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Municipal spotlight May 2012

Relative to other fixed income sectors, municipal total returns (2.68%) are outpacing the performance of Treasuries (-0.16%), Agencies
(0.57%), and Mortgage-Backed securities (1.16%), on a year-to-date basis. By contrast, returns on Investment Grade corporate bonds (3.23%)
are running ahead of munis by a margin of about 55bps. Taxable municipal bonds, as measured by an index of Build America Bonds (BABs),
continue to deliver the strongest returns (4.55%) based on favorable supply/ demand dynamics, in our view.

The ebb and flow of new issue supply continues to be an important focus for municipal market participants. Refundings comprise a larger share
of total issuance relative to new money financings. Year-to-date, refundings total USD 57.3bn. That compares to just USD 32.4bn in bonds
issued to fund new capital projects over the same time frame.
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Municipal bond market overview
New issue supply 2012 2011 Change ‘
April total $33.9 billion $15.6 billion Up 114.9%

Year-to-date total $112.4 billion  $63.6 billion Up 76.6%

Year-to-date fixed-rate $106.0 billion  $57.3 billion Up 85.2%
Year-to-date tax-exempt ~ $102.5 billion ~ $52.0 billion Up 97.3%

Estimated reinvestment flows
(estimated maturing and called bonds plus coupon payments)

May $19.4 billion

June $40.1 billion

July $32.0 billion

2012 Monthly Average $22.9 billion
Municipal bond yields Dec 29 Dec 31 Dec 31 Dec 31 Dec 31 Dec 30 Mar 30 Apr 30
snapshot 2006 2007 2008 2009 2010 2011 2012 2012
Fed Funds Target Rate 5.25 4.25 0to0.25 0to025 O0to0.25 0to0.25 0to0.25 0to0.25
2-Year High-Grade Muni 3.55 3.09 2.03 0.75 0.75 0.47 0.46 0.43

Percentage of US Treasury 73.8% 101.3% 264.3% 65.8% 125.6% 195.0% 138.9% 166.0%

10-Year High-Grade Muni 3.74 3.65 3.91 3.05 3.16 2.28 2.40 2.26
Percentage of US Treasury 79.5% 90.7% 176.6% 79.5% 95.9% 121.5% 108.5% 118.0%

30-Year High-Grade Muni 4.41 4.45 5.47 4.52 4.89 4.22 4.33 4.19
Percentage of US Treasury 91.7% 99.9% 204.4% 97.4% 112.8% 145.8% 129.7%  134.6%

Min maturity for 4% yield 16 years 15 years 11 years 20 years 17 years 24 years 23 years 25 years
Min maturity for 5% vyield NA NA NA NA NA N/A N/A N/A

Sources: Thomson Reuters (New Issue Supply), The Bond Buyer (redemptions), Bloomberg, Municipal Market Advisors, Inc. (Yields Snapshot). High-grade municipal yields based on The Consensus
Municipal Bond ‘Aaa’ G.O. Yield Curve, courtesy of Municipal Market Advisors, Inc. Municipal yields are indicative of national tax-exempt rates; actual yields available in the market may have been lower
or higher than those shown. Past performance is no guarantee of future results.

For additional information, please contact your Financial Advisor. Additionally, clients may access our most recent research reports by logging on to their Online Services account.

May 1, 2012. This information is provided solely for informational purposes and should not be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. The information
contained herein is based on sources believed to be reliable, but its accuracy is not guaranteed. UBS Financial Services Inc. does not provide tax, legal or accounting advice. Please contact your tax advisor regarding the
suitability of tax-exempt investments in your portfolio and your accounting advisor to determine the appropriate accounting treatment. Income from municipal bonds may be subject to state and local taxes as well as
the Alternative Minimum Tax. Call features may exist that can impact yield. If sold prior to maturity, investments in municipal securities are subject to gains/losses based on the level of interest rates, market conditions
and credit quality of the issuer.

Important information about Advisory & Brokerage Services As a firm providing wealth management services to clients, UBS is registered with the U.S. Securities and Exchange Commission
(SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways
and are governed by different laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more
information, please visit our website at ubs.com/guidetofees.
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