UBS AG

SUPPLEMENTARY PROSPECTUS DATED 14 DECEMBER 2012 TO 
THE BASE PROSPECTUS DATED 22 DECEMBER 2011 OF UBS AG 

for the issue of UBS ETC Notes (the “Notes”) linked to the various UBS Bloomberg Constant Maturity Commodity Index (“CMCI”) Indices

This supplementary prospectus (the “Supplementary Prospectus”) constitutes a supplementary prospectus for the purposes of section 87G of the Financial Services and Markets Act 2000 (the “FSMA”) and Article 16 of Directive 2003/71/EC as amended (the “Prospectus Directive”) and should be read in conjunction with the Base Prospectus (the “Base Prospectus”) of UBS AG, incorporated in Switzerland, as Issuer (the “Issuer”) dated 22 December 2011, the supplementary prospectus of the Issuer dated 5 April 2012 (the “First Supplement”), the supplementary prospectus of the Issuer dated 29 May 2012 (the “Second Supplement”) and the supplementary prospectus of the Issuer dated 24 August 2012 (the “Third Supplement”).  Terms used in this document, unless otherwise stated, bear the same meanings as in the Base Prospectus. The purpose of this Supplementary Prospectus is to incorporate by reference the financial results of the Issuer for the third quarter of 2012, to reflect significant new information in respect of:

1. the Issuer’s 2012 third quarter results;

2. recent announcements in relation to profit and loss;

3. the Issuer’s new strategy update as announced by UBS on 30 October 2012;

4. the Issuer’s group executive board;

5. the Issuer’s long-term senior debt ratings; and

6. the Swiss Financial Market Supervisory Authority’s and the UK Financial Services Authority’s investigation into the unauthorised trading incident announced by UBS in September 2011.

This Supplementary Prospectus has been filed with the Financial Services Authority the (“FSA”) and made available to the public in accordance with Rule PR 3.2 of the Prospectus Rules and Articles 14 and 16 of the Prospectus Directive. This document has been approved as a supplementary prospectus by the FSA under section 87A of the FSMA and Articles 13 and 16 of the Prospectus Directive. 

The Issuer accepts responsibility for the information contained in this Supplementary Prospectus.  To the best of the knowledge and belief of the Issuer, who has taken all reasonable care to ensure that such is the case, the information contained in this Supplementary Prospectus is in accordance with the facts and does not omit anything likely to affect the import of such information.  

To the extent that there is any inconsistency between (a) any statement in this Supplementary Prospectus or any statement incorporated by reference into the Base Prospectus and (b) any other statement in or incorporated by reference into the Base Prospectus, the statements in (a) above will prevail.

Save as disclosed in this Supplementary Prospectus, there has been no other significant new factor, material mistake or inaccuracy relating to information included in the Base Prospectus, the First Supplement, the Second Supplement or the Third Supplement which is capable of affecting the assessment of the Notes issued under the Base Prospectus, the First Supplement, the Second Supplement and the Third Supplement since the publication of the Third Supplement.

Any person who has agreed with an Offeror to buy or subscribe for Notes prior to publication of this Supplementary Prospectus may, in accordance with sections 87Q(4)-(6) of the FSMA, withdraw his acceptance before the end of two working days beginning with the first working day after the day of publication of this Supplementary Prospectus. Accordingly any such person wishing to exercise the statutory withdrawal rights contained in sections 87Q(4)-(6) of FSMA must do so by lodging a written notice of withdrawal with the appropriate Offeror during normal business hours (or by any other means as may be agreed with the appropriate Offer) so as to be received no later than 18 December 2012.  Notice of withdrawal which is deposited or received after such date will not constitute a valid withdrawal.

Document incorporated by reference

The following document is incorporated in this document by reference and is available as set out below and at the registered office of the Issuer: 

the published financial results of the Issuer for the third quarter of 2012 in the English language, which are available on the Issuer’s website at: http://www.ubs.com/global/en/about_ubs/investor_relations/quarterly_reporting/2012.html.

(The reference to the UBS website is for information purposes only; the UBS website does not form part of the Supplementary Prospectus).

No documents referred to in the above document are themselves incorporated into this Supplementary Prospectus and accordingly, other than the document specifically identified above, no other documents (including the contents of any websites referred to in this Supplementary Prospectus) form part of this Supplementary Prospectus for the purposes of the Prospectus Directive or the Prospectus Rules.

SIGNIFICANT NEW INFORMATION 

Third Quarter Report

On 30 October 2012 the Issuer published its Third Quarter 2012 Report including unaudited financial results for the third quarter of 2012. The Third Quarter 2012 Report of the Issuer is incorporated by reference herein and available from the Issuer’s website as specified under “Documents incorporated by reference” above.

Statement of No Significant Change

There has been no significant change in the trading or financial position of UBS Group taken as a whole since 30 September 2012 (the end of the last financial period for which interim financial information of UBS Group has been published).

Recent Developments

Third quarter 2012 results

On 30 October 2012, UBS published its third quarter 2012 report and reported a net loss attributable to UBS shareholders of CHF 2.2 billion, compared with a profit of CHF 425 million in the second quarter. The pre-tax loss was CHF 2.5 billion, compared with a profit of CHF 951 million in the prior quarter, primarily due to impairment losses of CHF 3,064 million on goodwill and other non-financial assets in the Investment Bank, as well as an own credit loss of CHF 863 million compared with a gain of CHF 239 million in the prior quarter. 

Strategy update

“On 30 October 2012, UBS announced a significant acceleration in the implementation of its strategy to transform the firm and create the UBS of the future. 

Reshaping UBS Investment Bank by building on its core strengths

UBS's Investment Bank will be focused on its traditional strengths in advisory, research, equities, FX and precious metals. In order to be successful, the Investment Bank must first be strong and successful in meeting the needs of its clients. It will continue to serve its corporate, sovereign, institutional and financial sponsor clients. It must also support sustained growth in the Group by acting as a strong partner to all of UBS's business divisions including Wealth Management. 

The Investment Bank will continue to have a critical role and will consist of two core client segments. The first is Corporate Client Solutions, which includes all advisory and solutions businesses plus execution that involves corporate, financial institutions and sponsor clients. UBS will continue to add value through advice and delivery of bespoke solutions. This is expected to generate around one-third of the Investment Bank's revenues and utilize around 15% of its Basel III RWAs. Investor Client Services includes execution, distribution and trading for institutional investors, and will provide support to UBS's wealth management businesses. It will comprise UBS's leading equities businesses, FX, and precious metals. In flow rates and credit, UBS will maintain risk facilitation capabilities aligned to UBS's Debt Capital Market and wealth management franchises. Investor Client Services is expected to generate two-thirds of the Investment Bank's revenues and utilize around 85% of its Basel III RWAs. UBS expects that the Investment Bank will deliver returns well in excess of its cost of capital.

The lines of business to be exited will include many that do not meet their cost of capital sustainably or are in areas with high operational complexity or long tail risks likely to weigh on future returns. Businesses and positions to be exited will be transferred to, and reported in, the Corporate Center from the first quarter of 2013. An experienced team, led by Carsten Kengeter, has been appointed to manage the businesses and positions to be exited to optimize risk and returns over time. This team will manage the sale or exit of these positions within the robust oversight structure that has successfully supported UBS's risk-weighted asset reduction in the Legacy Portfolio. UBS remains fully committed to its clients and businesses in Switzerland and they are unaffected by these announcements.

UBS will expand its Group-wide efficiencies and free up resources to make investments to support growth across the firm

UBS is targeting total cost savings of CHF 5.4 billion including incremental cost savings of CHF 3.4 billion above the CHF 2 billion cost savings program announced in August 2011. These changes will take three years to fully implement, and UBS anticipates restructuring charges of CHF 3.3 billion over the same period. Savings will be achieved as a result of the actions UBS is taking in its Investment Bank, as well as further Group-wide efficiency measures. As a consequence, in 2015 UBS expects its headcount to be around 54,000 compared with approximately 64,000 today.

UBS is firmly committed to return capital to its shareholders

UBS began its program with a dividend of CHF 0.10 per share for the financial year 2011. Share dividend payouts are predicated on UBS meeting its capital targets. From this point onwards, UBS will implement an attractive capital return program. UBS will have the flexibility to determine a baseline dividend set at a sustainable level, regardless of the normal economic fluctuations. In addition, UBS intends to add supplementary capital returns, which take into account its need for investment and any counter cyclical buffer it chooses to maintain for a more challenging economic environment. UBS believes it can sustain and grow its future business organically with a total payout ratio of 50% or more, taking into account the baseline dividend and any supplementary payments it may make.
Key performance targets

The following are goals developed for UBS Group, and each of its business divisions and its Legacy Portfolio, by UBS's management. They do not represent profit forecasts or estimates. While these forward-looking statements represent UBS's judgments and expectations concerning the matters described, a number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from UBS's expectations.
Group

· Basel III RWAs reduced to CHF 200 billion by end 2017

· Funded balance sheet reduction: approximately CHF 300 billion by end of 2015

· Basel III common equity tier 1 ratio fully applied: 11.5% in 2013; 13% in 2014

· Cost / income ratio: 60-70% from 2015

· Return on equity: at least 15% from 2015

Wealth Management

· NNM growth rate: 3-5%

· Gross margin: 95-105 bps

· Cost / income ratio: 60-70%

Wealth Management Americas

· NNM growth rate: 2-4%

· Gross margin: 75-85 bps

· Const/income ratio: 80-90%

Retail & Corporate

· Net new business volume growth: 1-4%

· Net interest margin: 140-180 bps

· Cost / income ratio: 50-60%

Global Asset Management

· NNM growth rate: 3-5%

· Gross margin: 32-38 bps

· Cost / income ratio: 60-70%

Investment Bank

· Annual pre-tax return on attributed equity: more than 15% effective 1.1.13

· Cost / income ratio: 65-85% effective 1.1.13

· Basel III risk-weighted assets: less than CHF 70 billion effective 1.1.13

Legacy Portfolio - Basel III risk-weighted assets

· End 2013: approximately CHF 85 billion

· End 2015: approximately CHF 55 billion

· End 2017: approximately CHF 25 billion


Significant additional disclosures 

· Group Basel III RWA - targeted to below CHF 250 billion by end 2013, below CHF 225 billion by end 2015 and below CHF 200 billion by end 2017. The Investment Bank will account for less than CHF 70 billion of this, a reduction of around CHF 90 billion from today.

· Basel III capital ratios - UBS expects to achieve fully applied Basel III CET 1 ratio of 11.5% in 2013.

· UBS's Basel III total capital requirements are expected to decline to 17.5%, down from 19% reflecting targeted reductions in risk-weighted assets and balance sheet.

· As a result of targeted balance sheet reductions, UBS anticipates a 30% reduction in its funding requirements. Lower funding requirements will allow UBS to buy back debt.

· Group RoE expected to average in the mid-single digits in 2013 and 2014.”
Group Executive Board

Carsten Kengeter is no longer a member of the Group Executive Board and Andrea Orcel is the Chief Executive Officer of the Investment Bank.

Long-term senior debt ratings

In August 2012 Standard and Poor’s announced its decision to change the long-term senior debt rating outlook on UBS AG from negative watch to stable. UBS AG has a long-term senior debt rating of A (stable outlook) from Standard and Poor’s.

Unauthorised trading incident

On 26 November 2012, the Swiss Financial Market Supervisory Authority (“FINMA”) and the UK Financial Services Authority (“FSA”) announced the findings of their investigations into the unauthorised trading incident announced by UBS in September 2011. 

FINMA Summary Report

The FINMA Summary Report stated that there had been serious deficiencies in risk management and controls at UBS's Investment Bank division (“UBS IB”).  As soon as the trading losses were discovered, FINMA imposed until further notice a range of preventive supervisory measures. FINMA is closely supervising the implementation of the corrective measures at UBS and has decided on the following additional actions:

(i) 
it is appointing an independent investigator to control the implementation and completion of the corrective measures at UBS;

(ii) 
once the project is completed, it will engage an audit firm to review whether the measures implemented by UBS have proved effective; and

(iii) 
it is further examining whether UBS must increase capital backing for its operational risks.

FSA Final Notice

The FSA Final Notice stated that there had been systems and controls failings at UBS which revealed serious weaknesses in the firm’s procedures, risk management systems and internal controls.  In particular, The FSA found that UBS had, in relation to the Global Synthetic Equities business: (i) failed to conduct such business from the London Branch with due skill, care and diligence; and (ii) failed to take reasonable care to organise and control its affairs responsibly and effectively, with adequate risk management systems.  The FSA imposed a financial penalty of £29.7 million on UBS for such systems and controls failings. 

UBS’s remedial action
UBS has taken extensive remedial action: 

(i)
in May 2012 it confirmed the material weakness in control over financial reporting had been fixed; 

(ii)
it took appropriate disciplinary action against staff who did not uphold the high standards it expects and it is actively reinforcing a stronger risk control culture across the firm; 

(iii)
staff are being retrained on the importance of risk management and the right behaviours, and it has changed the way employees are evaluated and therefore compensated; 

(iv)
it has made substantial progress over the past year, reinforcing its position as one of the most financially sound global banks; and  

(v)
it has also announced bold and decisive steps to accelerate the execution of its strategy which will make it less complex, more predictable and fit for the future. 

The date of this Supplementary Prospectus is 14 December 2012
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