework to all transactions, products, services and
activities in order to identify and manage potential adverse
impacts on the environment and to human rights, as well as the
associated environmental and social risks to which its clients'
and own assets are exposed. This framework sets standards for
identification, assessment, approval, escalation, monitoring and
reporting of environmental and social risks including climate-
related risk. Further, the new business governance framework
includes an environmental and social risk assessment. Identified
risks are referred to the environmental and social risk unit for an
enhanced due diligence review. This framework is geared
toward identifying clients, transactions or suppliers potentially in
breach of our standards or otherwise subject to significant
environmental and human rights controversies, including climate
change.



UBS Europe SE considers the environmental and social as well
as climate risks as part of the regular risk identification process
that feeds into the risk appetite statement. Environmental and
social risks are currently assessed as not material after
consideration of mitigating measures.

Oversight authorities and policy makers increasingly focus on
the ESG risk management and disclosure. UBS Europe SE
participates in the ECB self-assessment in light of the supervisory
expectations outlined in the guide on climate-related and
environmental risks.  This work will continue our efforts to
ensure we are prepared to respond to increased regulatory
requirements on climate risk, align our disclosure with the Task
Force on Climate-Related Financial Disclosures (the TCFD)
recommendations and collaborate within the industry to close
potential gaps.

Risk performance

The table below shows UBS Europe SE’s overall risk position as
of year-end 2020 measured by the economic risk exposure for
all material risks. Residual material risk types not explicitly listed
in the table are implicitly included in other risk types and are
adequately covered with internal capital. Liquidity risk is covered
through the ILAAP.

Overview of economic risk exposure for UBS Europe SE

EUR million 31.12.2020 30.06.2020
Credit/Issuer Risk incl.

Country Risk 219 25!
Market Risk 273 282
Operational Risk incl.

Legal Risk < s
Funding Cost Risk

incl. FVA KL KL
Business Risk 264 289
Pension Risk 113 102
Aggregated Risk Exposure 2,198 2,231
Management buffer 330 345
Aggregated risk exposure 2,528 2,576

including management buffer

Due to UBS Europe SE’s business model, its risk profile is
mainly exposed to operational, credit and business Risk. UBS
Europe SE is aware of the existence of diversification effects, but
choses a conservative approach by disregarding these effects
when aggregating the individual risk amounts across risk types.
A management buffer for the economic view is established in
order to ensure the continuity of the business model even in
times of stress. The management buffer is confirmed and
calibrated at least annually and is as of 4Q20 set to 330m. As of
31.12.2020 UBS Europe SE's excess capital excluding
management buffer amount to 419EUR million and capital
surplus after management buffer amount to 89EUR million
demonstrating UBS Europe SE's strong capital position.

Key ratios for the normative perspective are reported in the
sections “Key ratios” and “Own funds”.

Liquidity risk and funding risk is governed and managed as
part of the liquidity and funding (L&F) framework and UBS
Europe SE's ILAAP. The regulatory liquidity and funding risk
metrics, Liquidity Coverage Ratio (LCR) and Net Stable Funding
ratio (NSFR), are calculated in accordance with the regulatory
requirements. The LCR assesses whether UBS Europe SE has
sufficient HQLA to survive a significant stress scenario over a
period of 30 days. The LCR is reported in compliance with the
Regulation (EU) 2015/61, to complement the disclosure of
liquidity risk management under Article 435 of the CRR The
NSFR requires banks to maintain a stable funding profile in
relation to the composition of their assets and off-balance sheet
activities. UBS Europe SE calculates the NSFR in line with the
regulatory provisions, even though a regulatory minimum
requirement is not in place yet.

Both, UBS Europe SE's LCR and NSFR exceeded 100% per
reporting throughout 2020. Key liquidity and funding ratios are
reported in the section “Liquidity”.

All individual risks as well as UBS Europe SE's overall risk and
capital position are properly managed, mitigated and monitored
as outlined in the following chapters.

Risk strategy and risk appetite

UBS Europe SE’s Risk Strategy consists of the Risk Governance

(see section “Risk management organization and governance

structure”) and Risk Appetite Statement (RAS). The

Management Board of UBS ESE is responsible for the

development of the Risk Strategy and regular updates. The

yearly update of the risk appetite is based on the Risk Profile in
order to reflect the most current risk profile of the entity. In
case, there are any changes of relevant to the content of Risk

Strategy (e.g. changing risk profile or limits) during the year, the

document is updated on ad-hoc basis and approved by the MB.

Thereafter, the Risk Strategy is brought to the attention of and

discussed with the Supervisory Board, at least on an annual basis

or ad-hoc in case of major changes.

UBS Europe SE's Risk Appetite Statement is designed to
ensure that risk-taking is in line with the entity’s strategic
priorities, values, business activities and capital and liquidity
plans. This is achieved by:

— Embedding a sound risk culture in the entity, that is sup-
ported by appropriate risk governance, principles for risk
management and control, a comprehensive code of business
conduct and ethics and a set of compensation principles.

— Establishing explicit risk appetite objectives to relate risk
exposure to the risk capacity.

In the Risk Appetite Statement, the Management Board
expresses the risks it is willing to take with the business activities
by formulating qualitative and quantitative risk appetite
statements. In pursuit of its aspiration to provide sustainable
capital-efficient services and solutions to its clients, UBS ESE is
exposed to certain risks that cannot be directly quantified in
terms of potential losses. These risks are managed through
ongoing focus and investment in governance processes, risk
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management, technology, training and controls. With the
qualitative risk statements the desired risk culture is formulated
for the risk categories where a qualitative formulation is
meaningful, supported by policies and control frameworks. The
guantitative risk statements are designed to ensure the entity's
resilience against the impact of potential severe adverse
economic or geopolitical events by imposing numerical limits,
triggers and targets (LTTs) on stressed and non-stressed metrics,
which show existing or potential direct impact on capital or
liquidity.

The objectives aim to ensure that the company maintains
sufficient capital, liquidity and funding such that it can continue
to meet regulatory requirements and operate as a going concern
following severe adverse economic or geopolitical events. The
framework is comprehensive in aggregating all material risks
across the company.

The Risk Appetite Statement and objectives are reviewed and
approved at least annually by the Management Board. The risk
appetite is translated into limits, triggers and targets (LTT) and
operating instructions in form of policies and guidelines as
outlined in section “Risk Monitoring”. The risk appetite objectives
are evaluated and reported to the Risk Committee monthly.

Risk measurement, monitoring and management for ICAAP

UBS Europe SE has a well-established framework for the ICAAP
comprising the key elements: risk identification, risk strategy and
appetite, the current and future risk quantification in the
normative and economic view as well as additional stress testing
activities. The ICAAP framework is complemented by the ILAAP
framework outlined in chapter “Risk Measurement, Monitoring
and Management for ILAAP“. The governance is consistent
between the ICAAP and ILAAP framework with clearly defined
roles and responsibilities. The following chapters describe in
more detail the scope and nature of the applied risk
management objectives and policies for the ICAAP.

Risk quantification and stress testing

Within the ICAAP UBS Europe SE ensures that all material risks
that need to be capitalized according to the Risk Profile (see
section “Risk Profile”) are adequately quantified within the
economic and normative perspective. The two approaches are
complementary and mutually inform each other to ensure that
all relevant information and risks stemming from business
activities of all divisions and branches of UBS Europe SE are
appropriately covered.

The economic perspective emphasizes the objective to
capture the economic situation that is explicitly not based on
accounting or regulatory provisions but taking into account fair
value considerations for current assets, liabilities and risks. UBS
Europe SE's capital adequacy under the economic perspective is
assessed by contrasting the internal capital with the aggregated
risk exposure to calculate the excess capital (see section “Risk
Performance”). The internal capital is of sound quality and
determined in a prudent and conservative manner within the 1Y
horizon. This is achieved by using the regulatory own funds as
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anchor point and ensuring that prudential adjustments are
made. In addition, consistent with the economic capital
adequacy concept and to ensure prudence, any planned capital
transactions that are considered likely to take place within the
planning horizon and would reduce internal capital are deducted
within the calculation of internal capital. Any planned capital
transactions that would increase internal capital are
conservatively not recognized until they are completed.

The aggregated risk exposure is defined as stress losses
derived from internal statistical models per risk type with a
confidence level of 99.9% and over a 1Y horizon. UBS Europe
SE has developed the following statistical models for the
different risk types:

Overview of quantification methods for the economic perspective
Credit Risk and Merton-style structural Credit Risk models
Issuer Risk
Market Risk

Operational Risk

Monte Carlo simulation

Advanced Measurement
Approach (AMA)

Incremental impact of spread

increases based on historical simulations

Loss estimation on other

comprehensive income

Loss income distribution

derived from simulations and applied haircuts

Funding cost Risk
and FVA

Pension Risk

Business Risk

The individual economic risks are aggregated to an overall risk
exposure amount. UBS Europe SE is aware of the existence of
diversification effects, but choses a conservative approach by
disregarding any diversification when aggregating the individual
risk amounts across risk types. The risk quantification in the
economic perspective is complemented by an additional stress
testing program to reveal whether the economic internal
perspective would become a shortage under additional stress
assumptions. In case of an insufficient capitalization in the stress
scenario, procedures and management actions are triggered to
ensure capital adequacy even under additional stress
assumptions.

The objective of the normative perspective is the assessment
of the institution’s ability to fulfil all its capital-related regulatory
and supervisory requirements on an ongoing basis over the
medium term. The normative view is quantified with the capital
plan (development of own funds and pillar 1 capital
requirements) over a 3-year horizon derived from the strategic
business plan. Approaches for pillar 1 capital requirements are
described in section “Capital requirements”. The sustainability of
the capital plan is challenged by specific adverse stress test
scenarios over the same time horizon. Stress testing is used to
estimate the loss that could result from extreme yet plausible
macroeconomic and geopolitical stress events, enabling
identification, better understanding and management of
potential vulnerabilities and risk concentrations. The chosen
scenarios include prolonged periods of adverse developments
that imply a significant capital depletion considering all material
risks affecting own funds and risk-weighted assets (RWA) over



the planning period. The relevant scenarios are chosen and
approved by the Management Board at least annually and
confirmed quarterly. The scenarios are designed and selected
based on UBS Europe SE's risk profile and cover the key
vulnerabilities of the firm on a variety of adverse but realistic
developments.

Furthermore, UBS Europe SE performs an Additional Stress
Testing (AST) program including (i) a comprehensive range of
portfolio- and risk-type-specific stress tests and (ii) reverse stress
testing. Portfolio specific stress tests, which are tailored to the
risks of specific portfolios, may be subject to limits to explicitly
control risk taking, or may be monitored without limits to
identify vulnerabilities. Reverse stress testing starts from a
defined stress outcome and works backwards to identify the
economic or financial scenarios that could result in such an
outcome. As such, reverse stress testing is intended to
complement forward stress tests by assuming “what if”
outcomes that extend beyond the range normally considered,
and thereby potentially challenge assumptions regarding severity
and plausibility. The aim of the AST is to identify idiosyncratic or
portfolio specific vulnerabilities and assess impacts of extremely
severe and improbable events. The AST program is designed to
inform or trigger the adaption of the ICAAP calculation in case
any implausibility is identified.

Risk monitoring

The risk appetite as described in section “Risk Strategy and Risk
Appetite” is translated into comprehensive risk appetite
objectives as well as limits, triggers and targets (LTT) and
operating instructions in form of policies and guidelines. A limit
is a hard control and a breach is only permitted in case of a pre-
approval by the limit owner. A trigger sets a boundary within
UBS Europe SE is expected to operate in. When a trigger is
reached, the trigger owner must ensure that the respective
parties take predetermined course of action, e.g. liquidation of
positions, portfolio analysis or review of the business plan. A
target is a boundary that is desirable for UBS Europe SE to
operate in. Targets are soft controls and actions for target
breaches are assessed on a case-by-case basis. The status of key
risk limits is reported on a frequency appropriate for each
individual metric, and utilization against portfolio limits is
formally reported to the Risk Committee quarterly. The risk
appetite objectives and limits are reviewed at least annually by
the Management Board or the appropriate authority and
adjusted where necessary to be consistent with business plans
and confirmed risk appetite. Generally, the taking of risks that
are not covered by an approved limit or are beyond risk appetite
is not permitted, unless otherwise pre-approved by Risk Control
functions (e.g. on the grounds of materiality).

The Business (i.e. Front Office) is required to escalate any limit
or risk appetite breaches. All excesses must be reported in
accordance with the Instructions to Risk Authorities. Reckless or
flagrant disregard for risk limits or risk appetite may result in
disciplinary action, including dismissal.

The UBS ESE CRO must be advised of all written warnings
issued and of any dismissals as the result of risk limit and
appetite breaches and policy violations.

In addition, UBS Europe SE monitors and reports risk
concentrations across various dimensions including single
name/counterparty, industry/sector, country and region. Actual
and potential risk concentrations of the direct or indirect credit
risk exposures of UBS are subject to the Risk Concentrations
policy, outlining respective responsibilities as well as
identification, monitoring, and reporting requirements. This
policy covers requirements to address risk correlation and
Wrong-Way risk. Risk concentrations of credit exposures for UBS
Europe SE include all counterparties, including third party clients
as well as UBS affiliate companies in general, and UBS AG as
parent bank in particular.

Risk management

The risks are managed within the business and monitored by the
control functions according to the risk appetite. Besides
continuous monitoring, limit framework and escalation the
following sections describes the risk mitigation techniques per
risk type.

Credit risk

Credit risk is actively mitigated in a number of ways depending

on the type of risk: collateralization of Lombard, mortgages and

derivatives, sub-participation of IB banking book loans,
continuous monitoring and comprehensive limit framework.
Credit risk in the WM business activities is dominated by the
client Lombard and mortgage business. Collateralization is an
inseparable element of this credit business outlined as follows:

— UBS Europe SE's Lombard activities are subject to strict
collateralization rules requiring pledged available collateral for
which haircuts to the market values are applied. The haircuts
depend on liquidity, intra-portfolio concentration and
stability/ volatility of the collateral. Single concentration risk of
clients’ exposure is closely monitored on a daily basis.

— UBS Europe SE’'s mortgage lending is linked (via mortgage
deed) to individual real estate properties for which clients
receive dedicated loans. UBS Europe SE reduces risks by
applying a set of comprehensive criteria that have to be
fulfilled by clients in order to be eligible for a loan including
debt service capacity.

— Additional credit risk arises from nostro and intra-bank
accounts used for facilitating client services including the
settlement of client transactions. Third party banks act as sub-
custodians or as clearers for the assets of clients. The
associated settlement risk is mitigated by various methods
including payment netting, continuous net cash settlement,
and covered settlement like account-account settlement or
Delivery Versus Payment (DVP).

Credit risk from the IB business activities is dominated by the

derivatives and SFT business. Mitigants such as collateralization
or margining are an inseparable element of many IB credit
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activities such as securities financing (repos), and many OTC
derivatives. Settlement risk is mitigated by strict control
framework, limits, netting and bilateral confirmation. All lending
commitments out of the banking book, which are entered into
by UBS Europe SE, are fully sub-participated to UBS AG once
drawn under the terms of a Master Sub Participation Agreement
(MSPA). Counterparty derivative risk exposure from IB is subject
to UBS Europe SE’s limit framework which sets counterparty-
specific  limits based on risk appetite, counterparty
creditworthiness and the scope of business. The management of
counterparty credit risk is further described in section
“Counterparty credit risk”.

Market risk

UBS Europe SE primary portfolio measures of market risk are
liquidity adjusted stress (LAS) loss and value at risk (VaR). These
measures are complemented by concentration and granular
limits for general and specific market risk factors. In addition,
Market and Treasury Risk Control applies a holistic risk
framework which sets the appetite for treasury-related risk
taking activities across the entity. A key element of this
framework is an overarching economic value sensitivity (EVS)
limit. In addition, the sensitivity of net interest income (NII) to
changes in interest rates is monitored in order to analyze the
outlook and volatility of net interest income based on market-
expected interest rates.

Market risk is actively mitigated to UBS AG using automated
micro-hedges or employing hedging capabilities with external
counterparties to reduce the remaining risk for the portfolio. The
use of internal and external hedges mitigates market risk
significantly. The effectiveness of such hedges is monitored daily
as part of the trader signoff process and by means of risk limits.
Daily monitoring of market risk against limits also ensures that
remaining market risk stays within articulated risk appetite. The
management and mitigating strategies for interest rate risk in
the banking book is described in section “Interest rate risk in the
banking book”.

Operational risk

Operational risk is controlled by continuous development and
implementation of the Operational Risk Framework in all three
lines of defense and in line with the Group Operational Risk
Framework and policies. Furthermore, UBS AG provides an
indemnity agreement against specific operational losses to the
Luxembourg Branch limiting and mitigating the company’s
exposure to operational risks.

Besides, UBS Europe SE conducts regular reporting using
operational risk taxonomies, which allows identifying trends,
monitoring developments closely and initiating mitigating
actions in a timely manner. The taxonomy dividing operational
risk in categories has been approved by the Operational Risk
Control (ORC) function and is regularly reviewed against the
development of the business model. Internal controls are
embedded in the business activities and processes, which are
subject to an independent approval process by ORC controllers.
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The controls include policies, procedures, systems, governance,
training and culture besides other approaches to mitigate
operational risks. In line with the UBS Group’s Key Procedural
Control Instance Assessment Guidance, UBS Europe SE conducts
a self-assessment at least semi-annually and reports the results
to the appropriate risk committee. In addition, key risk
assessments are performed annually within the firm, which are
designed to evaluate inherent risk, control mechanism and the
residual risk from reputational & media, regulatory, financial,
market impact and client risk.

Business risk

Business risk is derived from a negative impact on earnings from
lower than expected business volumes or margins, which are not
offset by a decrease in expenses. Business risk is mitigated by
frequent monitoring of key indicators against objectives to
ensure the possibility to take short-term actions if necessary. UBS
Europe SE regularly monitors and reports the income and
expenses by divisions in order to track earnings generated by
fees and interest margins. To mitigate risk further the business
strategy does not focus on providing specific niche products, but
rather exhibits a broad diversification of revenue sources among
UBS Europe SE Business and Treasury functions.

Pension risk
UBS Europe SE pension risk applies to all unfunded defined
benefit obligations (DBO) and its resulting sensitivity to changes
in interest rates. UBS Europe SE reviewed existing pension
schemes and implemented changes transferring the pension risk
of newly established pension schemes to external companies or
covering the risk with indemnity agreements, where possible.
Pension risk is monitored by measuring liabilities by actuarial
revaluation and the development is closely monitored in the
normative and economic perspective against the risk appetite.

Model risk

Model risk is mitigated by a comprehensive model governance
framework ensuring the independence of the validation
function. A single model inventory registers all models used in
the institution. Model risk is considered in each risk model
through prudent approach, i.e. via add-ons or conservative
parametrization as well as under Operational Risk.

Funding cost risk

This section only presents the capital/ICAAP-related funding risk
aspects, namely funding cost risk. The ILAAP related liquidity and
funding risks are reported as part of section “Risk Measurement,
Monitoring and Management for ILAAP”.

Funding cost risk (in terms of risk to capital) may result in
higher-than-expected funding costs due to wider-than- expected
UBS credit spreads when existing funding positions mature and
need to be rolled over or replaced by other, more expensive
funding sources.

To mitigate funding cost risk, UBS Europe SE adheres to the
Group Treasury Framework including the following elements:



— Modelled IR duration: Limit applied at business unit levels,
monitored by Treasury on a monthly basis. It covers interest
rate modelled duration of non-contractual maturity client
liabilities (replication portfolios).

— UBS Europe SE monitors this risk also under stress, by
estimating the incremental funding costs due to a projected
increase in funding spreads and to shifts in funding sources in
a stress economic scenario.

— Treasury measures, monitors and manages liquidity and
funding positions on a day-to-day basis using internal and
regulatory models and tools.

— Funding cost risk arising from uncollateralized OTC derivatives
based on differences between UBS Europe SE's own funding
curve and the risk-free curve are hedged.

Risk measurement, monitoring and management for ILAAP

UBS Europe SE has a well-established framework for ILAAP. The
bank’s liquidity and funding risk is monitored, efficiently
structured and managed on an entity specific basis and as an
integral part of the Group’s liquidity and funding strategy.

UBS Europe SE measures and monitors liquidity risk using a
set of internal and regulatory models/metrics and tools, which
cover different scenarios. Stress scenarios consider not only
existing balance sheet positions but also take into account off-
balance sheet and contingent funding requirements. The key
internal models address both near term liquidity risk as well as
longer term structural liquidity and funding risk.

UBS Europe SE's liquidity objective is to ensure sufficient
liquidity or access to funding sources, to survive a severe 3-
months idiosyncratic and market-wide liquidity stress event;
allowing for discrete management actions instructed by Treasury
in addition to monetizing the bank’s liquidity reserves. UBS
Europe SE's funding objective is to ensure the firm has sufficient
long-term funding to maintain franchise assets at a constant
level under stressed market conditions for up to one year.

The strategy, as set out in UBS Europe SE's Risk Strategy, is
supported through the UBS Europe SE liquidity and funding
policy framework.

The risk appetite and assumptions of the internal liquidity and
funding models are reviewed and approved by the Management
Board and the ALCO at least annually as part of the ILAAP.

UBS Europe SE is further subject to prudential regulations to
maintain appropriate liquidity metrics, specifically the LCR.
Throughout 2020, UBS Europe SE's internal liquidity & funding
metrics as well as the LCR, were at all times above the limits set
by the Management Board. UBS Europe SE's average monthly
LCR was at 151%, the year-end LCR stands at 173%. Future
changes in the regulatory regime will be adopted as the
requirements evolve, e.g. the NSFR minimum requirements.

As part of UBS Europe SE's 3-year strategic planning, Treasury
plans and manages the size of the firm’s Liquidity Portfolio and
Funding Plan. UBS Europe SE is funded on a diversified manner,
with customer deposits and its stable going & gone concern

capital as main funding sources. UBS Europe SE is a deposit
taking bank with WM clients; this diversified deposit base
represents a sticky funding source for the bank. UBS Europe SE is
not and has no plans to start issuing, neither in business-as-usual
nor in stress, any unsecured or secured Certificate of
deposit/Commercial  Paper/Bond, Securitization papers or
structured notes.

UBS Europe SE further maintains a Contingency Funding Plan
(CFP), which provides a clear plan to ensure UBS Europe SE is
prepared to respond to a liquidity crisis scenario. It summarizes
management actions and defines roles and responsibilities in
supporting the liquidity of the entity in a liquidity crisis. Liquidity
crisis  scenario analysis and contingency funding planning
support the liquidity management process, which ensures that
immediate corrective measures to absorb potential sudden
liquidity shortfalls can be put into effect.

Risk Reporting, systems and control framework

Risk management objectives and policies described in previous
chapters are linked to the established reporting and control
framework. UBS Europe SE ensures that risks are reported for
internal control purposes at a frequency and to a level of detail
commensurate with the extent and variability of the risk and
needs of senior management. It is the responsibility of the
business units creating and managing the risk to ensure that
control functions are provided with appropriate data at sufficient
levels of granularity to compile reports. UBS Europe SE’s risk
management framework contains a regular and comprehensive
reporting landscape to ensure monitoring of adequate liquidity,
capital and risk exposure levels. The internal reporting is used for
the escalation of risk indicators and the initiation of appropriate
mitigating actions. The external reporting is used to comply with
risk reporting requirements by the regulators.

The risk reporting for internal and external requirements is
supported by UBS Europe SE’s risk measurement systems as
described in the previous chapters. The system infrastructure
incorporates the relevant legal entities and business divisions and
provides the basis for reporting on risk positions and limit
utilization to the relevant functions on a regular and ad-hoc
basis. UBS Europe SE’s risk management systems are reviewed
by Internal Audit following a risk-based audit approach.

To ensure accurate, complete and timely reporting of data,
UBS Europe SE has defined and implemented a data
management and control framework. The data management
governance applies to internal and regulatory models built and
follows the principle to use single data sources for the same
information, reconciled data with an audit trail as well as data
sourcing process workflows. UBS Europe SE's control framework
is designed in line with the UBS Group Operational Risk
Framework ensuring a strong control process is in place to
identify and manage identified weaknesses, while also ensuring
compensating measures like additional controls or conservative
assumptions are in place.
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The following overview presents the most import internal risk

reports to monitor UBS Europe SE's risk management process:
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Daily Summary Report: The report is owned by Regulatory
Reporting and distributed to the CFO, CRO and respective
functions. The report contains collateral calls per product
category, excess / deficits to collateral held, RWA including
limit utilization, capital held and capital ratios compared to
regulatory limits and internal triggers. The reports are
escalated to additional Management Board members, when
significant developments within the Limit, Triggers and
Targets are observable.

Daily Liquidity Monitoring Report: The report is owned by
Treasury and distributed to the CFO, CRO and respective
functions. The report contains an overview of internal
liquidity and funding metrics, LCR and supplementary metrics
and their respective utilization.

Monthly Risk Report: The report is owned by Risk Control and
distributed to the Supervisory Board, the Management Board,
further RCC members and regulators. The report is the
independent 2nd level of defense report and receives
approval from the CRO and is presented and discussed in the
RCC meetings. It gives a consolidated risk overview of all
exposures and metrics across risk categories and all divisions.
The report includes firm wide risk metrics, stress test results,
recovery indicators as well as liquidity metrics, large exposures
and an operational risk, market & treasury risk as well as
credit risk overview. In addition, a separate and detailed
Credit Risk Report and Treasury Risk Report are part of the
overall Monthly Risk Reporting Package.

ICAAP Report: The report is owned by Finance and
distributed to the Supervisory Board, the Management Board,
the ALCO and regulators. The purpose of the ICAAP report is
to inform about the results of the internal assessment of risks
and related capital impact at UBS Europe SE including its
material subsidiaries and branches. The report and related
assessment are done and produced on a quarterly basis and
ad-hoc if required. Annually a comprehensive ICAAP package
including a comprehensive documentation and Capital
Adequacy Statement is provided to the regulator.

ILAAP Reporting: The ILAAP documentation incl. Liquidity &
Funding reports are owned by Treasury and distributed to the
Supervisory Board, the Management Board, the ALCO and
regulators. The purpose of the liquidity & funding risk
reporting is to inform the Management Board and the
supervisors on the results of the internal assessment of risks
to liquidity and related impact at UBS Europe SE including its
material  subsidiaries and  branches.  Annually, a
comprehensive ILAAP package including a comprehensive
documentation and Liquidity Adequacy Statement is provided
to the regulator. The key liquidity and funding results are
reported on a daily basis in the daily liquidity monitoring
report and more extensively as part of the monthly Treasury
report.

Monthly Outsourcing Monitoring Report: The report is owned
by Provider Management and distributed to respective line

manager, responsible officers for material outsourcings,
working circle outsourcing and the Service Operating
Committee. The purpose of the report is to inform about the
quality and completeness of material outsourcings. It contains
the status of the material outsourcings, the number of service
deviations, critical areas and KPlIs.

Annual Outsourcing Report: The report is owned by Central
Outsourcing Management and distributed to the Supervisory
Board, the Management Board and the regulator. The report
provides an overview about the inter-entity and third-party
inventory of all outsourcings as well as planned initiatives
throughout the year. The risk inherent in all outsourcings is
assessed both on macro as well as on micro level, including
concentration analysis. Furthermore, important past and
planned activities are described. The report provides a status
and an outlook for the management of all risk exposures
related to outsourcing.

Audit Report: The report is owned by Internal Audit and
distributed to the Supervisory Board and Management Board.
The report is distributed at appropriate intervals but at least
quarterly and includes an overview of the audit mandates
executed during the quarter and financial year, including the
material deficiencies identified, the measures taken to remedy
them and the issue remediation status. It also explains the
status of and performance against the audit plan.

Annual Strategic Capital Plan: The report is owned by UBS
Treasury and distributed to the Supervisory Board and ALCO.
The report provides an overview about the 3-year strategic
capital plan including balance sheet and RWA forecast,
proposed capital measures, the management buffer and the
3-year funding plan.

Annual Compliance Report: The report is owned by the
Compliance function and distributed to the Management
Board and Supervisory Board. In line with the BT 1.2.2
Mindestanforderungen an die Compliance Funktion (Ma-
Comp) the report provides Compliance view on the adequacy
and effectiveness of the applied framework, measures and
procedures. Apart from periodic and ad-hoc reports
throughout the year, the annual reporting obligation is being
fulfilled by issuing this annual compliance report. The report
itself is generated under the consideration of the best

practice guidelines on Securities-Compliance issued by
Bundesverband Deutscher Banken as well as Sec. 6
Wertpapierdienstleistungs-Prifungsverordnung and covers

UBS Europe SE.

Risk analysis money laundering, financing of terrorism & other
criminal offences: The report is owned by the Financial Crime
Prevention (FCP) function and distributed to the Management
Board. The report provides the required risk assessment
completed by UBS Europe SE, in line with Article 8 of
Directive (EU) 2015/849 and Section 5 of the German Money
Laundering Act (GwG). It includes an assessment of UBS
Europe SE risks connected to money laundering and terrorist
financing and additionally a specific risk analysis dedicated to
criminal offences. The assessment is compiled by the UBS



Europe SE Money Laundering Reporting Officer (MLRO) who
provides an update on the anti-money laundering (AML) and
counter terrorist financing (CTF) preventive measures and in
particular on the governance, policies and controls related to
the AMU/CTF framework as well as the framework for the
prevention criminal offences. The document needs to be
approved by the CRO as the responsible board member in
terms of section 4 GwG. Additionally, the Management Board
needs to be informed about the results of the performed
analyses. The risk analysis takes into account relevant risk
factors including those relating to clients, products and
services, transactions and distribution channels and

connected countries and geographic areas. Functions,
divisions and branches have tailored risk reports in place to
enable the functional, divisional and market heads to perform
their supervision duties. In addition to the regular reports,
independent ad-hoc reports are triggered based on the risk
appetite monitoring. The report owner and corresponding
head is responsible to escalate any significant risk
development and/or event to the RCC directly or to the Risk
Control function depending on the urgency of the relevant
topic.
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Key ratios

The following is a summary of the key ratios of UBS Europe SE.

EUR million 31.12.2020 30.06.2020
Total Credit Exposure 30,936 29,673
Total RWA 13,175 13,475

Of which operational risk 2525 3,085 3
Total Own Funds 3,993 4,026

Of which Additional Tier 1 capital 290 290
Capital Ratio - CET1 28.11% 27.73%
Capital Ratio - Tier 1 30.31% 29.88%
Capital Ratio - Total Capital 30.31% 29.88%
Pillar 2 Requirement 3.0% 3.0%
Total Leverage Ratio exposures 41,376 42,147
Leverage Ratio 9.65% 9.55%
Liquidity Coverage Ratio 151% 141%
Eligible liability instruments 1,784 1,794
Total own funds and Eligible liabilities 5777 5,820
Total own funds and Eligible liabilities as a percentage of RWA 43.85% 43.19%
Total own funds and Eligible liabilities as a percentage of Leverage exposure 13.96% 13.81%

Following the results of the 2020 SREP cycle, UBS Europe SE’s Pillar 2 Requirement was reduced from 3% to 2.5% effective from 1
January 2021 onwards.
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Explanations of the Management Board on
the risk profile and risk management process

UBS Europe SE has a well-established risk management
governance and framework. At least annually, UBS Europe SE
performs a risk inventory process and determines a risk profile
on enterprise level based on the current and planned business
activities. The most significant risks are operational risk, credit
risk as well as business risk. UBS Europe SE’s risk strategy and
risk appetite is derived from the risk identification process in
alignment with the strategic business plan. The risk appetite is
operationalized in the risk management process by defining
limits, triggers and targets as well as comprehensive risk appetite
objectives. In general, all material risk categories are capitalized
and covered in the ICAAP normative and economic view.
Liquidity risk is not capitalized as holding capital is not an
effective mitigant. Liquidity risk is efficiently steered and
monitored in the ILAAP framework. An adequate quarterly
management reporting process ensures timely monitoring of the
key capital and liquidity risk metrics. UBS Europe SE’s capital and
liquidity adequacy was ensured throughout the year. Key ratios
are outlined in chapters “Risk Performance”, “Key ratios” and
“Liquidity”.

The Management Board has assessed the adequacy of UBS
Europe SE’s risk management process. Based on this assessment,
the Management Board confirms that the risk management
systems put in place are adequate with regard to the profile and
strategy of UBS Europe SE. The Management Board of UBS
Europe SE has approved the following statement in accordance
with Article 435(1) (e) of the CRR:

The risk management processes of UBS Europe SE comply
with the common standards and they proportionally reflect the
respective extent, complexity and risk exposure of business
activities and operations. The described processes, measures and
monitoring tools are suitable to sustainably ensure the capital
and liquidity adequacy of UBS Europe SE. The risk strategy goals
are measurable, transparent and steerable based on the utilized
processes. The risk management processes are in line with the
risk profile and strategy of UBS Europe SE.
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Management body

Number of directorships held by members of the management
body

In line with legal requirements of a financial institution with the
headquarter in Germany, UBS Europe SE's management body is
organized in a two-tier board structure consisting of the
Management Board and the Supervisory Board (in consistence
with German corporate law). The table below provides the
number of directorships held by members of the management
body according to Article 435 (2) of the CRR as of 31 December
2020, including the mandates at UBS Europe SE.

Recruitment of members of the management body

The recruitment of the members of the management body takes
into account a shortlist of internal and external candidates
containing a preselection of suitable candidates taking into
account the selection criteria on their (i) sufficiently good
reputation, (i) possession of sufficient knowledge, skills and

experience to perform their duties; (iii) ability to act with
honesty, integrity and independence of mind as well as (iv)
ability to commit sufficient time to perform their functions in the
institution and, where the institution is significant, whether or
not the limitation of directorships under Article 91 (3) of the
Directive (EU) 2013/36 is being complied with.

The Supervisory Board (assisted by its Nomination Committee)
is responsible for the recruitment process of the Management
Board as part of the management body taking into account the
requirements according to Section 25c KWG. Supervisory Board
members are elected by the Annual General Meeting taking into
account the requirements according to Section 25d KWG, six of
them without being bound to election proposals, and three
members (employee representatives) are to be elected and
appointed upon proposals from the employee-side.

UBS Europe SE management body - number of mandates (including mandate at UBS Europe SE)

Mandates under Sec.

Total number of 25d (3) German Banking
mandates held at Act (KWG) that count for
31 Dec 2020 the limits under Sec. 25d

Additional Mandates!

Supervisory Board (3), 5.1, n0.3 KWG

Roland Koch 7 4 3
Miriam Gonzalez Durantez 5 1 4
Sabine Keller-Busse 7 4 3
Jonathan (Bobby) Magee 1 1 -
Beatriz Martin 6 2 4
Martin Wittig 5 2 3
Silke Alberts 1 1 -
Jean-Marc Lehnertz 1 1 -
Francesco Stumpo 1 1 -
Total 34 17 17

Total number of Mandates under sec. 25¢

mandates held at 31 Dec trg)|ilr(n\,i\tl56ut:§:rc$cr,]tzfgcr Additional Mandates
2020 2), n0.2 KWG

Management Board !
Christine Novakovic 6 1 5
Heinrich Baer 1 1 -
Pierre Chavenon? 1 1 -
Georgia Paphiti 6 1 5
Andreas Przewloka 5 33 2
Tobias Vogel 9 1 8
Total 28 8 20

' Additional mandates are those which are not subject to the limitations stipulated by the KWG.

2 Pierre Chavenon succeeded Birgit Dietl-Benzin as CRO as of 01.07.2020.

3 One mandate is under the protection of pre-existing mandates with regard to relevance for sec. 25¢ (2), no.2 KWG.
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Diversity in relation to selection of the management body

A diverse workforce is a competitive advantage. Our strategy is
to continuously shape a diverse and inclusive organization that is
innovative, provides outstanding service to our clients, offers
equal opportunities for all and is a great place to work for
everyone. Also, people from different backgrounds and
experiences help us make better decisions and drive innovation.
These principles also apply for the composition of the members
of the management body. The Nomination Committee discusses
and agrees at least annually all objectives for achieving diversity
in the management bodies and recommends relevant adoption.
Furthermore, the Nomination Committee is responsible for
facilitating and monitoring progress towards the achievement of
the objectives.

Gender diversity is a key priority for UBS, and we continue to
be committed to improve in this area. In 2020, to make our
commitment in gender diversity more tangible and demonstrate
our ambitions, a new Group aspirational goal was set: under
this, UBS aims to achieve 30% of women in Director and above
population by the end of 2025. The Management Board of UBS
Europe SE has confirmed this goal for UBS Europe SE as well.

Furthermore, the existing aspirational goal of 27% of women
in the first management level below Management Board and
20% for the second management level was maintained. The
goal for the first management level was not reached for 2020,
with only 18.1%, the goal for the second management level
was exceeded, with 28.6%. As of 31 December 2020, the ratio
of women to men in the UBS Europe SE Supervisory Board was
4:5, exceeding the minimum female representation threshold of
30% for Supervisory Boards (UBS Europe SE is at 44%). The
female representation in the Management Board changed from
3:2 to 2:4 during 2020, thus decreasing to 33% at the end of
2020.

Risk Committee of the Supervisory Board

According to its Rules of Procedure, the Supervisory Board has
established a permanent Risk Committee addressing the specific
concerns of risk management. In 2020, seven regular and three
extraordinary committee meetings took place.
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Scope of regulatory application

This section outlines the scope of the application of the regulatory regime to UBS Europe SE in accordance with Article 436 of the
CRR. As opposed to the consolidation scope under International Financial Reporting Standards (IFRS), the scope of consolidation for
the purpose of calculating regulatory capital does not include the German subsidiary UBS Private Equity Komplementar GmbH. The
financial figures presented below are disclosed as part of the group quarterly publications.

EU LI1 - Differences between accounting and regulatory scopes of consolidation and the mapping of financial
disclosures categories with regulatory risk categories

31.12.2020 Carrying values under scope of regulatory consolidation
Not subject to
Carrying values capital
as reported in requirements or
published  Subject to the Subject tothe  Subject to the subject to
financial creditrisk  Subjecttothe  securitisation market risk  deduction from
EUR million disclosures framework CCR framework framework framework capital
Assets
Cash and balances with central banks 10,573 10,573 - - - -

Other assets 133 133 - - - -
Total assets 48,591 24,266 20,340 - 18,601 349
Liabilities

Due to banks 5077 - - - - 5,077

. Other Liabilities 567 - - - - 567 .
Total liabilities 43,896 - 18,266 - 14,362 25,030
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The following table provides an overview of the main sources of differences between the financial disclosure carrying value amounts
and the exposure amounts used for regulatory purposes.

EU LI2 - Main sources of differences between regulatory exposure and carrying values in financial disclosures

31.12.2020 Items subject to
Credit risk CCR Securitisation Market risk
EUR million Total framework framework framework framework
Assets carrying value amount under the scope of regulatory consolidation (as per template EU LI1) 48,591 24,266 20,340 - 18,601
L|ab|||t|escarrymgvalueamountundertheregulatoryscopeofconsolldatlon(aspertemplateEULI1) .............. 43896_—_18266 ........................ —14362
Total net amount under the regulatory scope of consolidation 4,696 24,266 2,074 - 4,239
Off-balance-sheet amounts (post CCF, e.g. guarantees, commitments) 10,085 10,085 - - -

ment to exposure 116 116 - -
Exposure amounts considered for regulatory purposes? 44,589 33,670 10,919 - 02

' Other differences is largely due to ‘Amounts due to customers' under the balance sheet liabilities which are excluded from the regulatory framework.
2 Exposure is before the allocation of credit conversion factor, credit risk mitigation and after the application of volatility adjustment. No value is shown for market risk because its focus is around capital requirements and not exposure
value.

The table EU LI3 has not been included due to the immaterial difference between the financial and regulatory scope. Only the
German subsidiary UBS Private Equity Komplementar GmbH is excluded from the regulatory scope.
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Own funds

This section provides disclosure information on own funds of UBS Europe SE in accordance with Article 437 of the CRR. The

following table provides a reconciliation of total equity per the balance sheet to the total regulatory capital in accordance with 437
(1) (a) of the CRR and Annex | of Regulation (EU) 1423/2013.

Reconciliation of balance sheet total equity to regulatory capital

EUR million 31.12.2020 30.06.2020
Balance sheet total equity 4,696 4,530
Add:

er 2 instruments classified as other lia

Additional deductions of CET1 Capital due to Article 3 CRR (1)
Total Own Funds 3,993 4,026
of which:
....... - ommonEqU/Wnef7(5p/[a/_37033735
...... Add/z‘/oﬂa/ﬁer/cap/[a/-290290

' The line ‘Unaudited adjustments to reserves' relates to one-off items.
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The table below depicts the main features and terms and conditions of capital instruments issued by UBS Europe SE in accordance
with Article 437 of the CRR.

Capital instruments main features

Common Equity Tier 1 Additional Tier 1

Issuer UBS Europe SE UBS Europe SE

11.06.2023, or earlier
upon occurrence of tax
or regulatory event at
Optional call date, contingent call dates and redemption amount par value
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The following table provides an overview of nature and amounts of capital deductions from the own funds for UBS Europe SE.

Nature and amounts of capital deductions from own funds
EUR million 31.12.2020 30.06.2020

Common Equity Tier 1 capital instruments and the related share premium accounts 4,148 4,191

Accumulated other comprehensive income (and other reserves, to include unrealised gains and losses under the applicable accounting

standards) 2,412 2,455
Common Equity Tier 1 (CET1) capital before regulatory adjustments 4,148 4,191
Prudential valuation adjustment (26) (31)

Intanglbleassets_(401)(407)
“Deferred tax assets that rely on future profitability excluding those arising from temporary differences (net of related tax fiability where the T
(CONGIHONS 1) ATHICIE 38(3) 18 MEL) ..o ereeserseseseeserseses e85 B @),
Gains or losses on balance sheet amounts valued at fair value resulting from changes in own credit standing (13) (13)
AddmonaldeductlonsofCEHCapltalduetoArtche3CRR ................................................................................................................................................ (1) ................................
Total Common Equity Tier 1 capital 3,703 3,736
Additional Tier 1 capital instruments and the related share premium accounts 290 290
L
c/ass/ﬂedaseqwzjwnderapp/mab/eaccoum‘mgﬂandards_290 .......................... o
Total Additional Tier 1 capital 290 290
Total Tier 1 capital 3,993 4,026
Tier 2 capital instruments and the related share premium accounts - -
Total Tier 2 capital - -
Total Own Funds 3,993 4,026
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Capital requirements

Pillar 1 capital requirements

For Pillar 1, regulatory capital exposures are calculated using
supervisory standardised approaches except for:

Credit risk determined by internal credit model

— Exposures arising from OTC derivatives are calculated using
an IMM credit model. Exposures on OTC transactions that are
not approved to be calculated in this model are determined
using the supervisory mark-to-market approach.

— Exposures arising from securities financing transactions (SFT)
are calculated using an IMA credit model. Exposures on SFT
transactions not approved to be calculated in this model are
determined using the supervisory volatility adjustments
approach for master netting agreements.

Market risk

— Exposures relating to interest rate swaps are calculated using
sensitivity models except for trades booked within Group
Treasury which follow standardised approaches.

Operational risk
— The own funds requirement for operational risk is calculated
based upon Basic indicator approach.

UBS Europe SE applies standardised risk weightings where
applicable using external credit ratings of the rating agencies
Moody's, Standard & Poors, Fitch, and DBRS Morningstar.

Assessing capital requirements

UBS Europe SE assesses the adequacy of its capital resources in
terms of both amount and type through a number of processes
governed by the Management Board, the UBS Europe SE Risk
Committee and ALCO.

A Capital Management Framework has been established with
the objective of ensuring that UBS Europe SE complies at all
times with relevant regulation and its internal capital risk
appetite.

As part of the business planning process, each operating
business forecasts its capital needs over a three year horizon. The
resulting plan is subject to stress testing to determine whether
the bank’s capital resources are sufficient should severe market
conditions or other events arise. Furthermore, UBS Europe SE
considers whether the regulatory capital measures specified in
the CRR are sufficient given the risk profile of the bank.

The capital planning process is integrated into UBS Europe
SE's ICAAP framework, in which UBS Europe SE's capital
adequacy is assessed under the Normative Baseline & Adverse
perspectives over a three year-horizon and under the Economic
View to ensure sufficient level of capitalization.

The results of these processes form part of the UBS Europe SE
ICAAP document which is submitted annually to the ECB. The
ICAAP is then assessed by the ECB and used as part of their
Supervisory Review and Evaluation Process (SREP) to set a
minimum capital requirement for the bank. The Board considers
all these factors in establishing the total amount of capital
required and the nature of the capital instruments that should
be issued.

The Board sets capital limits, thresholds and triggers as well as
a management buffer which allows UBS Europe SE to
sustainably follow its business model. Procedures are in place to
monitor the businesses capital consumption against these
metrics and escalate any issues arising through the governance
fora.

Quarterly stress testing is undertaken to ensure that capital
remains sufficient to enable the firm to continue to meet the
Board’s metrics should a stress event occur. The results are
discussed by the ALCO and reported to the Management Board.

UBS Europe SE’s business plan forms part of the overall UBS
Group planning process which is approved by the UBS Group
AG Executive Board.

27



UBS Europe SE | Pillar 3 Supplementary Disclosures
for the year ended 31 December 2020

The following table outlines an overview of the RWAs and capital requirement for UBS Europe SE.

EU - OV1 - Overview of RWAs

31.12.2020 30.06.2020
Minimum capital Minimum capital
EUR million RWA requirements RWA requirements
Credit Risk (excluding CCR) 4,380 350 4,548 364

Floor adjustment - - - _

Total 13,175 1,054 13,475 1,078

" Where not eligible for inclusion in a modelled approach, the mark to market method is used for over the counter (OTC) and exchange traded derivatives (ETD), and the financial collateral
comprehensive method is used for securities financing transactions (SFT).
2 Includes exposures to OTC derivatives under the IMM and exposures to SFTs under a Repo IMA model.
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The following table outlines the breakdown of market risk within UBS Europe SE by the main categories, showing RWAs and capital

requirements. As UBS Europe SE does not utilize advanced approaches these disclosures are derived under the standardised
approach.

EU MR1 - Market Risk under the standardised approach

31.12.2020 30.06.2020

Capital Capital
EUR million RWAs requirements RWAs requirements
Outright products

Securitisation (specific risk) - _

Total 661 53 937 75
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Counterparty credit risk

Methodology used to assign internal capital and credit
limits for counterparty credit exposures

For all counterparty credit exposure, credit risk is measured to
allow risk management and control. Models and methodologies
are developed and applied for measuring credit risk. All models
are approved and reviewed in accordance with the Group policy
on Governance of Models. The models and methodologies for
measuring credit risk are owned by Risk Methodology. A key
measure for credit risk is the Expected Loss (EL) at counterparty
level. EL is a statistically based measure estimating the credit loss
that is expected to arise from a credit exposure within a one-
year time horizon.

Credit risk to individual counterparties is measured based on
three generally accepted parameters: (i) probability of default
(PD) - reflected by assigning a rating to a transaction, collateral
pool or a counterparty; (ii) exposure at default (EaD) - depends
on the underlying product type and exposure segment; (iii) loss
given default (LGD) - reflect debtor and exposure specific factor.

Credit risk is measured at counterparty/transaction level and
where appropriate at portfolio level.

As a general rule, where a credit engagement is
contemplated, credit analysis is performed, where applicable a
counterparty rating set and limits established in line with the risk
being undertaken (i.e. a derivative limit, lending limit etc.).

Investment Bank (IB) limits include: (i) traded products — OTC
are given closeout limits for collateralized trading and potential
future exposure limit for uncollateralized trades; Securities
Financing Transactions - risk and volume limits; and ETD close-
out limits for exchange traded products; (ii) loans are subject to
limits to constrain take and hold and temporary exposure; (iii)
settlement risk limits in notional size measured daily (iv) tenor
restrictions and maturity dates are also set for traded and
banking products, respectively.

Global Wealth Management (GWM) limits include: (i)
Lombard credit facilities, normally uncommitted and valid until
further notice. Loan facilities can be used for overdrafts or fixed
term advances within the parameters defined for Lombard
exposures (ii) UBS Europe SE's maximum risk appetite for a client
is defined by the lower of the total (client specific) lending value
of a client's collateral portfolio or the approved credit limits; (iii)
mortgages is a legacy product in UBS Europe SE with a very
limited offering in Italy.

Limits are subject to periodic review.
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Policies for securing collateral

All credit engagements and collateral arrangements must be
covered by appropriate documentation. Documentation may be
in the form of general terms and conditions and / or product or
transaction specific documentation. Standard documentation is
used where available and appropriate. In all cases, all
documentation must be approved, either generally or
individually, by Legal and must be in accordance with applicable
divisional risk policies.

Within GWM credit transactions are secured by Lombard
eligible collateral duly pledged to UBS Europe SE to allow
liquidation in a close out.

For all Lombard credit facilities, appropriate and duly executed
legal documentation is mandatory to provide the intended risk
mitigation and ensure enforceability of the security interest in
the collateral. The credit documentation grants the bank the
right to call for additional collateral or margin in line with the
defined margin call process, and allow for timely liquidation of
collateral and close-out of transactions, when necessary. The
documentation includes the right to apply the enforcement
proceeds towards discharging all exposures in a close-out
situation.

Documentation is in line with local laws, rules and regulations
and signed-off by Legal. Standard Lombard documentation must
be defined by Legal for each booking center in UBS Europe SE.
Required standards are a function of: (i) jurisdiction of UBS
booking center and UBS Europe SE Legal Entity acting as lender;
(i) domicile of borrower / credit counterparty; (iii) legal form of
borrower / credit counterparty and/or pledger; (iv) type of
exposure (loans, guarantees, OTC derivatives, ETD, etc.) and
collateral; (v) custody structure and trading place of the collateral
(where applicable).

Within B approved Master Agreement incl. applicable
collateral agreement where possible should be used for trading
products. As a general rule, UBS pursues reciprocity in (collateral)
documentation whilst recognizing the potential difference in
ratings or intrinsic strength or regulation between the
counterparties.

The Master Agreements allow for daily MTM (as of the
previous business day) and collateral calls, as well as the
immediate liquidation of collateral (subject to any grace period)
and close-out of all relevant transactions in the event of default
by the counterparty, including failure by the counterparty to
meet collateral calls.



Policies with respect to Wrong-Way risk exposures

UBS Europe SE quantifies Wrong-Way risk exposures when there
is a ‘structural' relationship between exposure and default or
where otherwise a qualitative assessment (by a Credit Officer)
determines that the relationship between exposure and
counterparty is tantamount or equivalent to a ‘structural’
relationship (notwithstanding the presence or absence of a legal
connection).

UBS Europe SE considers two types of Wrong-Way risk:

— Specific Wrong-Way risk: Situations where a counterparty
engages in transactions referencing securities issued by itself
or an affiliate, or other transactions that are determined to be
equivalent in terms of the relationship between the exposure
and the counterparty

— General Wrong-Way risk: All other cases of adverse
correlation between default and exposure, e.g. CDS on
sovereign debt from a counterparty domiciled in that country

Processes are established to identify existing specific wrong /
right way transactions in the UBS Europe SE portfolio across the
OTC, SFT and ETD portfolios and these are reported monthly.

Ordinarily in the measurement of credit risk for the trading
book, the creditworthiness of the counterparty and the exposure
of a transaction are measured and modeled independently.

In a transaction where Wrong-Way risk may occur, UBS
Europe SE needs to adjust to capture these Wrong-Way
scenarios. For specific Wrong-Way risk UBS Europe SE has a
good view as to what exposure could be at default, e.g. a
company'’s stock would be considered to trade at zero upon
default and the value of all derivatives contracts should be
valued as such.

For general Wrong-Way risk not all scenarios where the
country/counterparty defaults are coupled with a Wrong-Way
exposure. The country/counterparty exposure calculations cover
a wide range of potential states of the world including severe
moves in the underlying risk factors. UBS Europe SE is specifically
interested in the exposure in the states of the world where the
country/counterparty defaults and the current framework misses
specific events which drive both exposure and default.

Wrong-Way risk quantification

The ‘extra Wrong-Way' exposure is quantified as an event risk

not captured in our statistical exposure measures. UBS Europe SE

continues to calculate the exposure estimate based on the

established risk measures, which covers a wide range of

scenarios including some severe moves in underlying risk factors,

and add to that the event based exposure.

— Specific Wrong Way Risk — applies the relevant CRR articles
for regulatory capital requirement calculation.

— Specific Wrong Way Risk — relevant for counterparties that
are non-central banks.

Capital allocation / Allocation of loan limits to
counterparties

UBS Europe SE does not provide for any separate capital
allocation as well as limitation of default risks towards
counterparties with derivative items. Both are effected within the
framework of the uniformly applicable limitation process for
counterparty risks. The methods of the regulatory as well as
internal control of large credits apply.

31



UBS Europe SE | Pillar 3 Supplementary Disclosures
for the year ended 31 December 2020

The following tables provides a view of the methods utilized to calculate CCR regulatory requirements together with the main
parameters utilized for each methodology including market values (MV), potential future credit exposures (PFCE), effective expected
positive exposure (EEPE), exposure at default (EAD) and credit risk mitigation (CRM) effects.

EU CCR1 - Analysis of CCR exposure by approach

31.12.2020
Replacement
EUR million Notional  cost/current MV PFCE EEPE Multiplier EAD post CRM RWA
Mark to market 645 2,598 2,224 1,083
"C.).r.i.g.].i.r;;a.l. E;F;c.l.s.ﬁ.r.é ......................................................................................... 1 1L e e
e iéé'd"é'b'ﬁ T T My T e e
R -~ WOV .. ; 999 ................... e ; 986 ............... 2055
e R e e e e
R nd/oﬂgsm/emem”ansamoﬂs ...................................................................................................... ; Gy e ; G 2 o
e fromconffam/a/cmsspmducmemng .................................................................................................................. e e e -
oo I5|mplemethod(for SFTs) ............................................................................................................................................................................ e o
FlnanclalcoIIateraIcomprehenswemethod(forSFTs) .......................................................................................................................................................... 1867825
P R /7 s s e e 1217461
Total 4,424
30.06.2020
Replacement
EUR million Notional  cost/current MV PFCE EEPE Multiplier EAD post CRM RWA
Mark to market 1,246 2,661 2,736 1,242

IMA for SFTs 2,419 407

Total 3,821
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The following table provides the breakdown of the CVA capital charge by approach, UBS Europe SE currently only utilizes the
standardized approach for CVA charge calculation.

EU CCR2 - CVA Capital charge

31.12.2020 30.06.2020
EUR million Exposure value RWA Exposure value RWA

Total portfolios subject to the advanced method

Based on the original exposure method
Total subject to the CVA charge 2,705 1,099 2,451

33



UBS Europe SE | Pillar 3 Supplementary Disclosures
for the year ended 31 December 2020

The following tables provide a breakdown of CCR exposures by type of portfolio and risk weight.

EU CCR3 - Standardised approach - CCR exposures by regulatory portfolio and risk?

31.12.2020 Risk Weight Of which
EUR million 0% 2% 4% 10% 20% 50% 70% 75% 100% 150%  Other unrated

Exposure classes

Institutions and corporates with a short-term credit

T eeeeeeeeeee e 4444444244224 2 82282282488 4444 R R R R AR 44444444 RS e AR SRR
Other items - - - - - - - - - - - - -
Total 416 892 - - 3190 1,992 - - 2N - - 9,261 4,076
30.06.2020 Risk Weight Total Of which
EUR million 0% 2% 4% 10% 20% 50% 70% 75% 100% 150%  Other unrated

Exposure classes

Institutions and corporates with a short-term credit
assessment

Other items -

Total 465 2,273 - - 3,072 1,650 - - 2,336 0 - 9,796 3,452
" Exposure is stated after the application of CCFs and CRM and the addition of volatility adjustments to exposures.

Over the period there was no particular driver for the movements within the type of exposure and risk weight. The nature of CRR
can be volatile due to daily settlement and revaluation effects and these movements are deemed within normal levels.
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The following tables outline the impact of netting and collateral held on

transactions cleared through a CCP.

EU CCR5-A - Impact of netting and collateral held on exposures

CCR exposures, including exposures arising from

31.12.2020

Gross positive fair Netted current credit
EUR million value! Netting benefits exposure Collateral held  Net credit exposure
Derivatives 10,717 3,003 7,714 1,538 6,176
SFTs 11,456 - 11,456 8,371 3,085
Total 22,173 3,003 19,169 9,908 9,261
30.06.2020

Gross positive fair Netted current credit
EUR million value! Netting benefits exposure Collateral held Net credit exposure
Derivatives 11,142 3,947 7,195 1,799 5,396
SFTs 14,472 - 14,472 10,760 3,712
Total 25,614 3,947 21,667 12,559 9,108

T Derivatives gross positive fair value is materially the sum of gross positive replacement value together with the gross PFCE of the trades treated under the mark to market methodology
and the EEPE exposure calculated using the UBS Europe SE's approved credit model. SFT gross positive fair value is materially the asset value, from both the on- and off- balance sheet,
of cash and securities lent out and the company's approved model for calculating SFT exposure.

The following tables provide a breakdown of all types of collateral posted or received to support CCR exposures on derivatives and

SFTs.

EU CCR5-B - Composition of collateral for exposures to CCR

Collateral used in derivative transactions

Collateral used in SFTs

31.12.2020
Fair value of collateral received Fair value of collateral posted Fair value of Fair value of
collateral collateral
FUR million Segregated Unsegregated Segregated Unsegregated received posted
Cash - 10,093 - 9,039 12,507 14,925
Non-cash 765 1,010 348 292 18,361 15,777
Total 765 11,103 348 9,331 30,868 30,702
30.06.2020 Collateral used in derivative transactions Collateral used in SFTs
Fair value of collateral received Fair value of collateral posted Fair value of Fair value of
collateral collateral
FUR million Segregated Unsegregated Segregated Unsegregated received posted
Cash - 10,435 - 8,875 22,351 25,105
Non-cash 635 969 294 177 28,776 25,884
Total 635 11,404 294 9,052 51,127 50,989
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The following table provide an overview of the credit derivative portfolio of UBS Europe SE by product group using notional
amounts. UBS Europe SE does not utilize credit derivatives within its banking book.

EU CCR®6 - Credit derivative exposures

31.12.2020 30.06.2020

- Protection Protection Protection Protection Other
EUR million bought sold Other bought sold
Notionals
Smglenamecred|tdefau|tswaps ................................................................... 1999 ................... 1627 ..................... e 1316 ...................... —
Mult|namecredltdefaultswaps ...................................................................... S sp— e o o
Total Notionals 2,342 1,968 - 2,112 1,769 -
Fair values

Negati\./.e fair value (liability) 24 21 -
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The following table provides a view of the drivers behind the change in the RWA relating to OTC derivatives under the IMM over the
period.

EU CCR7 - RWA flow statements of CCR exposures under the IMM

31.12.2020
EUR million RWA Amounts Capital Requirements
RWAs as at the end of the previous reporting period (30.06.2020) 1,728 138

RWASs as at the end of the current reporting period (31.12.2020) 2,055 164
30.06.2020

EUR million RWA Amounts Capital Requirements
RWAs as at the end of the previous reporting period (31.12.2019) 2,066 165

RWASs as at the end of the current reporting period (30.06.2020) 1,728 138
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The following table provides an overview of the CCR charge resulting from exposures to Central Clearing Counterparties (CCP). It
sets out the types of exposures as well as their related capital charges.

EU - CCR8 - Exposure to CCPs

31.12.2020 30.06.2020
Exposure Exposure
EUR million value RWA value RWA
Exposures to QCCPs (total)! 137 208

Unfunded default fund contributions

T Exposures associated with initial margin that have not been excluded under CRR Article 306(1)(c), have been subsumed within the exposure values disclosed under (i), (ii) and (iii) where appropriate.
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Countercyclical capital buffer

The following table sets out credit exposures as at 31 December 2020, split by geographical distribution, utilized in the calculation
of the countercyclical capital buffer.

Geographical distribution of credit exposures relevant for the calculation of the countercyclical capital buffer

General Trading
credit  book posi-  Securitisa-
exposures  tionexpo-  tionexpo- Ownfunds  Own funds

taken sures taken  sures taken require- require-  Own funds
underthe  underthe  under the ments: ments: require- Own funds Counter-
stan- stan- stan- general trading ments:  Total own require- cyclical
31.12.2020 dardised dardised dardised credit  book posi-  securitisa- funds re- ments capital
EUR million approach approach  approach  exposures tions tions  quirements weights  buffer rate

Breakdown by country
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Geographical distribution of credit exposures relevant for the calculation of the countercyclical capital buffer
(continued)

General Trading
credit  book posi-  Securitisa-
exposures  tionexpo-  tionexpo- Ownfunds  Own funds

taken sures taken  sures taken require- require-  Own funds
underthe  underthe  under the ments: ments: require- Own funds Counter-
stan- stan- stan- general trading ments:  Total own require- ydlical
31.12.2020 dardised  dardised  dardised credit  book posi-  securitisa-  funds re- ments capital
EUR million approach approach approach  exposures tions tions  quirements weights  buffer rate

Breakdown by country (continued)

0 0 0 0.00 0.000%
Total 8,246 35 559 1 560 1.00 0.032%

Venezuela 2
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Countercyclical capital buffer
The table below sets out the calculation of the countercyclical capital buffer.

Amount of institution-specific countercyclical capital buffer

EUR million 31.12.2020 31.12.2019
Total risk exposure amount 13,175 15,146
Institution-specific countercyclical buffer rate 0.032% 0.251%
Institution-specific countercyclical capital buffer requirement 4 38
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Credit exposure

The following table shows the average amount of net exposures over the period by exposure class.

EU CRB-B - Total and average net amount of exposures®

31.12.2020 31.12.2019
Net value of ~ Average net Net value of ~ Average net
exposuresat  exposures exposuresat  exposures
the end of over the the end of over the
EUR million the period period the period period
Central governments or central banks 14,042 13,275 8,584 9,594

Other exposures 113 142 133 199

Total standardised approach 44,589 46,840 43,442 42,932

" Exposure is taken before the application CCFs and CRM.
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The following table provides a breakdown of exposures by geographical areas and exposure classes.

EU - CRB-C - Geographical breakdown of exposures®

31.12.2020

Nether- Switzer- United  Rest of Total  Restof Total Al
EUR million Austria France Germany Italy Luxembourg lands Spain land Kingdom  Europe  Europe World  regions
Central governmentsand 457 955 10053 279 78 101 %5 - ~ 660 13000 1042 14,042
Ol RS e ene e eee e e eee e et ettt et et eree e ettt et e
Regional governments B _ 375 37 B _ _ _ _ 48 460 _ 460

and local authorities

“Multilateral development

baks ] ] ] e ] ] ] ] ] S
International _ _ _ _ - - - - - - - 413 413
organisations

Other items - - n - - - - - 13 - 13
Total 1,035 4,018 13,913 2,502 6,562 1,279 2,042 2,993 1,213 4177 39,733 4,856 44,589
31.12.2019

Nether- Switzer-  United  Rest of Total ~ Restof Total All
EUR million Austria France Germany ltaly Luxembourg lands Spain land Kingdom  Europe  Europe World  regions

Central governments and

79 337 5,841 358 664 7 49 - - 121 7,456 1,128 8,584
Il DTS oo e oottt
Regional governments i i 275 23 i i i M 359 3 362
AN Ol U O S e oottt
Public sector entities - 3 471 50 - 139 - - 663 4 667
Multilateral development . . . . . . 123 123 259 382
banks

'Exposures associated with

particularly high risk ) ) ) ) -

R e s o o s s o - i
B e o s e o e e s et -
e o e g e o e s e R g — 133
Total 2,494 4,476 8,639 3,287 6,069 1,577 1,993 3,312 2,816 4,053 38,714 4,728 43,442

T - Exposure is taken before the application of CCFs and CRM

- Individual disclosures are stated for the key markets. Countries for which a credit risk exposure exists but for which no individual disclosure has been made are displayed in categories 'Rest of Europe' and 'Rest of
World" and are as follows: Andorra, Argentina, Australia, Bahamas, Bahrain, Barbados, Belgium, Bermuda, Bolivia, Brazil, British Virgin Islands, Canada, Cayman Islands, Chile, Columbia, Costa Rica, Croatia,
Cyprus, Czech Republic, Denmark, Dominican Republic, Ecuador, Estonia, Finland, Gibraltar, Guatemala, Guernsey, Hellenic Republic, Hong Kong, Iceland, Ireland, Isle of Man, Jersey, Kuwait, Lebanon,
Liechtenstein, Mali, Malta, Mexico, Netherlands Antilles, Norway, Panama, Paraguay, Peru, Poland, Portugal, Qatar, Russia, Saint Kitts and Nevis, Saudi Arabia, Singapore, Sweden, Taiwan, Thailand, Trinidad and
Tobago, Turkey, Ukraine, United Arab Emirates, United States, Uruguay, Venezuela.
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The following table provides a breakdown of the exposures by industry or counterpart types and exposure classes.

EU CRB-D - Concentration of exposures by industry or counterparty types ?

31.12.2020 Public
Administration administration  Professional,
» and Support Financial and and defence; scientific and Transporta-
EUR million service  insurance  Manufactu- Private  Compulsory technical tion and
activities activities ring  Households social security activities  Real Estate storage Other Total

Central governments and central
banks - 11,407 - - 2,635 - - - - 14,042

Other items - - - - - - - — 113 113
Total standardised approach 707 31,331 774 4,035 3,209 1,531 458 641 1,903 44,589
31.12.2019 Public
Administration administration Professional,
. and Support  Financial and and defence; scientific and Transporta-
EUR million service  insurance  Manufactu- Private  Compulsory technical tion and
activities activities ring  Households social security activities  Real Estate storage Other Total
Central governments and central
DANKS e e L1 S, LS. - 2o
Regional governments and local
authorities - 180 - - 182 - - - - 362

Other items _ 2 - - - - - - 132 134

Total standardised approach 626 28,503 2,497 4,236 1,573 2,562 603 528 2,315 43,442

T Exposure is taken after the application of CCFs and CRM and the addition of volatility adjustments to exposures
-In this table the level of materiality that has been applied is EUR 500M.
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The following table provides a breakdown of net exposures by residual maturity and exposure classes.

EU CRB-E Maturity of exposures 1

31.12.2020 Due between

Due in 1 year 1 year and Due over No stated
EUR million On demand or less 5 years 5 years maturity Total
Central governments and central banks 1,741 11,643 634 23 1 14,042

Other items 113 - - - - 113
Total - standardised approach 6,809 23,7171 5,426 7,199 1,384 44,589
31.12.2019 Due between

Due in 1 year 1 year and Due over No stated
EUR million On demand or less 5 years 5 years maturity Total
Central governments and central banks 1,368 6,494 645 58 20 8,584

Other items - 13 - 118 3 133
Total

2,937 25,663 7,960 1,434 5,448 43,442
T Exposure is taken after the application CCFs and CRM and the addition of volatility adjustments to exposures
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The following table provides a view of the breakdown of credit exposures by risk weight and asset class under the standardized
approach.

EU CR5 - Standardised approach ?

31.12.2020 Risk Weight

Of which
FUR million 0% 2% 4% 10% 20% 50% 70% 75% 100% 150% 250% 1250% Others Total  unrated
Central governments and central banks 14,037 - - - 4 1 - - - - - - - 14,042 11,898

Other Items 1 - - - - - - - 112 - - - - 113 113
Grand Total 16,054 892 - 799 4532 2,075 - - 638 188 1 7 - 30,936 19,423
30.06.2020 Risk Weight

Of which
FUR million 0% 2% 4% 10% 20% 50% 70% 75% 100% 150% 250% 1250% Others Total  unrated
Central governments and central banks 11,515 - - - - 1 - - - - - - - 11,516 8,601

Other Items 1 o z - N o z 177 165

Grand Total 13,767 2,273 - 1,072 4135 2316 - - 591 145 1 4 - 29673 16,175
T Exposure is stated after the application of CCFs and CRM and the addition of volatility adjustments to exposures.

The template CRB-A is not deemed to be material due to the nature of the business conducted in UBS Europe SE and is not included
for this reason.
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Credit risk adjustments

Policies for past-due, non-performing and credit-impaired
claims

In line with the regulatory definition, we report a claim as non-
performing when: (i) it is more than 90 days past due; (ii) it is
subject to restructuring proceedings, where preferential
conditions concerning interest rates, subordination, tenor, etc.
have been granted in order to avoid default of the counterparty
(forbearance); or (iii) the counterparty is subject to bankruptcy /
enforced liquidation proceedings in any form, even if there is
sufficient collateral to cover the due payment or there is other
evidence that payment obligations will not be fully met without
recourse to collateral.

UBS Europe SE applies a single definition of default for
classifying assets and determining the probability of default (PD)
of its obligors for risk modeling purposes. The definition of
default is based on quantitative and qualitative criteria. A
counterparty is classified as defaulted at the latest when material
payments of interest, principal or fees are overdue for more than
90 days. Counterparties are also classified as defaulted when:
bankruptcy, insolvency proceedings or enforced liquidation have
commenced; obligations have been restructured on preferential
terms (forbearance); or there is other evidence that payment
obligations will not be fully met without recourse to collateral.
The latter may be the case even if, to date, all contractual
payments have been made when due. If one claim against a
counterparty is defaulted on, generally all claims against the
counterparty are treated as defaulted.

An instrument is classified as credit-impaired if the
counterparty is classified as defaulted, and/or the instrument is
identified as purchased or originated credit-impaired (POCI). An
instrument is POCI if it has been purchased at a deep discount to
its carrying amount following a risk event of the issuer or
originated with a defaulted counterparty. As of 31st December
2020 UBS Europe SE does not hold any POCI-instruments. Once
a financial asset is classified as defaulted/credit-impaired (except
POCI), it is reported as a stage 3 instrument and remains as such
unless all past due amounts have been rectified, additional
payments have been made on time, the position is not classified
as credit restructured, and there is general evidence of credit
recovery. A three-month probation period is applied before a
transfer back to stages 1 or 2 can be triggered. However, most
instruments remain in stage 3 for a longer period.

Definition of ‘past due’ and ‘impaired’ for the purpose of
accounting

A financial asset must be classified as past due by Risk Control
when the following occurs: (i) a counterparty fails to make a
cash payment when contractually due on the financial asset; and
(i) the missing cash payment is not covered by an approved and
advised limit.

An overdraft account must be generally classified as past due
when the balance exceeds an approved and advised limit. An
advised limit is a credit limit which is based on a contractual
agreement with the client. This requires that the limit size,
payment deadlines and all other relevant terms and conditions
have been communicated to the client.

A legal counterparty is deemed to be impaired/in default if
there is evidence that contractual payment obligations towards
UBS Europe SE will not be met in full without enforcement of
credit enhancements such as collateral or third party guarantees.
This includes inability as well as unwillingness to pay.

The identification of default takes into account qualitative
and quantitative aspects. Indications include:

Unlikeliness-to-pay indicators

A legal counterparty must be classified as in default, if not
classified as such already, in the following situations: (i) the legal
counterparty is subject to legal bankruptcy proceedings which
comprise UBS Europe SE exposures or is forced into liquidation
(e.g. debt moratorium), even if there is sufficient collateral to
cover payment obligations; (ii) for a financial asset of the legal
counterparty causing material credit exposure and carried at
amortized cost, the carrying amount exceeds the present value
of the estimated future cash flows, i.e. interest payments,
scheduled principal repayments, or other payments due, for
example on guarantees, and including liquidation of collateral
and third-party-guaranteed payments where available; (iii) the
legal counterparty legally defaulted on a financial asset as a
result of a covenant breach or a contractually specified
termination event, and a close-out of the financial asset has
been enforced for credit related reasons. This may exclude cases
when a financial asset has been closed-out in the absence of a
legal default event or in the regular course of the business with
a timely payment of any arising claims.

Conclusive past due backstops

A legal counterparty must be classified as in default when it
exceeds 90 days past due pursuant to the applicable counting
rule.
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Default with a third party
It is a rebuttable presumption that a legal counterparty is in
default if (i) it has legally defaulted on credit positions granted
by a third party as a result of a covenant breach or a
contractually specified termination event and the financial asset
has been irregularly closed-out; or (ii) distressed credit positions
granted by a third party are under credit restructuring.

That is, a legal counterparty must be classified as in default if
UBS Europe SE observes above circumstances unless evidence
can be collected that UBS's credit exposure is not impacted.
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Additional Indications for Default

Default may not initially be evident and so an effective
classification process for default must take into account
potential indicators which may not necessarily signify default.
This includes the following examples: (1) repeated or Long-
Lasting Delinquency; (i) repeated material past due amounts or
financial assets which have been past due for a long period
(relative to commercially accepted grace periods) may be an
indication of default, irrespective of whether the conclusive or
rebuttable delinquency backstop have been triggered or not.



Table CR2-A shows the development of the total stock of Credit Risk Adjustment for loans and debt securities belonging to the IFRS
category ‘amortised cost' and Off-Balance Sheet positions which are defaulted or impaired during financial year 2020. Numbers are
based on IFRS and the regulatory scope of consolidation is taken into consideration.

EU CR2-A Changes in the stock of general and specific risk adjustments

31.12.2020

Accumulated specific ~ Accumulated general
EUR million credit risk adjustment  credit risk adjustment
Opening Balance 14 -

Other adjustments 0 -
Closing Balance 14 -
Recoveries on credit risk adjustments recorded directly to the statement of profit or loss 0 -
Specn‘lccredltrlskad]ustmentsdlrectlyrecordedtothestatementofprofltorIoss-0 .................................. -
Recovenesofdwectpamalortotalwnteoffs-0 .................................. -

Table CR2-B shows the changes in stock of defaulted loans and debt securities belonging to the IFRS category 'amortised cost' and
Off-Balance Sheet positions during financial year 2020. Numbers are based on IFRS and the regulatory scope of consolidation is
taken into consideration.

EU CR2-B Changes in the stock of defaulted and impaired loans and debt securities

31.12.2020
Gross carrying value
EUR million defaulted exposures

Opening Balance 52

Other changes 0

Closing Balance 53

The large majority of trades conducted on UBS Europe SE are fully collateralized and this is managed on a daily basis. Given the
nature of the business conducted in UBS Europe SE, the templates CR1 A-E, have been excluded on the grounds of materiality as
these do not disclose material information that would enhance the understanding of the Pillar 3 disclosures. For the assessment of
materiality both qualitative and quantitative criteria have been taken into account in accordance with BaFin Circular 05/2015. The
templates CR2-A and CR2-B have been included to provide an overview of the movements during the period.
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External credit assessment institutions

Use of external credit assessment institutions (ECAIs),
Article 444 of the CRR

The standardised approach requires banks to use risk
assessments prepared by external credit assessment institutions
(ECAI) or export credit agencies to determine the risk weightings
applied to rated counterparties. For this purpose, UBS Europe SE
can use four recognized ECAIs; Standard and Poor’s Global
Ratings, Moody's Investors Service, Fitch Ratings and DBRS
Morningstar.
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The mapping of external ratings to the standardised approach
risk weights is determined by the EBA. UBS Europe SE applies
risk weights determined in this way to all relevant exposure
classes in both the trading and non-trading books.



Credit risk mitigation

UBS Europe SE uses specific credit risk mitigation (CRM) techniques for exposures against UBS AG and UBS Switzerland AG. For
loans to external counterparties, UBS Europe SE uses various credit risk mitigation technigues. The security provided by customers for
Lombard loans is offset within the framework of Articles 107 and 108 of the CRR and/or any cash collateral according to Article 399
of the CRR.

All financial security is taken into account using the comprehensive method according to Article 233 of the CRR. The largest
exposure to credit institutions is with the parent UBS AG. This specific concentration risk is closely monitored by UBE Europe SE.

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

The following table outlines the extent of usage of CRM techniques. It shows the carrying values of all collateral, financial
guarantees and credit derivatives used as CRM.

EU CR3 - CRM techniques overview
31.12.2020

Exposures unsecured Exposures secured Exposures secured by Exposures secured by Exposures secured by
EUR million - carrying amounts - carrying amounts collateral financial guarantees credit derivatives

Exposure carrying values under credit risk mitigation

Total debt securities 6,012 - - _ _
Total exposures 20,990 2,587 2,587 - -

of which defaulted - - — — _
30.06.2020

Exposures unsecured Exposures secured Exposures secured by Exposures secured by Exposures secured by
EUR million - carrying amounts - carrying amounts collateral financial guarantees credit derivatives
Exposure carrying values under credit risk mitigation

Total debt securities 8,128 44 44 -
Total exposures 19,401 2,986 2,942 44 -
of which defaulted - - -

! The disclosure newly introduced in this report.
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The following table outlines the effects of CRM excluding derivative, long settlement transactions, margin lending and SFT
transactions and outlines exposures pre and post CRM and credit conversion factors (CCF).

EU CR4 - Standardised approach - Credit risk exposure and CRM effects
31.12.2020 Exposures before CCF and CRM Exposures post CCF and CRM RWAs and RWA density

On-balance sheet Off-balance sheet  On-balance sheet Off-balance sheet
EUR million amount amount amount amount RWAs RWA density

Exposure class

Other items 13 - 13 - 12 99%
Total 23,585 10,085 20,990 686 4,380 20%
30.06.2020 Exposures before CCF and CRM Exposures post CCF and CRM RWAs and RWA density

On-balance sheet Off-balance sheet  On-balance sheet Off-balance sheet
EUR million amount amount amount amount RWAs RWA density

Exposure class

Other items 177 - 177 - 175 99%

Total 22,397 11,664 19,401 476 4,548 23%

The decrease in off-balance sheet exposures before CCF and CRM with institutions is driven by the drawdown and sub participation
of a loan commitment.
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Exposures in equities not included
in the trading book

Given the nature of the business conducted in UBS Europe SE, disclosures of equity positions in the banking book in accordance with
Article 447 of the CRR have been excluded on the grounds of materiality as these do not disclose material information that would
enhance the understanding of the Pillar 3 disclosures. For the assessment of materiality both qualitative and quantitative criteria have

been taken into account in accordance with BaFin Circular 05/2015.
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Securitization positions

UBS Europe SE is not the originator or sponsor of securitization positions. As of December 2020, there were no securitization
positions held by UBS Europe SE. On the grounds of materiality, disclosures of securitization positions in accordance with Article 449
of the CRR have been waived. For the assessment of materiality both qualitative and quantitative criteria have been taken into

account in accordance with BaFin Circular 05/2015.
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Liquidity

The LCR Liquidity Coverage Ratio (LCR) assesses whether the entity has sufficient High-Quality Liquid Assets (HQLA) to fund cash
outflows in a significant stress scenario for 30 days.

Over 2020 the average LCR ratio was well above the Pillar 1 regulatory minimum with the rolling average ranging from 141% to
151%. In the fourth quarter of 2020, the average liquidity coverage ratio increased by 7%, with a EUR 0.8bn increase in high quality
liquid assets primarily due to anticipation of potential liquidity volatility around year end 2020. The following table shows the
components of UBS Europe SE's monthly average LCR for 2020.

Liquidity Coverage Ratio

Consolidated Total unweighted value (average) Total weighted value (average)

EUR million

Quarter Ended on: 31/03/2020  30/06/2020  30/09/2020  31/12/2020 31/03/2020  30/06/2020  30/09/2020  31/12/2020
Number of data paints used in calculation of average 12 12 12 12 12 12 12 12

High Quality Liquid Assets:
Total high quality liquid assets (HQLA) 14,839 15,540 16,257 17,074

Retail deposits and deposits from small business customers

o 5,380 5,295 5,153 5,005 1,076 1,059 1,031 1,001
of which:
...... Stabledeposns__
Less stable deposits 5,380 5,295 5,153 5,005 1,076 1,059 1,031 1,001
Unsecured wholesale funding 17,218 17,319 17,561 17,651 12,805 12,795 12,701 12,436
Operational deposits (all counterparts) and deposits in 4,025 4225 4711 5,276 1,006 1,056 1178 1319

network of cooperative banks

Outflows related to derivative exposures and other
collateral requirements

Total Cash Outflows

Secured lending (e.g. reverse repos) 24,873 24,808 23,916 23,145 1,870 1,539 1,261 1,138
Inflows from fully performing exposures 4,722 4,433 4,256 4,058 4,113 3,841 3,694 3,520
Other cash inflows 983 943 922 955 983 943 922 955

Difference between total weighted in and outflows from
third countries where there are transfer restrictions or - - -
nonconvertible currencies

Excess inflows from a related specialised credit institution - - -
TotaICashIanows30579 ........... 30184_2909328159 ............. 6966 ............. 6323_58765614
Fully exempt inflows - - - - - - -
/nﬂowssub/ecz‘z‘ogo%cap__ ........................
/nﬂowssub/ecz‘z‘075%cap2880928406_27239262469666323_58765674
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Liquidity Coverage Ratio

Consolidated

EUR million

Quarter Ended on: 31/03/20 30/06/20 30/09/20 31/12/20
Liquidity Buffer 14,839 15,540 16,257 17,074
Total net cash outflows 10,467 11,062 11,276 11,334
Liquidity coverage ratio (%) 142% 141% 144% 151%

Currency mismatch in the LCR

The LCR is reported in all significant currencies (comprising at least 5 % of the total balance sheet). UBS Europe SE’s internal liquidity
risk model Structural Liquidity Gap (SLG) ensures management of its cross-currency liquidity risk.

Derivative exposures and potential collateral calls

The LCR is calculated by considering derivative cashflows, represented on a net basis in accordance with Article 21 of the Regulation
(EU) 2015/61 (as amended). Other items that could lead to liquidity outflows include the historical look back approach, which
considers the impact of an adverse market scenario on derivatives, and additional collateral requirements in the event of a
deterioration in UBS Europe SE's credit rating.

Concentration of funding and liquidity sources

UBS Europe SE's funding sources mainly comprise its diversified deposit base and its going and gone concern capital.

Approach to centralized group liquidity management and individual legal entity liquidity management

UBS Europe SE's liquidity management approach is embedded in the Group's general liquidity management principles.
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Asset encumbrance

The following tables set out the disclosures for asset encumbrance as required by the EBA in the CRR, supporting technical
guidelines and the EBA disclosure guidelines. In accordance with CRR Article 443 and the supporting technical standards the tables

below show the median value over 2020 of each amount disclosed.

Encumbered and unencumbered assets

31.12.2020 Carrying Amount of Fair value of Carrying amount of Fair value of
T encumbered assets encumbered assets unencumbered assets unencumbered assets

of which of which
notionally notionally of which of which
eligible eligible EHQLA and EHQLA and
EHQLA and EHQLA and HQLA HQLA

EUR million HQLA HQLA
Assets of reporting institution 6,921 385 - - 45,373 15,710 - -

Other assets 6,001 - — — 35,215 9,379 — —

31.12.2019 Carrying Amount of Fair value of Carrying amount of Fair value of
o encumbered assets encumbered assets unencumbered assets unencumbered assets

of which of which
notionally notionally of which of which
eligible eligible EHQLA and EHQLA and
EHQLA and EHQLA and HQLA HQLA

FUR million HQLA HQLA
Assets of reporting institution 8,254 - - - 49,273 11,326 - -

Other assets 7,878 -

! Comparative figures as of 31 December 2019 have been aligned with the regulatory submissions.
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Collateral received

31.12.2020 Unencumbered
Fair value of encumbered collateral received or own Fair value of collateral received or own debt
debt issued securities issued available for encumbrance
of which notionall .
elgble EHQLA and of which EHQLﬁgm
FUR million HQLA
Collateral received by the reporting institution 25,046 255 5,524 1,378

Other collateral received - -

Own debt securitiesissued other than own covered bonds or asset-backed
securities

Own coverered bonds and asset-backed securities issued and not yet
pledged

Total Assets, collateral received and own debt securities issued 31,967 -

31.12.2019

Fair value of encumbered collateral received or own
debt issued

Unencumbered

Fair value of collateral received or own debt
securities issued available for encumbrance

of which notionally
eligible EHQLA and
FUR million HQLA

of which EHQLA and
HQLA

Collateral received by the reporting insti 33,405

Other collateral received - -

Own debt securitiesissued other than own covered bonds or asset-backed
securities

Own coverered bonds and asset-backed securities issued and not yet
pledged

Total Assets, collateral received and own debt securities issued 41,658 -

T Comparative figures as of 31 December 2019 have been aligned with the regulatory submissions.
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Median amounts of liabilities associated with encumbered assets and collateral received

Assets, collateral received and
own debt securities issued other
than covered bonds and

Matching liabilities,
contingent liabilities

or securities lent encumbered ABS
Median of the month end balances during year
EUR million
Carrying amount of selected financial liabilities 37,37 30,197

UBS Europe SE holds a median EUR 45bn of unencumbered
assets compared with a median EUR 7bn of encumbered assets.
The largest portion of the unencumbered assets is positive
replacement values (PRV) incorporated in the other assets row. A
significant portion of the median EUR 7bn of unencumbered
debt securities is the liquidity portfolio maintained in the entity
to protect against adverse liquidity shocks.

The main drivers of encumbered assets are securities
financing activity and margins pledged against derivatives. There
are no covered bond issuances or securitisation programs within
UBS Europe SE. Asset encumbrance is one consideration in the
funding and liquidity structure for UBS Europe SE. Trading
inventory is of high quality and is largely funded through the
securities financing markets. This secured financing creates an
encumbrance on the assets held. These transactions are

generally short-term and have a low volatility.

In addition to encumbrance of assets on the balance sheet,
securities accepted as collateral, are re-hypothecated. In 2020
UBS Europe SE held a median total of EUR 31bn of collateral
received of which a median of EUR 25bn was encumbered. A
majority of this relates to reverse repurchase and collateral swap
agreements that are in turn financed via repurchase and
collateral swap agreements. The remainder primarily relates to
securities used to settle trading portfolio liabilities, securities
lending activity as well as collateral pledged to OTC
counterparties and exchange traded derivative client margins.

The management of the UBS Europe SE's liquidity is the
responsibility of the Group Treasury function. In its monthly
meeting the UBS ESE Asset and Liability Committee reviews a
summary of the unencumbered and encumbered collateral.
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UBS Europe SE | Pillar 3 Supplementary Disclosures
for the year ended 31 December 2020

Leverage ratio

The following tables set out the leverage ratio and related disclosures in accordance with Article 451 of the CRR.

Leverage ratio disclosures

EUR million 31.12.2020 30.06.2020
On-balance sheet items (excluding derivatives, securities financing transactions but including collateral) 30,777 29,885
Asset amounts deducted in determining Tier 1 capital (405) (411)
Total on-balance sheet exposures 30,372 29,474
Replacement cost of derivative transactions 1,123 1,248

.Adjusted effective notional offsets & 