





UBS Financial Services Inc.

Notes to Consolidated Statement of Financial Condition (continued)

December 31, 2020
(Amounts in Thousands of Dollars)

2. Summary of Significant Accounting Policies (continued)

Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”)
820, “Fair Value Measurements™ ("ASC 820"), defines fair value, establishes a framework for
measuring fair value, and establishes a fair value hierarchy which prioritizes the inputs to
valuation techniques. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date.
A fair value measurement assumes that the transaction to sell the asset or transfer the liability
occurs in the principal market for the asset or liability or, in the absence of a principal market,
the most advantageous market for the asset or liability. Valuation techniques. as specified by
ASC 820, are used to measure fair value.

The Company's fair value and valuation model governance structure includes numerous controls
and procedural safeguards that are intended to maximize the quality of fair value measurements
reported in the consolidated statement of financial condition. In carrying out valuation
responsibilities, the businesses are required to consider the availability and quality of external
market information and to provide justification and rationale for their fair value estimates.
Independent price verification of financial instruments measured at fair value is undertaken by
UBS's valuation control group. The objective of the independent price verification process is to
independently corroborate the business’s estimates of fair value against observable market
information. By benchmarking the business’s fair value estimates with observable market
information, the degree of valuation uncertainty embedded in these measurements can be
assessed and managed as required in the governance framework. As a result of the valuation
controls employed. valuation adjustments may be made to the business's estimate of fair value.

All financial instruments at fair value are categorized into one of three fair value hierarchy
levels, based upon the lowest level input that is significant to the financial instrument's fair value
measurement in its entirety:

Level 1: Quoted market prices (unadjusted) in active markets for identical assets or liabilities
that the Company can access at the measurement date.

Level 2: Valuation techniques for which all significant inputs are or are based on observable
market data.

Level 3: Valuation techniques which include significant inputs that are not based on observable
market data.

The following is a description of the valuation techniques applied to the Company’s major
categories of assets and liabilities measured at fair value:
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2. Summary of Significant Accounting Policies (continued)

available trades or market comparable securities. Both asset classes require a view around
forward interest rates, prepayments and other macro variables.

Brokerage receivables and payables: These assets and liabilities represent callable, on demand
balances whereby the fair value is determined based on the value of the underlying balance due
(refer to Note 5).

Collateralized Agreements

Securities purchased under agreements to resell (“resale agreements™) and securities sold under
agreements to repurchase (“repurchase agreements") are generally collateralized by U.S.
government securities. They are accounted for as financing transactions at their contractual
amounts, plus accrued interest which represents amounts at which the securities will be
subsequently resold or repurchased.

For resale agreements, 1t 1s Company policy to obtain collateral in the form of secunties, with
fair value in excess of the original principal amount loaned. The Company is required to deliver
securities to counterparties in order to collateralize repurchase agreements. The nisk related to a
decline in the market value of collateral (pledged or received) is managed by setting appropriate
market-based haircuts. On a daily basis, the Company monitors the fair value of the securities
purchased and sold under these agreements. Should the fair value of the securities purchased
decline, or the fair value of securities sold increase, additional collateral is requested or excess
collateral is returned when deemed appropriate to maintain contractual margin protection.

The Company manages credit exposure arising from resale and repurchase agreements by, in
appropriate circumstances, entering into master netting agreements and collateral agreements
with counterparties that provide the Company, in the event of a counterparty default (such as
bankruptcy or a counterparty’s failure to pay or perform), with the right to net a counterparty’s
rights and obligations under such agreement and liquidate and set off collateral held by the
Company against the net amount owed by the counterparty. The Company presents repurchase
agreements and resale agreements on a net basis when the requirements of FASB ASC 210-20-
45-11 “Balance Sheet — Offsetting: Repurchase and Reverse Repurchase Agreements” are met.

Securities borrowed and securities loaned transactions are recorded at the amount of cash
advanced or received in connection with the transaction. Securities borrowed transactions require
the Company to deposit cash or other collateral with the lender. With respect to securities loaned,
the Company receives collateral, principally cash. The initial collateral advanced or received has
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2. Summary of Significant Accounting Policies (continued)

a fair value equal to or greater than the fair value of the securities borrowed or loaned. The
Company monitors the fair value of the securities borrowed and loaned on a daily basis and
requests additional collateral or returns excess collateral, as appropriate. Accrued interest income
and expense on these transactions are reflected in dividends and interest receivable and payable
on the consolidated statement of financial condition.

Principal Transactions

When acting as a principal, the Company enters into a transaction in its own name and for its
own account. As a principal, the Company has beneficial ownership of and legal title to the
assets. Transactions in which securities flow through the Company's inventory are considered
principal transactions. The Company assumes both credit risk and market risk from the inception
of the transaction. Amounts receivable and payable for principal transactions that have not
reached their contractual settlement date are recorded as receivables from and payables to
brokers, dealers and clearing organizations in the consolidated statement of financial condition.

Leases

The Company predominantly enters into operating lease contracts, or contracts that include lease
components, as a lessee of real estate, including operations offices and sales offices. At
December 31, 2020, the Company has no finance leases. The Company identifies non-lease
components of a contract and accounts for them separately from lease components.

When the Company enters into an operating lease arrangement it recognizes a lease liability and
corresponding right-of-use ("RoU") asset at the commencement of the lease. the point at which
the Company acquires control of the physical use of the asset. Lease liabilities are presented
within Other liabilities and accrued expenses and RoU assets are presented within office
equipment and leasehold improvements in the consolidated statement of financial condition. The
lease liability is measured based on the present value of the lease payments over the lease term,
discounted using Company’s unsecured borrowing rate given the rate implicit in a lease is
generally not observable to the lessee. The RoU asset is recorded at an amount equal to the lease
liability but is adjusted for rent prepayments, initial direct costs, any costs to refurbish the leased
asset or lease incentives received.

The lease liability is accreted over the lease term using the effective interest method based on the
unsecured borrowing rate at commencement. The RoU asset is adjusted for the difference
between the straight-line amortization cost for the period (including amortization of initial direct
costs) and the periodic accretion of the lease liability.
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2. Summary of Significant Accounting Policies (continued)

Lease payments generally include fixed payments and variable payments that depend on an
index (such as an inflation index). When the lease contains an extension or termination option
that the Company considers reasonably certain to be exercised, the expected rental payments or
costs of termination are included within the lease payments used to measure the lease lability.
The Company does not typically enter into leases with purchase options or residual value
guarantees.

Depreciation and Amortization

The Company depreciates office equipment using the straight-line method over estimated useful
lives of three to ten years. Leasehold improvements are amortized over the lesser of the estimated
useful life of the asset or the remaining term of the lease. At December 31, 2020, office equipment
and leasehold improvements include $173,784 related to intemally generated computer software
which are under development and not ready to use

Income Taxes

The Company is included in the consolidated federal income tax retumn and certain combined state
and local tax returns of UBS Americas. In addition, the Company files stand-alone returns in other
state, local and foreign jurisdictions. Federal, state. local and foreign taxes are provided for on a
separate return basis.

In accordance with the provisions of FASB ASC 740, “Income Taxes” (“ASC 7407), deferred tax
assets and liabilities are recognized for the future tax effect of differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred
tax assets and liabilities are measured using enacted tax rates expected to be in effect during the year
in which the basis differences reverse. The effect of a change in tax rates on deferred tax assets and
liabilities is recognized in eamings in the period that includes the enactment date. In the event it is
more likely than not that a deferred tax asset will not be realized, a valuation allowance 1s recorded.

ASC 740 also sets out a consistent framework to determine the appropnate level of tax reserves to
maintain for uncertain tax positions. This interpretation uses a two-step approach wherein a tax
benefit is recognized if a position 1s more likely than not to be sustained. The amount of the benefit is
then measured to be the highest tax benefit that is greater than 50% likely to be realized.

Goodwill and Intangible Assets

Goodwill represents the excess of the cost of an acquisition over the fair value of the Company’s
share of net identifiable assets of the acquired entity at the date of acquisition. Goodwill is not
amortized but is tested, at least annually, for impairment in accordance with FASB ASC 350,
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2. Summary of Significant Accounting Policies (continued)

“Intangibles — Goodwill and Other”. The Company has the option to first assess qualitative factors
to determine whether the existence of events or circumstances leads to a determination that it is
more likely than not that the fair value of a reporting unit is less than its carrying amount. If after
the qualitative assessment the Company determines it is more likely than not that the fair value
of a reporting unit is greater than its carrying amount, then performing the two-step impairment
test 1s not required. However, if the Company concludes otherwise. then it is required to perform
the first step of the two-step impairment test. The Company has an unconditional option to
bypass the qualitative assessment for any reporting unit in any period and proceed directly to
performing the first step of the two step goodwill impairment test. The Company may resume
performing the qualitative assessment in any subsequent period. The first step, used to identify
potential impairment, involves comparing each reporting unit’s fair value to its carrying value
including goodwill and intangible assets. If the fair value of a reporting unit exceeds its carrying
value, applicable goodwill and intangible assets is considered not to be impaired. If the carrying
value exceeds fair value, there is an indication of impairment and the second step is performed to
measure the amount of impairment.

At December 31, 2020, the Company's goodwill primarily relates to the acquisitions of Piper
Jaffrey Compames and McDonald Investments in September 2006 and February 2007,
respectively.

Intangible assets are recorded at cost, which represents the fair value of the acquired intangible
assets at the date of acquisition and are amortized over three to seven years. At December 31,
2020, the Company held $1,466 of intangible assets, net of accumulated amortization of $1252.
The Company tests intangible assets, at least annually, for impairment by assessing whether the
carrying value of the finite life intangible asset exceeds its fair value, based upon its future
expecled cash flows.

Share-based and Other Deferred Compensation Plans

UBS has established several share-based compensation plans that are settled in UBS's equity
instruments or an amount that is based on the value of such instruments. These awards are
generally subject to conditions that require employees to complete a specified period of service
and, for performance shares, to satisfy specified performance conditions. For equity-settled
instruments, fair value is determined at the date of grant and is not re-measured unless its terms
are modified such that the fair value immediately after modification exceeds the fair value
immediately prior to modification. For cash-settled awards, fair value is re-measured at each
reporting date such that the cumulative expense recognized equals the cash distributed.
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2. Summary of Significant Accounting Policies (continued)

credit exposures based on historical experience, current conditions and reasonable and
supportable forecasts over the remaining contractual life of the financial assets, considering
expected prepayments as appropriate. The overall estimate of the allowance for credit losses is
based on both quantitative and qualitative considerations.

The allowance for credit losses 1s expected to increase under CECL and additional income
statement volatility is anticipated due to the recognition of expected credit losses over the
contractual life of the financial assets and off balance sheet credit exposures.

The Company applied the practical expedient provided in the ASU to collateralized agreements
secured by collateral maintenance provisions. Entities may apply this practical expedient for
assets secured by collateral if they reasonably expect the borrower or the counterparty to
continue to replenish the collateral to meet the requirements of the contracts. As such. under the
practical expedient, entities may elect to measure the allowance for expected credit losses by
comparing the amortized cost basis of the financial asset with the fair value of collateral at the
measurement date. This approach may result in an estimate of zero expected credit losses. If the
fair value of the collateral. however, falls below the amortized cost of the loan, the allowance for
credit losses is limited to the difference between the fair value of the collateral and the amortized
cost of the loan at the reporting date.

For certain financial assets measured at amortized cost (e.g.. cash equivalents and receivables
from brokers, dealers and clearing organizations), the Company has concluded that there are de
minimus expected credit losses based on the nature and contractual life or expected life of the
financial assets and immaterial historic and expected losses.

No allowance for credit losses is recognized on accrued interest receivable that is presented
separately from the related financial assets because it is the Company’s policy to write off
accrued nterest recervable against mierest mcome when the related [inancial asset 1s placed on
non-accrual status.

The Company issues loans to certain new and active financial advisors, which are included in
other agsets in the consolidated statement of financial condition (see Note 16 for a detailed
description of these loans). Where financial assets are determined to share similar risk
characteristics, the methodology applied under CECL calculates an individual probability-
weighted expected credit loss. This approach is primarily applicable to the Company’s portfolio
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2. Summary of Significant Accounting Policies (continued)

of loans to its financial advisors. Credit risk for this portfolio of loans is dependent on whether
the financial advisor terminates employment with the Company. Therefore, the principal factors
applied are: probability of default (“PD”), loss given default (“LGD”), exposure at default
(“EAD”) and discounting of cash flows to the reporting date.

- The PD represents the likelihood of termination over the remaining life of the loan.

- The LGD represents an estimate of the loss at the time of a potential termination
occurring during the life of the loan.

- The EAD represents an estimate of the exposure to credit risk at the time of a potential
default occurring during the life of the loan.

PDs and LGDs used in the CECL calculation consider a range of scenarios (upside, baseline,
mild downside, downside) to capture material non-linearity and asymmetries, and scenario
weights are applied to reflect a likelihood of their occurrence. CECL is measured over the
contractual life, considering expected prepayments where appropriate. The significant
macroeconomic variables leveraged by the CECL model for financial advisor loans are the S&P
500 and the CBOE Volatility Index (VIX), which is a measure of expected price fluctuations in
the S&P 500 Index options over the next 30 days. In combination, these two macroeconomic
variables are considered to be significant in the determination of the financial performance of the
advisor and, therefore, provide an indication of the ability to repay the obligation in accordance
with its contractual terms.

Where it is determined that a financial asset does not share similar risk charactenstics with any
other financial assets, including when it is probable that the Company will be unable to collect
the full payment of principal and interest on the instrument when due, CECL is measured on an
individual basis using a discounted cash flow approach.

The Company adopted the ASU on its required effective date of January 1, 2020. As a result of
the adoption, the allowance for credit losses increased by approximately $4,666 (net of tax
$1.641) with a corresponding decrease to the opening balance of retained earnings. The increase
was due to the recognition of incremental lifetime expected credit losses on the Company's
portfolio of loans to its financial advisors.

In January 2017, the FASB issued ASU 2017-04, "Simplifving the Test for Goodwill
Impairment". ASU 2017-04 simplifies the subsequent measurement of goodwill by eliminating
step 2 from the goodwill impairment test. Under step 2 of the goodwill impairment test, a
goodwill impairment loss was measured by comparing the implied fair value of a reporting
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2. Summary of Significant Accounting Policies (continued)
Pending Adoption

In July 2018, the FASB issued ASU 2018-14 "Disclosure Requirements for Defined Benefit
Plans". ASU 2018-14 contains several amendments to the disclosure requirements for employers
that sponsor defined benefit pension and other post-retirement plans. Several disclosure
requirements that are no longer considered cost beneficial are removed, specific disclosure
requirements are clarified, and certain disclosures are added. The Company adopted ASU 2018-
14 on its mandatory effective date of January 1, 2021. The adoption of ASU 2018-14 is not
expected to have a material impact on the Company's consolidated statement of financial
condition.

In January 2020, the FASB issued ASU 2020-01 "Investments-Equity Securities Topic 321-
Investment Equity Method and Joint Ventures Topic 323 and derivatives and hedging Topic 815,
which addresses two accounting issues: (1) application of the measurement alternative under
Topic 321 in correlation with the transition into and out of the equity method under ASC Topic
323 and (2) the measurement of certain forward contracts and purchased options to acquire
equity securities. The ASU clarifies that an entity applying the measurement alternative under
Topic 321 that must transition to the equity method under Topic 323 because of an observable
transaction will remeasure its investment immediately before transition, whereas an entity
applying the equity method under ASC Topic 323 that must transition to ASC Topic 321 because
of an observable transaction will remeasure its investment immediately after transition. The ASU
also clarifies that certain forward contracts or purchased call options to acquire equity securities
generally will be measured using the fair value principles of ASC Topic 321 before settlement or
exercise. The Company adopted the ASU on its effective date of January 1, 2021. The adoption
of the ASU is not expected to have a material impact on the Company’s consolidated statement
of financial condition.

In March, 2020, the FASB released ASU 2020-04. Facilitation of the Effects of Reference Rate
Reform on Financial Reporting, in response to operational challenges likely to arise in
accounting for contract modifications and hedge accounting due to regulatory reform initiatives
to replace various Interbank Offered Rate (IBOR). The amendments in this ASU provide
optional guidance for a limited period of time to ease the potential burden in accounting for (or
recognizing the effects of) reference rate reform on financial reporting. The Company may elect
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9. Related-Party Transactions

In the normal course of business, the Company enters into transactions with affiliated companies.
At December 31, 2020, the consolidated statement of financial condition included the following

balances with affiliates:

Assets

Cash and cash equivalents

Cash and securities segregated and on depostt for federal and other regulations
Securities purchased under agreements to resell

Securities borrowed

Fmancial mstruments owned. at fairr value

Receivables from brokers, dealers and clearmg organizations

Recevables from affikated companies

Liabilities

Securities loaned

Payables to brokers, dealers and clearmg organizations
Accrued compensation and benefits

Payables to affiliated companies

Other habilities and accrued expense

Dividend and interest payable

Subordinated liabilities (Note 10)

642577
2,616,386
224747
1,289 467
12,239
895.007

177,725
64917
97,162
1,147,754
13,242
400

8R0,000

Cash and securities segregated and on deposit for federal and other regulations includes a resale
agreement with an affiliated counterparty in the amount of $2,590,531 which the Company has

deposited with a third party.

The Company sells cash balances in a foreign currency, originating from customer deposits, to
UBS Americas Inc. in exchange for US dollars. The US dollars the Company receives in this
transaction is used to meet its customer requirement, pursuant to SEA 15¢3-3, that arise from the
foreign currency deposits made by the Company's customers. The balance related to this
transaction with UBS Americas Inc.,, at December 31, 2020, was $871,.220 included in

receivables from affiliated companies in consolidated statement of financial condition.
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9. Related-Party Transactions (continued)
Service Level Agreements

Pursuant to service level arrangements, the Company receives services from and provides
services to affilates (i.e., operational, administrative, securities research, premises). The
significant arrangements where the Company receives or provides such support services include
arrangements with UBS Bank USA ("BUSA"), UBS Business Solutions LLC ("UBS BS"), UBS
Business Solutions AG (“UBS BS AG”). UBS Securities LLC ("UBSS LLC"), UBS Business
Solutions UK ("UBS UK") and UBS AG Stamford branch ("Stamford branch"). Additionally,
the Company receives services from Group related to the administration of certain compensation
plans.

In the normal course of business, the Company enters into resale and repurchase agreements and
securities lending transactions with UBSS LLC in order to facilitate client transactions and to
meet its short-term financing needs. UBSS LLC also serves as a counterparty to all resale and
repurchase agreements whereby the Company has entered into equal and offsetting agreements
with independent third parties. Additionally, the Company enters into stock borrow and stock
loan transactions with UBSS LLC.

In November 2020. the Company sold its investment in certain corporate bonds and certificates
of deposit and money market funds to UBSS LLC for $98.008. Transaction was completed on
fair value on the date of transfer.

Certain employees of the Company have been issued loans by an affiliate as part of the
Company’s compensation programs related to emplovee recruiting and retention (see Note 16).

Retail clients of UBSFSIPR are introduced to UBSFSI on a fully disclosed basis. The Company
has a fully disclosed clearing agreement with UBSFSIPR pursuant to which UBSFSI provides
certain clearing and related functions. Under this arrangement, UBSFSI assumes the physical
custody of, and conducts the brokerage settlement activities for accounts of UBSFSIPR and its
clients.

UBSFSI also guarantees payment and performance of all liabilities, obligations and
commitments of UBFSIPR. UBSFSI does not receive any consideration for this guarantee.
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11. Risk Management (continued)
Operational Risk

Operational risk is the risk resulting from inadequate or failed internal processes, people and
systems, or from external causes (e.g., deliberate, accidental or natural).

Events may be direct financial losses or indirect in the form of revenue forgone as a result of
business suspension. They may also result in damage to the Company’s reputation and franchise.

which have longer term financial consequences.

Operational risk is an inevitable consequence of being in business, and managing operational risk
is a core element of the Company's business activities. It is not possible to eliminate every source
of operational risk, but the Company's aim is to provide a framework that supports the
identification and assessment of all material operational risks and their potential concentrations
in order to achieve an appropriate balance between risk and return.

A comprehensive operational risk taxonomy is established that defines the universe of inherent
material operational risks which arise as a consequence of business activities. This enables a
common understanding and provides a standard and consistent categorization of operational risk
across all business divisions. The aggregated impact of control deficiencies and the adequacy of
remediation efforts are assessed by Operational Risk Control for all relevant operational risk
taxonomy categories as part of the operational risk assessment process. This front-to-back
process, complemented by internal subject matter expertise, provides a transparent assessment of
the current operational risk exposure against agreed risk appetite statements and measures.

Significant control deficiencies that surface during the internal control and operational risk
assessment processes must be reported in the operational risk inventory and sustainable
remediation must be initiated.

Credit Risk

Credit risk is the nsk of financial loss resulting from failure by a client or counterparty to meet
its contractual obligations to the Company. This can be caused by factors directly related to the
counterparty or from failures in the settlement process. It can also be triggered by economic or
political factors in the country in which the counterparty is based or where it has substantial
assets. Counterparties to the Company’s financing activities are primarily affiliates, other
financial institutions, including banks, brokers and dealers, investment funds and insurance
companies, individuals and non-financial operating entities. Credit losses could arise should
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13. Commitments and Contingencies (continued)

The Company's consolidated statement of financial condition as of December 31, 2020 reflects
provisions with respect to these matters in amounts that the Company believes to be appropriate
under the applicable accounting standards. As in the case of other matters for which the
Company has established provisions, the future outflow of resources in respect of such matters
cannot be determined with certainty based on currently available information, and accordingly
may ultimately prove to be substantially greater (or may be less) than the provisions that have
been recognized.

Guarantees

The Company has guaranteed the payment and performance obligations of UBS Swiss Financial
Advisers AG ("SFA"), an investment adviser registered with the SEC, as it relates to certain
transactions that SFA conducts in connection with the Company's clients. The guarantee is
subject to a limit of $150,000.

The Company is a member of various exchanges and clearinghouses that trade and clear
securities and/or derivative contracts. Associated with its membership. the Company may be
required to pay a proportionate share of the financial obligations of another member who may
default on its obligations to the exchange or the clearinghouse. While the rules governing
different exchange or clearinghouse members vary, in general, the Company's guarantee
obligations would arise only if the exchange or clearinghouse had previously exhausted its
resources. In addition, any such guarantee obligation would be apportioned among the other non-
defaulting members of the exchange. Any potential contingent liability under these membership
agreements cannot be estimated. The Company has not recorded any contingent liability in its
consolidated statement of financial condition for the agreements and believes that any potential
requirement to make payments under these agreements is remote.

Other Commitments and Contingencies

In meeting the financing needs of certain of its clients, the Company may also issue standby

letters of credit, which are fully collateralized by customer margin securities. At December 31,
2020, the Company had outstanding $178 355 of such standby letters of credit.

In the normal course of business, the Company enters into when-issued transactions and
underwriting commitments. Settlement of these transactions after December 31, 2020 did not
have a material impact on the consolidated statement of financial condition, taken as a whole.
There are no material underwriting commitments at December 31, 2020.
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18. Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes.

In accordance with ASC 740, if it is more likely than not that the ultimate realization of deferred
tax assets is not going to be recognized, a valuation allowance should be recorded. In assessing
the recoverability of the deferred tax assets, the Company considered all available positive and
negative evidence, including history of earnings, possible tax planning strategies and future
taxable income, supported through detailed projections.

After consideration of all relevant evidence, UBSFSI believes that it is more likely than not that
a benefit will be realized for federal, state, and local deferred tax assets and accordingly, no
valuation allowance was recorded against these assets.

After consideration of all relevant evidence, [IBRSFSIPR believes that it is more likely than not
that a benefit will not be realized for certain foreign deferred tax assets and accordingly. a
valuation allowance of $511,064 has been recorded. Since December 31, 2019, the valuation
allowance related to foreign deferred tax assets increased by $5,050.
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