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Item 1

AVG Reports Third Quarter 2012 Financial Results

Revenue Grows 34 Percent in Q3 Year Over Year; Reports Q3 GAAP EPS of $0.35 and Non-GAAP

EPS of $0.43; Raises Fiscal Year 2012 Outlook

AMSTERDAM, October 31, 2012 / PRNewswire / � AVG Technologies N.V. (NYSE: AVG) today reported results for the third quarter ended
September 30, 2012.

�AVG�s financial results well exceeded our expectations for the third quarter, driven by strong growth in both our subscription and platform
derived businesses,� stated J.R. Smith, chief executive officer of AVG. �During the quarter, we enhanced our portfolio of products and services
with the launch of AVG 2013. Our latest line of products and services focuses on protection, performance and privacy as well as the introduction
of free phone support for even our free customers. Also in the quarter, we continued to increase our active user count to 143 million, including
20 million mobile users. Considering our strong execution, we are again raising our outlook for the fiscal year 2012.�

Revenue for the third quarter of 2012 was $95.3 million, compared with $71.2 million for the third quarter of 2011, an increase of 34 percent.

Net income for the third quarter of 2012 was $19.0 million, or $0.35 per diluted ordinary share, based on 54.7 million weighted-average diluted
shares outstanding. This compares to net income of $6.7 million, or $0.09 per diluted share, and 39.1 million weighted-average diluted shares
outstanding for the third quarter of 2011.

Non-GAAP adjusted net income for the third quarter of 2012 was $23.4 million, or $0.43 per diluted share. This compares to non-GAAP
adjusted net income of $10.5 million, or $0.20 per diluted share, for the same period of the prior year1. Non-GAAP results for the third quarter of
2012 exclude $2.7 million in share-based compensation expense and $1.9 million in acquisition amortization and reflect a $0.2 million
adjustment to normalize to a tax rate of 14 percent.

Deferred revenue as of September 30, 2012 was $162.2 million. Cash and cash equivalents totaled $86.7 million as of September 30, 2012. Net
debt2 was $66.2 million as of September 30, 2012, compared to $73.7 million at June 30, 2012.

AVG generated $25.3 million in cash from operating activities in the third quarter of 2012, and $27.2 million in non-GAAP unlevered free cash
flow. This represents a 29 percent revenue to non-GAAP unlevered free cash flow conversion rate.

1 Non-GAAP adjusted net income per non-GAAP diluted share is calculated based on adjusted net income including earnings
attributable to preferred shares in 2011. For further details, see the reconciliation note at the end of this press release.

2 Net debt represents current and non-current debt less cash and cash equivalents.
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Financial Outlook

Based on information available as of October 31, 2012, AVG is providing the following financial outlook for the fourth quarter of 2012:

� Revenue is expected to be in the range of $94.0 million to $98.0 million.

� Net income is expected to be in the range of $9.0 million to $10.0 million; diluted EPS is expected to be in the range of $0.16 to
$0.18.

� Non-GAAP adjusted net income is expected to be in the range of $14.0 million to $15.0 million; non-GAAP diluted EPS is expected
to be in the range of $0.25 to $0.27.

AVG�s expectation of non-GAAP adjusted net income for the fourth quarter of 2012 excludes share-based compensation expense and acquisition
amortization and assumes a tax rate of 14 percent. For the purpose of calculating diluted EPS and non-GAAP diluted EPS in the fourth quarter,
the company assumes approximately 55.5 million weighted-average shares outstanding.

Based on information available as of October 31, 2012, AVG is increasing its financial outlook for fiscal year 2012 as follows:

� Revenue is expected to be in the range of $354.0 million to $358.0 million.

� Net income is expected to be in the range of $50.0 million to $51.0 million; diluted EPS is expected to be in the range of $0.91 to
$0.93.

� Non-GAAP adjusted net income is expected to be in the range of $73.0 million to $74.0 million; non-GAAP diluted EPS is expected
to be in the range of $1.34 to $1.36.

� Operating cash flow is expected to be in the range of $110.0 million to $114.0 million; non-GAAP unlevered free cash flow is
expected to be in the range of $111.0 million to $115.0 million.

AVG�s expectation of non-GAAP adjusted net income for the fiscal year 2012 excludes share-based compensation expense and acquisition
amortization and assumes a tax rate of 14 percent. For the purpose of calculating diluted EPS and non-GAAP diluted EPS for 2012, the company
assumes approximately 54.5 million weighted-average shares outstanding.
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Conference Call Information

AVG will hold its quarterly conference call today at 22:00 CET/5:00 p.m. ET/2:00 p.m. PT to discuss its third quarter financial results, business
highlights and outlook. The conference call may be accessed via webcast at http://investors.avg.com or by calling +1 (877) 941-1427 (United
States and Canada) or +1 (480) 629-9664 (International).

A replay of the webcast can be accessed via http://investors.avg.com. Additionally, an audio replay of the conference call will be available
through November 7, 2012 by calling +1 (800) 406-7325 (United States and Canada) or +1 (303) 590-3030 (International), (conference passcode
required: 4568939#).

Use of Non-GAAP Financial Information

This press release contains supplemental non-GAAP financial measures including the following: non-GAAP adjusted net income, non-GAAP
adjusted net income per diluted share and non-GAAP unlevered free cash flow. The presentation of this supplemental non-GAAP financial
information, which is not prepared under any comprehensive set of accounting rules or principles, is not intended to be considered in isolation or
as a substitute for, or superior to, the financial information prepared and presented in accordance with generally accepted accounting principles
in the United States. In particular, adjusted net income, adjusted net income per diluted share and unlevered free cash flow should not be
considered as measurements of the company�s financial performance or liquidity under U.S. GAAP, as alternatives to income, operating income,
cash flow from operation or any other performance measures derived in accordance with U.S. GAAP or as alternatives to cash flow from
operating activities as a measure of the company�s liquidity. Adjusted net income, adjusted net income per diluted share and unlevered free cash
flow have limitations as analytical tools and should not be considered in isolation from, or as substitutes for, analysis of AVG�s results of
operations, including its cash flows, as reported under U.S. GAAP. Some of the limitations of adjusted net income, adjusted net income per
diluted share and unlevered free cash flow as financial measures are:

� they do not reflect the company�s future requirements for capital expenditure or contractual commitments, nor, in the case of the
income measures, do they reflect the actual cash contributions received from customers;

� except in the case of free cash flow, they do not reflect changes in, or cash requirements for, the company�s working capital needs;

� they do not reflect the interest expense, or the cash requirements necessary to service interest or principal payments, on the company�s
debt;

� although amortization and share-based compensation are non-cash charges, the assets being amortized will often have to be replaced
in the future and such measures do not reflect any cash requirements for such replacements; and

� other companies in AVG�s industry may calculate these measures differently than AVG does, limiting their usefulness as comparative
measures.

Because of these limitations, investors should rely on AVG�s consolidated financial statements prepared in accordance with U.S. GAAP and treat
the company�s non-GAAP financial measures as supplemental information only.

AVG is providing these non-GAAP financial measures because it believes that such measures provide important supplemental information to
management and investors about the company�s core operating results, primarily because the non-GAAP financial measures exclude certain
expenses and other amounts that management does not consider to be indicative of the company�s core operating results or business outlook.
AVG management uses these non-GAAP financial measures, in addition to the corresponding U.S. GAAP financial measures, in evaluating the
company�s operating performance, in planning and forecasting future periods, in making decisions regarding business operations and allocation
of resources, and in comparing the company�s performance against its historical performance.

For a reconciliation of these non-GAAP financial measures to the most directly comparable financial measures prepared in accordance with U.S.
GAAP, please see �Reconciliation of U.S. GAAP to non-GAAP Financial Measures.� All non-GAAP financial measures should be read in
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Forward-Looking Statements

This press release contains forward-looking statements within the Private Securities Litigation Reform Act of 1995, including those relating to
an expected range of revenue, net income, EPS, operating cash flow, non-GAAP adjusted net income, non-GAAP EPS and non-GAAP
unlevered free cash flow for the three-month period ending December 31, 2012 and/or the fiscal year ending December 31, 2012. Words such as
�expects,� �expectation,� �intends,� �assumes,� �believes� and �estimates,� variations of such words and similar expressions are also intended to identify
forward-looking statements. These forward-looking statements involve risks and uncertainties that could cause actual results to differ materially
from those contemplated herein. Factors that could cause or contribute to such differences include but are not limited to: changes in the
company�s growth strategies; changes in the company�s future prospects, business development, results of operations and financial condition;
changes to the online and computer threat environment and the endpoint security industry; competition from local and international companies,
new entrants in the market and changes to the competitive landscape; the adoption of new, or changes to existing, laws and regulations; flaws in
the assumptions underlying the calculation of the number of the company�s active users; the termination of or changes to the company�s
relationships with its partners and other third parties; changes in the company�s and its partners� responses to privacy concerns; the company�s
plans to launch new products and online services and monetize its full user base; the company�s ability to attract and retain active and
subscription users; the company�s ability to retain key personnel and attract new talent; the company�s ability to adequately protect its intellectual
property; flaws in the company�s internal controls or IT systems; the company�s geographic expansion plans; the anticipated costs and benefits of
the company�s acquisitions; the outcome of ongoing or any future litigation or arbitration, including litigation or arbitration relating to intellectual
property rights; the company�s legal and regulatory compliance efforts; and worldwide economic conditions and their impact on demand for the
company�s products and services. Given these risks and uncertainties, you should not place undue reliance on these forward-looking statements.

Further information on these factors and other risks that may affect the company�s business is included in filings AVG makes with the Securities
and Exchange Commission (SEC) from time to time, including its Annual Report on Form 20-F, particularly under the heading �Risk Factors�.

The financial information contained in this press release should be read in conjunction with the consolidated financial statements and notes
thereto to be included in the company�s report on Form 6-K. The company�s results of operations for the third quarter ended September 30, 2012
are not necessarily indicative of the company�s operating results for any future periods.

These documents are available online from the SEC or in the Investor Relations section of our website at http://investors.avg.com. Information
on our website is not part of this release. All forward-looking statements in this press release are based on information currently available to us,
and we assume no obligation to update these forward-looking statements in light of new information or future events.

About AVG

AVG�s mission is to simplify, optimize and secure the Internet experience, providing peace of mind to a connected world. AVG�s powerful yet
easy-to-use software and online services put users in control of their Internet experience. By choosing AVG�s software and services, users
become part of a trusted global community that benefits from inherent network effects, mutual protection and support. AVG has grown its user
base to 143 million active users as of September 30, 2012 and offers a product portfolio that targets the consumer and small business markets
and includes Internet security, PC performance optimization, online backup, mobile security, identity protection and family safety software.

Edgar Filing: AVG Technologies N.V. - Form 6-K

Table of Contents 8



Table of Contents

AVG Technologies N.V.

Condensed Consolidated Balance Sheets

(In Thousands)

December 31, 2011 September 30, 2012
ASSETS
Current assets:
Cash and cash equivalents $ 60,740 $ 86,703
Trade accounts receivable, net 25,363 34,993
Inventories 883 932
Deferred income taxes 18,394 18,394
Prepaid expenses 3,975 4,841
Prepaid share issuance cost 6,820 0
Other current assets 6,363 7,153

Total current assets 122,538 153,016
Property and equipment, net 12,436 12,303
Deferred income taxes 59,750 56,770
Intangible assets, net 35,035 36,850
Goodwill 71,367 72,277
Investment in equity affiliate 511 333
Investments 9,750 9,750
Other assets 248 2,510

Total assets $ 311,635 $ 343,809

LIABILITIES, PREFERRED SHARES AND SHAREHOLDERS� DEFICIT
Current liabilities:
Accounts payable 11,035 9,983
Accrued compensation and benefits 15,941 18,876
Accrued expenses and other current liabilities 30,878 27,298
Current portion of long term debt 41,125 18,700
Income taxes payable 4,161 3,361
Deferred revenue 120,269 131,361

Total current liabilities 223,409 209,579
Long-term debt, less current portion 184,315 134,202
Deferred revenue, less current portion 30,839 30,844
Other non-current liabilities 3,397 3,646

Total liabilities 441,960 378,271

Class D preferred shares 191,954 0
Ordinary shares 476 722
Additional paid-in capital (Distributions in excess of capital) (388,225) (136,341) 
Treasury shares 0 (3,869) 
Accumulated other comprehensive loss (6,324) (5,129) 
Retained earnings 71,794 110,155

Total shareholders� deficit (322,279) (34,462) 
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Total liabilities, preferred shares and shareholders� deficit $ 311,635 $ 343,809
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AVG Technologies N.V.

Condensed Consolidated Statements of Comprehensive Income

(In thousands, except share data and per share data)

Three months ended
September 30,

Nine months ended
September 30,

2011 2012 2011 2012

Revenue:
Subscription $ 43,942 $ 49,226 $ 130,071 $ 143,210
Platform-derived 27,228 46,027 68,022 117,551

Total revenue 71,170 95,253 198,093 260,761

Cost of revenue:
Subscription 5,832 5,794 17,287 19,597
Platform-derived 3,352 9,548 6,517 20,214

Total cost of revenue 9,184 15,342 23,804 39,811

Gross profit 61,986 79,911 174,289 220,950
Operating expenses:
Sales and marketing 19,190 22,298 53,904 63,710
Research and development 8,835 11,833 24,478 38,981
General and administrative 18,332 16,784 35,984 48,588

Total operating expenses 46,357 50,915 114,366 151,279

Operating income 15,629 28,996 59,923 69,671
Other expense, net (5,535) (6,383) (12,278) (17,732) 

Income before income taxes and loss from
investment in equity affiliate 10,094 22,613 47,645 51,939
Benefit (Provision) for income taxes (3,373) (3,581) 52,212 (10,845) 
Loss from investment in equity affiliate (61) (69) (180) (178) 

Net income 6,660 18,963 99,677 40,916

Comprehensive income $ 4,418 $ 19,686 $ 96,767 $ 42,111
Net income $ 6,660 $ 18,963 $ 99,677 $ 40,916
Preferred share dividends (1,802) 0 (5,406) (753) 
Distributed and undistributed earnings to
participating securities (1,214) 0 (27,513) 0

Net income available to ordinary
shareholders $ 3,644 $ 18,963 $ 66,758 $ 40,163

Net income available to ordinary
shareholders - basic $ 3,644 $ 18,963 $ 66,758 $ 40,163
Net income available to ordinary
shareholders - diluted $ 3,644 $ 18,963 $ 66,758 $ 40,916
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Earnings per ordinary share - basic $ 0.10 $ 0.35 $ 1.85 $ 0.77
Earnings per ordinary share - diluted $ 0.09 $ 0.35 $ 1.72 $ 0.75
Weighted-average shares outstanding - basic 36,000,000 54,232,743 $46.48 $40.81 $40.99

01/02/2018 03/29/2018 $44.22 $34.87 $36.34

04/02/2018 06/29/2018 $44.85 $35.76 $39.40

07/02/2018 09/28/2018 $40.09 $33.55 $33.67

10/01/2018 12/31/2018 $38.45 $30.56 $33.45

01/02/2019* 02/22/2019* $39.99 $32.25 $39.99

* As of the date of this preliminary terms supplement available information for the first calendar quarter of 2019
includes data for the period from January 2, 2019 through February 22, 2019. Accordingly, the “Quarterly High,”
“Quarterly Low” and “Quarterly Close” data indicated are for this shortened period only and do not reflect complete data
for the first calendar quarter of 2019.

The graph below illustrates the performance of General Motors' common stock for the period indicated, based on
information from Bloomberg. The solid line represents a hypothetical trigger price and coupon barrier of $32.26,
which is equal to 80.00% of an intra-day price on February 25, 2019. The actual trigger price and coupon barrier will
be based on the closing price of General Motors' common stock on the trade date. Past performance of the
underlying asset is not indicative of the future performance of the underlying asset.

What are the Tax Consequences of the Securities?

The U.S. federal income tax consequences of your investment in the Securities are uncertain. There are no
statutory provisions, regulations, published rulings or judicial decisions addressing the characterization for
U.S. federal income tax purposes of securities with terms that are substantially the same as the Securities. Some
of these tax consequences are summarized below, but we urge you to read the more detailed discussion in the
prospectus supplement under “What are the Tax Consequences of the Securities?” and the accompanying
product supplement under “Material U.S. Federal Income Tax Consequences — Securities Treated as Prepaid
Derivatives or Prepaid Forwards” and to discuss the tax consequences of your particular situation with your tax
advisor. This discussion is based upon the Internal Revenue Code of 1986, as amended (the “Code”), final,
temporary and proposed U.S. Treasury Department (the “Treasury”) regulations, rulings and decisions, in each
case, as available and in effect as of the date hereof, all of which are subject to change, possibly with retroactive
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effect. Tax consequences under state, local and non-U.S. laws are not addressed herein. No ruling from the U.S.
Internal Revenue Service (the “IRS”) has been sought as to the U.S. federal income tax consequences of your
investment in the Securities, and the following discussion is not binding on the IRS.

U.S. Tax Treatment. Pursuant to the terms of the Securities, UBS and you agree, in the absence of a statutory or
regulatory change or an administrative determination or judicial ruling to the contrary, to characterize the Securities as
pre-paid derivative contracts with respect to the underlying asset. If your Securities are so treated, any contingent
coupon that is paid by UBS (including on the maturity date or call settlement date) should be included in your income
as ordinary income in accordance with your regular method of accounting for U.S. federal income tax purposes.

In addition, excluding amounts attributable to any contingent coupon, you should generally recognize capital gain or
loss upon the taxable disposition of your Securities in an amount equal to the difference between the amount you
receive at such time (other than amounts or proceeds attributable to a contingent coupon or any amount attributable to
any accrued but unpaid contingent coupon) and the amount you paid for your Securities. Such gain or loss should
generally be long-term capital gain or loss if you have held your Securities for more than one year (otherwise such
gain or loss would be short-term capital gain or loss if held for one year or less). The deductibility of capital losses is
subject to limitations. Although uncertain, it is possible that proceeds received from the taxable disposition of your
Securities prior to a coupon payment date that are attributable to an expected contingent coupon could be treated as
ordinary income. You should consult your tax advisor regarding this risk.

We will not attempt to ascertain whether the underlying asset issuer would be treated as a “passive foreign investment
company” (a “PFIC”) within the meaning of Section 1297 of the Code or as a “United States real property holding
corporation” (a “USRPHC”) within the meaning of Section 897 of the Code. If the underlying asset issuer were so
treated, certain adverse U.S. federal income tax consequences might apply, to a U.S. holder in the case of a PFIC and
to a non-U.S. holder in the case of a USRPHC, upon the taxable disposition of a Security. You should refer to
information filed with the SEC or the equivalent governmental authority by the underlying asset issuer and consult
your tax advisor regarding the possible consequences to you in the event that such entity is or becomes a PFIC or
USRPHC.

In the opinion of our counsel, Cadwalader, Wickersham & Taft LLP, based on certain factual representations
received from us, it would be reasonable to treat your Securities in the manner described above. However,
because there is no authority that specifically addresses the tax treatment of the Securities, it is possible that
your Securities could alternatively be treated for tax purposes as a single contingent payment debt instrument,
or pursuant to some other characterization, such that the timing and character of your income from the
Securities could differ materially and adversely from the treatment described above, as described further
under “Material U.S. Federal Income Tax Consequences — Alternative Treatments for Securities Treated as Any
Type of Prepaid Derivative or Prepaid Forward” in the accompanying product supplement. Because of this
uncertainty, we urge you to consult your tax advisor as to the tax consequences of your investment in the Notes.
Notice 2008-2. In 2007, the IRS released a notice that may affect the taxation of holders of the Securities. According
to Notice 2008-2, the IRS and the Treasury are actively considering whether the holder of an instrument such as the
Securities should be required to accrue ordinary income on a current basis. It is not possible to determine what
guidance they will ultimately issue, if any. It is possible, however, that under such guidance, holders of the Securities
will ultimately be required to accrue income currently in excess of any receipt of contingent coupons and this could be
applied on a retroactive basis. The IRS and the Treasury are also considering other relevant issues, including whether
additional gain or loss from such instruments should be treated as ordinary or capital, whether non-U.S. holders of
such instruments should be subject to withholding tax on any deemed income accruals, and whether the special
“constructive ownership rules” of Section 1260 of the Code should be applied to such instruments. Both U.S. and
non-U.S. holders are urged to consult their tax advisor concerning the significance and potential impact of the above
considerations.
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Except to the extent otherwise required by law, UBS intends to treat your Securities for U.S. federal income tax
purposes in accordance with the treatment described above and under “Material U.S. Federal Income Tax
Consequences — Securities Treated as Prepaid Derivatives or Prepaid Forwards with Associated Contingent Coupons” in
the accompanying product supplement unless and until such time as the IRS and the Treasury determine that some
other treatment is more appropriate.

Medicare Tax on Net Investment Income. U.S. holders that are individuals, estates, and certain trusts are subject to an
additional 3.8% tax on all or a portion of their “net investment income”, which may include any income or gain realized
with respect to the Securities, to the extent of their net investment income that when added to their other modified
adjusted gross income, exceeds $200,000 for an unmarried individual, $250,000 for a married taxpayer filing a joint
return (or a surviving spouse), or $125,000 for a married individual filing a separate return. The 3.8% Medicare tax is
determined in a different manner than the income tax. U.S. holders should consult their tax advisors as to the
consequences of the 3.8% Medicare tax to an investment in the Securities.

Specified Foreign Financial Assets. U.S. holders may be subject to reporting obligations with respect to their
Securities if they do not hold their Securities in an account maintained by a financial institution and the aggregate
value of their Securities and certain other “specified foreign financial assets” (applying certain attribution rules) exceeds
an applicable threshold. Significant penalties can apply if a U.S. holder is required to disclose its Securities and fails
to do so.

Non-U.S. Holders. The U.S. federal income tax treatment of the contingent coupons is unclear. Subject to the
discussions below with respect to Section 871(m) of the Code and FATCA (as defined below), our counsel is of the
opinion that contingent coupons paid to a non-U.S. holder that provides us (and/or the applicable withholding agent)
with a fully completed and validly executed applicable IRS Form W-8 should not be subject to U.S. withholding tax
and we do not intend to withhold any tax on contingent coupons. However, it is possible that the IRS could assert that
such payments are subject to U.S. withholding tax, or that another withholding agent may otherwise determine that
withholding is required, in which case such other withholding agent may withhold up to 30% on such payments
(subject to reduction or elimination of such withholding tax pursuant to an applicable income tax treaty). We will not
pay any additional amounts in respect of such withholding. Subject to Section 871(m) of the Code, discussed below,
gain from the taxable disposition of the Securities generally should not be subject to U.S. tax unless (i) such gain is
effectively connected with a trade or business conducted by the non-U.S. holder in the U.S., (ii) the non-U.S. holder is
a non-resident alien individual and is present in the U.S. for 183 days or more during the taxable year of such taxable
disposition and certain other conditions are satisfied or (iii) the non-U.S. holder has certain other present or former
connections with the U.S.

Section 871(m). A 30% withholding tax (which may be reduced by an applicable income tax treaty) is imposed under
Section 871(m) of the Code on certain “dividend equivalents” paid or deemed paid to a non-U.S. holder with respect to a
“specified equity-linked instrument” that references one or more dividend-paying U.S. equity securities. The
withholding tax can apply even if the instrument does not provide for payments that reference dividends. Treasury
regulations provide that the withholding tax applies to all dividend equivalents paid or deemed paid on specified
equity-linked instruments that have a delta of one (“delta one specified equity-linked instruments”) issued after 2016 and
to all dividend equivalents paid or deemed paid on all other specified equity-linked instruments issued after 2018.
However, the IRS has issued guidance that states that the Treasury and the IRS intend to amend the effective dates of
the Treasury regulations to provide that withholding on dividend equivalents paid or deemed paid will not apply to
specified equity-linked instruments that are not delta one specified equity-linked instruments and are issued before
January 1, 2021.

Based on our determination that the Securities are not “delta-one” with respect to the underlying asset, our counsel is of
the opinion that the Securities should not be delta one specified equity-linked instruments and thus should not be
subject to withholding on dividend equivalents. Our determination is not binding on the IRS, and the IRS may
disagree with this determination. Furthermore, the application of Section 871(m) of the Code will depend on our
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determinations made upon issuance of the Securities. If withholding is required, we will not make payments of any
additional amounts.

Nevertheless, after issuance, it is possible that your Securities could be deemed to be reissued for tax purposes upon
the occurrence of certain events affecting the underlying asset or your Securities, and following such occurrence your
Securities could be treated as delta one specified equity-linked instruments that are subject to withholding on dividend
equivalents. It is also possible that withholding tax or other tax under Section 871(m) of the Code could apply to the
Securities under these rules if you enter, or have entered, into certain other transactions in respect of the underlying
asset or the Securities. If you enter, or have entered, into other transactions in respect of the underlying asset or the
Securities, you should consult your tax advisor regarding the application of Section 871(m) of the Code to your
Securities in the context of your other transactions.

Because of the uncertainty regarding the application of the 30% withholding tax on dividend equivalents to the
Securities, you are urged to consult your tax advisor regarding the potential application of Section 871(m) of
the Code and the 30% withholding tax to an investment in the Securities.

Foreign Account Tax Compliance Act. The Foreign Account Tax Compliance Act (“FATCA”) was enacted on March
18, 2010, and imposes a 30% U.S. withholding tax on “withholdable payments” (i.e., certain U.S.-source payments,
including interest (and original issue discount), dividends, other fixed or determinable annual or periodical gain,
profits, and income, and on the gross proceeds from a disposition of property of a type which can produce U.S.-source
interest or dividends) and “passthru payments” (i.e., certain payments attributable to withholdable payments) made to
certain foreign financial institutions (and certain of their affiliates) unless the payee foreign financial institution agrees
(or is required), among other things, to disclose the identity of any U.S. individual with an account of the institution
(or the relevant affiliate) and to annually report certain information about such account. FATCA also requires
withholding agents making withholdable payments to certain foreign entities that do not disclose the name, address,
and taxpayer identification number of any substantial U.S. owners (or do not certify that they do not have any
substantial U.S. owners) to withhold tax at a rate of 30%. Under certain circumstances, a holder may be eligible for
refunds or credits of such taxes.

Pursuant to final and temporary Treasury regulations and other IRS guidance, the withholding and reporting
requirements under FATCA will generally apply to certain “withholdable payments” made on or after July 1, 2014,
certain gross proceeds on a taxable disposition occurring after December 31, 2018, and certain foreign passthru
payments made after December 31, 2018 (or, if later, the date that final regulations defining the term “foreign passthru
payment” are published). If withholding is required, we (or the applicable paying agent) will not be required to pay
additional amounts with respect to the amounts so withheld. Foreign financial institutions and non-financial foreign
entities located in jurisdictions that have an intergovernmental agreement with the U.S. governing FATCA may be
subject to different rules.

Investors should consult their tax advisors about the application of FATCA, in particular if they may be classified as
financial institutions (or if they hold their Securities through a foreign entity) under the FATCA rules.

Proposed Legislation. In 2007, legislation was introduced in Congress that, if it had been enacted, would have
required holders of Securities purchased after the bill was enacted to accrue interest income over the term of the
Securities despite the fact that there may be no interest payments over the entire term of the Securities.

Furthermore, in 2013, the House Ways and Means Committee released in draft form certain proposed legislation
relating to financial instruments. If it had been enacted, the effect of this legislation generally would have been to
require instruments such as the Securities to be marked to market on an annual basis with all gains and losses to be
treated as ordinary, subject to certain exceptions.
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It is not possible to predict whether any similar or identical bills will be enacted in the future, or whether any such bill
would affect the tax treatment of your Securities. You are urged to consult your tax advisor regarding the possible
changes in law and their possible impact on the tax treatment of your Securities.

Both U.S. and non-U.S. holders are urged to consult their tax advisors concerning the application of U.S.
federal income tax laws to their particular situation, as well as any tax consequences of the purchase, beneficial
ownership and disposition of the Securities (including possible alternative treatments and the issues presented
by Notice 2008-2) arising under the laws of any state, local, non-U.S. or other taxing jurisdiction.

Supplemental Plan of Distribution (Conflicts of Interest); Secondary Markets (if any)

We will agree to sell to UBS Securities LLC and UBS Securities LLC will agree to purchase, all of the Securities at
the issue price to the public less the underwriting discount indicated on the cover of the final terms supplement, the
document that will be filed pursuant to Rule 424(b) containing the final pricing terms of the Securities. UBS Securities
LLC will agree to resell all of the Securities to UBS Financial Services Inc. at a discount from the issue price to the
public equal to the underwriting discount indicated on the cover of the final terms supplement.

Conflicts of Interest - Each of UBS Securities LLC and UBS Financial Services Inc. is an affiliate of UBS and, as
such, has a "conflict of interest" in this offering within the meaning of FINRA Rule 5121. In addition, UBS will
receive the net proceeds (excluding the underwriting discount) from the initial public offering of the Securities and,
thus creates an additional conflict of interest within the meaning of FINRA Rule 5121. Consequently, the offering is
being conducted in compliance with the provisions of Rule 5121. Neither UBS Securities LLC nor UBS Financial
Services Inc. is permitted to sell Securities in the offering to an account over which it exercises discretionary authority
without the prior specific written approval of the account holder.

UBS Securities LLC and its affiliates may offer to buy or sell the Securities in the secondary market (if any) at
prices greater than UBS’ internal valuation - The value of the Securities at any time will vary based on many factors
that cannot be predicted. However, the price (not including UBS Securities LLC’s or any affiliate’s customary bid-ask
spreads) at which UBS Securities LLC or any affiliate would offer to buy or sell the Securities immediately after the
trade date in the secondary market is expected to exceed the estimated initial value of the Securities as determined by
reference to our internal pricing models. The amount of the excess will decline to zero on a straight line basis over a
period ending no later than 1 month after the trade date, provided that UBS Securities LLC may shorten the period
based on various factors, including the magnitude of purchases and other negotiated provisions with selling agents.
Notwithstanding the foregoing, UBS Securities LLC and its affiliates are not required to make a market for the
Securities and may stop making a market at any time. For more information about secondary market offers and the
estimated initial value of the Securities, see “Key Risks - Fair value considerations” and “Key Risks - Limited or no
secondary market and secondary market price considerations” in this preliminary terms supplement.

Prohibition of Sales to EEA Retail Investors — The Securities are not intended to be offered, sold or otherwise made
available to and should not be offered, sold or otherwise made available to any retail investor in the European
Economic Area (“EEA”). For these purposes, a retail investor means a person who is one (or more) of: (i) a retail client
as defined in point (11) of Article 4(1) of Directive 2014/65/EU, as amended (“MiFID II”); (ii) a customer within the
meaning of Directive 2002/92/EC, as amended, where that customer would not qualify as a professional client as
defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified investor as defined in Directive 2003/71/EC,
as amended. Consequently no key information document required by Regulation (EU) No 1286/2014 (as amended, the
“PRIIPs Regulation”) for offering or selling the Securities or otherwise making them available to retail investors in the
EEA has been prepared and therefore offering or selling the Securities or otherwise making them available to any
retail investor in the EEA may be unlawful under the PRIIPs Regulation.
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You should rely only on the information incorporated by reference or provided in this preliminary terms supplement,
the accompanying prospectus supplement, the accompanying product supplement or the accompanying prospectus.
We have not authorized anyone to provide you with different information. We are not making an offer of these
Securities in any state where the offer is not permitted. You should not assume that the information in this preliminary
terms supplement is accurate as of any date other than the date on the front of the document.
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