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PRESENTATION OF INFORMATION

In this Regigtration Statement on Form 20-F, the term “shares’ refers to units of registered shares,
par value CHF 10 per unit, and ISIN Number CH0008470921, of UBS AG.

DEFINITIONS

For the purposes of this Registration Statement, the terms “UBS’, the “Group”, “we”, “our” and

“us’ mean UBS AG and its consolidated subsidiaries.

The term “merger” means the merger of Union Bank of Switzerland and Swiss Bank Corporation,
which was consummated on 29 June 1998.

REPORTING CURRENCY

Our financia statements have been prepared in accordance with International Accounting
Standards and are denominated in Swiss francs, or “CHF’, the legal tender of Switzerland. For
convenience, certain amounts referred to in this Registration Statement have been trandated from Swiss
francs into United States dollars, or “$” at the rate of CHF 1 = $0.6657, which was the noon buying rate
on 30 September 1999. This trandation should not be construed as a representation that the Swiss franc
amounts actualy denote such United States dollar amounts or have been, could have been or could be,
converted into U.S. dollars at the rate indicated.

EXCHANGE RATE INFORMATION

The table below sets forth, for the periods and dates indicated, information concerning the noon
buying rate for the Swiss franc, expressed in US$ per one Swiss franc. The “noon buying rate’ is the rate
in New York City for cable transfersin foreign currencies as certified for customs purposes by the
Federal Reserve Bank of New Y ork.

Year ended 31 December High Low Average Rate® At Period End
(USS per 1 CHF)

1995, 0.8951 0.7616 0.8466 0.8666
1996......oeeeeereineieereeeieeseeeeeees 0.8641 0.7399 0.8090 0.7468
1997 ..ot 0.7446 0.6510 0.6890 0.6845
1998.....oirireieereeeieeeeeeeeees 0.7731 0.6485 0.6894 0.7281
1999.....reeee s 0.7361 0.6244 0.6605 0.6277
2000 (through 30 April)........... 0.6441 0.5777 0.5967 0.5797

(@) The average of the noon buying rates on the last business day of each full month during
the relevant period.



CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This registration statement contains statements that constitute “forward-looking statements’. In
addition, other written or ora statements which constitute forward-looking statements have been made
and may in the future be made on our behalf. In thisregistration statement, such forward-looking

statements include, without limitation, statements relating to:

the implementation of strategic initiatives

the development of revenues overall and within specific business areas

the development of operating expenses, particularly personnel expenses

the development of other operating expenses

the anticipated level of capital expenditures and associated depreciation expense

the expected impact of the risks that affect our business, including the risk of loss
resulting from the default of an obligor or counterparty

expected credit losses based upon our credit review
the expected impact of the Y ear 2000 date change on our operations
other statements relating to our future business development and economic performance
The words “anticipate’, “believe’, “expect”, “edimate’, “intend”, “plan” and other similar
expressions identify some of these forward-looking statements. Readers are cautioned not to put undue
reliance on forward-looking statements because actual events may differ materially from those described

by these forward-looking statements and as a result, financia results could differ from those set forth and
those differences may be materia to our financia statements.

Many factors may influence our actual results and cause them to differ materially from expected
results as described in the forward-looking statements. These factors include:

general market trends affecting demand for our products and services
developments in the competitive environment in Switzerland and around the world
developments in technol ogy

changesin our expenses associated with acquisitions and dispositions

our ability to attract and retain skilled personnel

credit ratings and the financial position of obligors and counterparties

our ability to control risk in our businesses, including our ability to improve our overal
risk profile



effect of the Y ear 2000 date change

macroeconomic trends and government and regulatory policies affecting businessin
Switzerland and around the world, including changes in the level of interest or tax rates
and movements in foreign currency exchange rates
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PART |
[tem1l DESCRIPTION OF BUSINESS
Mission
The UBS mission is to:
provide clients with superior value-added investment services
provide above average rewards to shareholders
be an employer of choice
be a good corporate citizen
Overview
UBSisaglobal, integrated investment services firm and the leading bank in Switzerland. Our
business is managed through five operating divisions and our Corporate Center. The operating divisons
are:
UBS Private Banking
UBS Warburg
UBS Private and Corporate Clients
UBS Asset Management
UBS Private Equity
The philosophy of our business model is that each of the operating divisions holds primary
responsibility for managing relationships with well-defined client segments, while ensuring appropriate
access to the products and services of the entire Group. Our clients include international corporations,
small and medium sized businesses in Switzerland, governments and other public bodies, financia
institutions, market participants and individuals. Individuals include high net worth individuals, affluent
clients and retail customers. The Group provides its clients with a broad range of products and services.
These include:
wealth management services
investment funds

corporate advisory (mergers and acquisitions) services

equity and debt underwriting



securities and financial market research

securities and derivatives sales and trading

structured risk management

retail, commercia and transaction banking in Switzerland
asset management

private equity funds

Each of the operating divisonsis one of the leadersinitsfield. UBS has the world' s largest
private banking business and is aleading global asset manager, as measured by assets under management.
UBS Warburg is among the leading corporate and institutional investment banks, and it is differentiated
by its European roots. UBS Private and Corporate Clientsis the leading retail and commercia bank in
Switzerland, and UBS Private Equity holds investments in a large and well-diversified global portfolio,
which continues to grow through additional investment.

Our Corporate Center encompasses Group level functions which cannot be delegated to the
operating divisions.

All of our divisions work together in an integrated investment services firm. We believe this
alows us to provide severd types of servicesto our clients, resulting in additiona profits. Examples of
interdivisional synergies include:

UBS Warburg provides research, securities brokerage and foreign exchange execution
servicesto clients of UBS Private Banking and UBS Private and Corporate Clients

UBS Private Banking clients also have the opportunity to invest in UBS Private Equity
funds

UBS Private Equity may refer to UBS Warburg companies that are considering initial
public offerings

technology and premises infrastructure, operations and other support services are
generally shared between al divisions in a given country, especidly in Switzerland

UBS Asset Management researches and recommends the asset allocation strategies
employed by UBS Private Banking and UBS Private and Corporate Clients, in particular
with respect to investment funds



Set forth below is summary information relating to UBS.

NineMonths
Ended 30 September Year Ended 31 December
1999 1998 1998 1997
(CHF in millions, except per share amounts)
Operating income .................... 21,763 16,619 22,328 24,880
Operating expenses.................. 14,937 13,154 18,258 18,636
Group operating profit before
restructuring costs and tax .. 6,826 3,465 4,070 6,244

Net profit (1089)®.........ccvvee.n 5179 2,600 3,030 (667)
Basic earnings per share® ... 12.43 6.13 7.15 14.89°%
(at period end)
Total assEtS....ccvvevvieiieeieecin 900,124 1,089,932 944,116 1,086,414
Shareholders equity ................ 33,298 32,198 32,395 30,927
Assets under management® .... 1,607,000 1,516,000 1,572,000 1,512,000

(1) The year ended 31 December 1997 includes a restructuring provision of CHF 7 billion. No
restructuring provisions were recorded in any of the other periods.

(2) Assets under management is defined as third-party on- and off-balance sheet assets for which we
have investment responsibility, aswell as deposits and current accounts. This includes
discretionary assets (deposited with us or externally), where we have a mandate to invest and
manage the assets, as well as advisory assets. The major product categories of assets under
management are mutual funds, securities (bonds and equities) and deposit and current accounts.

(3) Basic earnings before restructuring costs, net of tax.

(4) Based on outstanding shares adjusted to reflect the two-for-one stock split, the effective date of
which is 8 May 2000.

Our financial stability stems from the fact that we are one of the most well capitalized banks in
the world. We bdlieve that this financial strength is akey part of the value proposition offered to both
clients and investors. The long-term credit ratings assigned to us by rating agencies are set out below:

At 30 September 1999 At 31 December 1998

Moody's, New YOrK........ccccveeviveneennnnee Aal Aal
Fitch/IBCA, London...........ccevvevvvveneennnnn. AAA AAA
Standard & Poor’s, New York................. AA+ AA+
Thomson BankWatch, New York............ AA AA



Each of these ratings reflects only the view of the applicable rating agency at the time the rating
was issued, and any explanation of the significance of such rating may only be obtained from such rating
agency. Thereisno assurance that any such credit rating will remain in effect for any given period of
time or that such rating will not be lowered, suspended or withdrawn entirely by the applicable rating
agency, if in such rating agency’ s judgment, circumstances so warrant.

Strategy

UBS seeks to grow the profitability and enhance the efficiency of al our businesses, while
continuously improving the provision of products and services to our clients. We will build our franchise
either through investmentsin internal growth or, where appropriate, through selected acquisitions. We
believe that our business model and our recent history of embracing and managing change will enable
flexible responses to the rapid and unpredictable changes taking place in the financial services indudtry.
The ability to integrate new businesses, including our retained staff expertise, is a core competency of
UBS following the merger. In order to maintain an edge in the highly competitive markets in which we
operate, we will continue to make ongoing investments in top quality staff and technology.

In addition to the delivery of products and services through traditiona channels, we are
strengthening our e-commerce initiatives. Our divisions are well advanced in formulating and
implementing their e-commerce strategies. We are now molding these strategies into a coherent
Group-wide effort for improved effectiveness as well as cost efficiency. Our internet business council is
responsible for setting our strategic internet direction, coordinating initiatives and promoting
communication and resource sharing between different parts of the Group.

We are in the process of building a new e-services business unit, reporting directly to the Chief
Executive Officer, or CEO, which is due for launch in the second half of 2000. Thiswill be a
multi-channel persond investment institution, regulated by the Financial Services Authority and the
Securities and Futures Authority Limited in the United Kingdom. This business will target affluent
individuals in key European markets in order to provide a broad range of persond financia products and
services at competitive prices. UBS will commit heavily to develop e-services over the next few years,
while extracting synergies from existing UBS expertise and infrastructure.

Background

On 29 June 1998, Union Bank of Switzerland and Swiss Bank Corporation merged to form UBS.
Union Bank of Switzerland was created by the merger of two Swiss regiona banks in 1912; these two
Swiss regiona banks can trace their history back to 1862 and 1863. Swiss Bank Corporation was
incorporated in Basel in 1872 and its history can be traced back to the creation of “Bankverein” from six
private banking houses in 1854.

Prior to the merger, Union Bank of Switzerland developed primarily through internal growth,
athough it made certain significant acquisitions such as Phillips and Drew in 1985. Swiss Bank
Corporation expanded mainly through acquisitions. These included the acquisitions of (1) O’ Connor &
Associates, a group of affiliated firms specializing in the trading of options and other derivative
instruments (1992); (2) Brinson Partners, aleading indtitutional investment management firm in terms of
assets under management (1995); (3) the investment banking operating subsidiaries of S.G. Warburg
Group p.l.c. (1995); and (4) Dillon Read & Co., Inc., a United States-based investment bank (1997).



The integration of Union Bank of Switzerland and Swiss Bank Corporation was largely
completed within one year, despite the additiona challenges presented by preparation for the Y ear 2000
and the introduction of the Euro. As aresult, we are well positioned to benefit from the retained staff
expertise that has resulted from the merger and earlier integrations, as we seek to continue to build the
premier client franchise in each of our core businesses and expand our offerings of products and services
around the world.

Businessand Management Structure

Prior to the merger, Union Bank of Switzerland operated four strategic business segments:
private banking and institutional asset management
corporate and ingtitutional finance
trading, sales and risk management services
retail banking

Swiss Bank Corporation also operated in four divisions prior to the merger:
SBC Private Banking
SBC Warburg Dillon Read (investment banking)
SBC Switzerland (corporate and retail banking)

SBC Brinson (investment management)

The combined entity has five operating divisions and a Corporate Center, as outlined above in the
Overview section.

Our Board of Directors, which consists exclusively of non-executive directors in accordance with
Swiss Banking Law, has the ultimate responsibility for the strategic direction of our business and the
supervision and control of executive management. The Group Executive Board, which is our most senior
executive body, assumes overall responsibility for the development of the Group’s strategies and the
implementation and results thereof.
Recent Developments

Reorganization

On 18 February 2000, we regrouped our existing wealth management businesses to align our
business as closdly as possible to client needs. The UBS Group now consists of three main businesses:
UBS Switzerland, UBS Asset Management and UBS Warburg.

UBS Switzerland is composed of two divisions:

the previous Private and Corporate Clients business
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the onshore and offshore Private Banking services, offered in Switzerland and the
services offered in major international offshore centers

UBS Warburg retains the existing organization structure of the securities and investment banking
businesses. Corporate Finance, Equities, Fixed Income and Treasury Products are joined by UBS Private
Equity, on-shore Private Banking and e-services under the UBS Warburg brand.

UBS Asset Management will concentrate all of our investment management businesses. Our
mutua funds business and the newly acquired Globa Asset Management are regrouped with the existing
Ingtitutional Asset Management business.

The Corporate Center will not be directly affected by the changes.

After giving effect to the changes, the Group Executive Board will be composed as follows:

Marcel Ospel Group Chief Executive Officer
Lugman Arnold Chief Financia Officer
Georges Gagnebin CEO Private Banking

Markus Granziol CEO UBS Warburg

Stephan Haeringer CEO UBS Switzerland

Pierre de Weck CEO UBS Capita

Peter Wuffli CEO UBS Asset Management

1999 Results

Summary. On 9 March 2000, we reported our results for 1999. For 1999, our operating profit
before tax was CHF 8,169 million and we had net profit of CHF 6,300 million. As described below,
despite a number of significant one-time events that make year—to-year comparisons complex, the year-
to-year increases in operating profit before tax and net profit were substantial. Our basic earnings per
share was CHF 15.14, as adjusted to reflect the two-for-one stock split, the effective date of whichis 8
May 2000, and our return on equity was about 20%. Assets under management grew 11% during 1999 to
CHF 1,744 billion. At the annua genera meeting of shareholders held on 18 April 2000, a two-for-one
stock split was approved to be effective 8 May 2000. In addition, an increase in the dividend from CHF 5
to CHF 5.5 per share (CHF 10 to CHF 11 per share before giving effect to the split) was approved.
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The following table sets forth certain financia information for 1999 and 1998:

Year Ended
31 December
1999 1998
(CHF in millions, except per
share amounts and ratios)

| ncome statement data:

Operating iINCOME.........cuviiieeie e e e e e e e e e e 28,621 22,328
OpErating EXPENSES. ... .cvveeeieieeeeariereeeeireeeeeseeeeeeenreeeesenees 20,452 18,258
Operating profit DEfOre taX ...........vveveceeeeeiiee e 8,169 4,070
N = B () 1 S 6,300 3,030
Basic earnings per share™ ...........cccoeeeeeeeee e, 15.14 7.15
Fully diluted earnings per share™............cccoeveveeveeeeeeennne, 15.06 711
Balance sheet data:
TOtEl BSSELS ... 981,573 944,116
Shareholders eqUILY.........cccuvviieeiee e 34,835 32,395
Ratios:
Tier 1 BIScapital ratios........c.eeevveeeiiieinieeeiee e 10.6% 9.3%
Tota BIScapital ratio.........c.covvveeiiieiiiiie e 14.5% 13.3%
Assats Under ManagemMent ........cccceeovcvieeeiiiieee e 1,744,000 1,572,000

(1) Based on outstanding shares adjusted to reflect the two-for-one stock split, the effective date of
which is 8 May 2000.

Discussion of Consolidated Results of Operations. Our total operating income increased 28% in
1999 to CHF 28,621 million. Thisincrease includes an aggregate pre-tax gain of CHF 1,800 million
relating principally to the sale of our investment in Swiss/Life Rentenanstalt. Other items affecting
operating income included

Net interest income, which decreased 5% to CHF 6,356 million in 1999, reflecting the
revenue impact resulting from the sale of banking subsidiaries, the reduction of the
international loan portfolio and lower returns on invested equity

Credit loss expense, which increased marginaly from CHF 951 million in 1998 to CHF
956 million in 1999.

Net fee and commission income, which remained relatively stable at CHF 12,607 million
in 1999

Net trading income, which increased substantially from CHF 1,750 million in 1998 to
CHF 7,468 million in 1999, reflecting increased revenues from equity products and fixed-
income trading, offset by declines in income from foreign exchange and banknote trading



Other income, which increased 18% in 1999 to CHF 1,325 million, principally as a result
of a CHF 200 million pre-tax gain from the disposal of our global trade finance
operations outside Switzerland and CHF 395 million in income from Klinik Hirdanden,
which was consolidated for the first time in 1999

Our total operating expenses increased 12% to CHF 20,452 million. This figure includes

a one-time credit of CHF 456 million in connection with excess pension fund employer
pre-payments, recorded in accordance with International Accounting Standards, or IAS

an additional pre-tax restructuring charge of CHF 300 million, primarily due to revised
estimates of the cost of terminating leases and disposing of real estate

an additional provision of CHF 154 million relating to the settlement reached regarding
dormant accounts and World War I1-related claims

Other items affecting operating expenses included

Personndl expenses, which rose 28% to CHF 12,577 million, the increase being chiefly
attributable to higher performance-related compensation

Genera and administrative expenses, which decreased 9% to CHF 6,018 million,
principally as aresult of cost reduction programs

For afurther discussion of our consolidated results of operations for the first nine months of
1999, we refer you to our Management’s Discussion and Anaysis of Financial Condition and Results of
Operations.

UBS Private Banking. UBS Private Banking reported operating profit before tax of CHF 2,652
million in 1999. In 1998, adjusted for the disposal of subsidiaries, operating profit before tax was CHF
3,135 million. The weaker 1999 result is mainly due to lower levels of client transaction activity and the
substantial investments made, particularly in expanding onshore private banking outside Switzerland.
Assets under management increased 20% to CHF 731 billion. Over two-thirds of the CHF 124 billion
increase in assets under management was performance driven, with the remainder from modest growth in
net new money and the CHF 28 million contributed by the acquisition of the international private banking
operations of Bank of America and the integration of Global Asset Management.

UBS Warburg. UBS Warburg reported a operating profit before tax of CHF 2,484 million in
1999, compared to an operating loss before tax of CHF (1,021) million in 1998. Contributing to the
increase in operating income was the strong Equities and Fixed Income businesses, while Treasury
Products was negatively impacted by lower levels of activity and narrowing margins in foreign exchange.
In addition, Corporate Finance benefited from an exceptionally strong performance in mergers and
acquisitions revenues. Personnel costs at UBS Warburg were 37% higher in 1999 due primarily to
performance-related compensation tied directly to the strong divisional results for the year.

UBS Private and Corporate Clients UBS Private and Corporate Clients reported operating
profit before tax of CHF 1,162 million in 1999, a 28% increase over 1998. Tota operating income was
up 5% to CHF 6,143 million, primarily due to higher margins on interest-related business. The improved
quality of the loan portfolio additionally resulted in credit loss expenses that were 10% lower in 1999.
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Total operating expenses increased less than 1% to CHF 4,981 millionin 1999. Assets under
management increased less than 1% to CHF 439 hillion in 1999. This figure also includes assets held in
transaction accounts for other banks which are naturally volatile and are not a core focus. Other assets
managed by the division grew by CHF 28 billion or 7%, mainly as aresult of performance.

UBS Asset Management. UBS Asset Management achieved operating profit before tax of
CHF 333 million in 1999, a 26% decline from 1998. Results were negatively impacted by client attrition
in Europe related to the merger, and by performance issues in certain mandate types. At the end of 1999,
total assets managed by the division stood at CHF 574 billion, an 8% increase over year-end 1998, which
was driven by investment performance and the acquisition of Allegis Redlty Investors.

UBS Capital. UBS Capital, which specializesin private equity investment, posted operating
profit before tax of CHF 156 million in 1999, a 74% decline from 1998. The decrease in income
compared with 1998 was due to the lower rate of divestments. UBS Capital’ s equity portfolio had a book
value of CHF 3.0 billion at 31 December 1999 compared to CHF 1.8 billion at year-end 1998. The
market value of UBS Capitd’s equity portfolio rose from CHF 2.7 billion at the end of 1998 to CHF 4.2
billion at the end of 1999.

For afurther discussion of the divisiona results for the first nine months of 1999, we refer you to
our Management’ s Discussion and Analysis of Financial Condition and Results of Operations.

Credit Quality. Non-performing loans stood at CHF 13.1 hillion at year-end 1999, down from
CHF 13.6 hillion at 30 September 1999 and CHF 16.1 billion at the end of 1998. As described under
“Management’ s Discussion and Analysis of Financial Condition and Results of Operations — Anaysis of
Risk — Impaired and Non-performing Loans’, the quality of the loan portfolio reflects the better
economic climate in Switzerland and Asia. Credit quality information at 31 December 1999 and 1998
and 30 September 1999 and for the twelve-month and nine-month periods then ended, respectively, is set
forth below.

31-Dec-99 30-Sep-99  31-Dec-98
(CHF in millions)
LOBNS (GIOSS). . veeeiuveeeiirieesiieeesiiee e siiee ettt 278,014 289,699 330,964

Impaired Loans
Counterparties:

Non-performing 10ans...........ccccveveeiiiiiee e, 12,649 13,154 15,717
Other impaired 10aNS ...........coovveeiiiie e 9,096 10,840 9,884

SUD-LOLEL. ... 21,745 23,994 25,601

Country:

Non-performing 10ans..........ccccovceeenieeeiiee e 424 440 397
Other impaired 10aNS ...........coovvieiiiieiieeeee i 287 314 449

SUD-LOLEL. ... 711 754 846
Tota impaired 10ans..........cccoovvveeeiiiiiiee e 22,456 24,748 26,447
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Allowances and Provisions for impaired loans
Counterparties:

Allowances for non-performing loans..................... 8,243 8,719 9,609
Allowances for other impaired loans....................... 3,760 4,057 3,484
Subtotal allowances and provisions
for counterparty default ............ccoooviiieiiiiiinenn, 12,003 12,776 13,093
Country:
Allowances for non-performing loans..................... 418 416 397
Allowances for other impaired loans....................... 50 50 92
Subtotal allowances and provisions
for country default............oooovinieieiiiiie e 468 466 489
Allowances and provisions for country risk................. 908 958 961
Allowances for contingent liabilities...........cc.cceevueee. 19 17 435
Total alowances and provisions for credit risk............. 13,998 14,217 14,978
Ratios
Impaired loansin % of grossloans............ccccvveeeeeeenn, 8.1% 8.5% 8.0%
Non-performing loansin % of gross loans................... 4.7% 4.7% 4.9%
Allowance and provisions for credit risk
IN % Of QroSS10@aNS.........coviiiiiiiiieie e 4.8% 4.9% 4.5%
Allowance and provisions for credit risk
in % of impaired 10aNS ..........coocveiiieiiie e 55.5% 53.5% 51.4%

The following analysis provides an overview of credit loss experience by the Company:

(3 months)
At At At
31-Dec-99 30-Sep-99  31-Dec-98
(CHF in millions)

Balance at beginning of the period............ccccccuvveennee. 14,217 14,978 16,213
NEtWITE-OffS.....ooiiiiiieiee e (1,200) (2,110 (2,265)
Increase in credit loss alowances.............c.ccccueeeee. 46 910 951
Other Adjustments (primarily net foreign exchange
and provisions for doubtful interest)....................... 235 439 79

Balance at end of period........ccccoeviieiiiiiiiiic e, 13,398 14,217 14,978

Year 2000 issue

We have completed our review of the Group’s performance with respect to the Y ear 2000 issue,
and report that we encountered no significant problems that could not be addressed promptly. Asaresult,
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this matter islargely behind us, and no substantial matters are |eft to address with respect to this
widespread and much-publicized issue. The costs incurred were in line with the amounts budgeted.

UBS Private Banking

Overview

We are one of the leading international private banks, as measured by assets under management.
At 30 September 1999, we had CHF 642 billion in assets under management. UBS Private Banking
serves high net worth individuals with a broad range of comprehensive wealth management services and
financia products. High net worth individuals generally commit at least CHF 1 million to invest. Our
approach is to focus on establishing long-term client relationships and emphasizing the life-time vaue of
these relationships.

The private banking industry is in the process of undergoing some fundamental changes resulting
from the changing profile of high net worth individuals, emerging technologies and increased
competition. Clients are increasingly taking a more active role in managing their wealth and are
demanding more sophisticated products and a broader geographic range of services. They are focused on
asset performance and alocation, quality of information and advice and extended availability of services,
such as 24-hour, remote and Internet access. The private banking industry is also experiencing an
increase in the wedlth that remains in loca markets, particularly in the form of equity and equity linked
investments, as local capital markets become more developed and generate higher returns.

To address this changing environment, we are seeking to further penetrate our existing client base
with enhanced wealth management solutions. Our size alows us the flexibility to offer our clients
customized and expanded service offerings tailored to their particular needs. We are also committed to a
strategy of developing locd private banking markets outside of Switzerland. We have established loca
private banking businesses in the United States, the United Kingdom, Germany and Canada and have
recently begun developing private banking businesses in Japan, Italy, Spain and France.

We bdlieve that our focus on these local markets will enable us to increase assets under
management by retaining assets that are migrating to these markets and tapping new sources of assetsto
which we would otherwise not have access. To further increase our assets under management in UBS
Private Banking, we aso intend to continue to consider select acquisition opportunities that may arise, as
evidenced by our recent acquisitions of the Bank of America’s international private banking activities and
the acquisition of Globa Asset Management, which was completed in December 1999.

Set forth below is summary information, based on management accounting, relating to UBS

Private Banking, which is discussed in greater detail under “Management’ s Discussion and Analysis of
Financial Condition and Results of Operations — UBS Private Banking”.
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Nine Months Ended
30 September Year Ended 31 December
1999 1998 1998 1997

(CHF in millions)

Operating income before credit

lOSS EXpense.......ccccveeeviveeennne 4,425 6,211 7,223 6,215
Credit loss expense................... 12 20 26 59
Personnel, general and

administrative expenses......... 2,271 2,241 2,735 2,869
Depreciation and amortization .... 119 93 126 122
Operating profit before

restructuring costs and tax...... 2,023 3857 4,336 3,165
(at period end)

Assets under management.......... 642,000 587,000 607,000 610,000
Number of employess................ 8,773 7571 7,634 7,862

Organizational Structure

We have structured UBS Private Banking primarily based on the markets we serve to alow our
client advisors to offer our clients customized expertise to meet their increasingly sophisticated demands.
UBS Private Banking's client-facing business areas consist of:

Domestic Clients: Switzerland — responsible for servicing clients within Switzerland

Domestic Clients: Outside Switzerland — responsible for developing private banking
businesses in local markets outside of Switzerland

International Clients— serves clients whose accounts are not in the country where they
reside

Private Banks — encompasses six private banks in Switzerland operating under their
own brand names to offer high net worth individuals the aternative of a small private
bank atmosphere

Marketing and Distribution

UBS Private Banking provides wealth management servicesto its clients in a number of
geographic regions and seeks to tailor its service offerings to meet the specific needs of particular client
segments and markets. To better understand the needs of its existing and prospective clients, UBS Private
Banking differentiates its clients by geographic location and the amount of assets under management.
These clients are then further differentiated based on their product needs and utilization and service
requirements. The client advisors who serve UBS Private Banking clients are principally organized by
respective markets, which alows them a higher level of client focus. We believe that this approach
fosters valued long-term client relationships.

UBS Private Banking's client advisors retain primary responsibility for introducing products and
servicesto the division's existing and prospective clients. The business areas that deal directly with
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clients are generally responsible for their own marketing activities. The client advisors are central to the
delivery of servicesto our clients and are responsible for increasing the penetration of our service
offerings with our existing customer base. The client advisors are supported by a separate marketing
department, which is responsible for market research and the preparation of standardized marketing
materials.

Products and Services

We provide a number of asset-based, transaction-based and other servicesto UBS Private
Banking clients. Asset-based services include custodial services, deposit accounts, loans and fiduciary
services while transaction-based services include trading and brokerage and investment fund services.
We also provide financia planning and consulting and offer financial planning instruments to our clients.
These services include establishing proprietary trusts and foundations, the execution of wills, corporate
and tax structuring and tax efficient investments. UBS Private Banking has the following four core
product and service business aress.

Financial Planning and Wealth Management — Responsible for devel oping integrated
comprehensive wealth management services in the form of tax and estate planning,
liquidity and retirement lifestyle planning, insurance products, art and real estate advisory
services and a variety of sophisticated capital enhancement and asset protection
strategies,

Portfolio Management — Responsible for providing portfolio management servicesto
UBS Private Banking clients and for the investment clients of UBS Private and Corporate
Clients;

I nvestment Funds— Manages the public open-end mutual funds sponsored by the
division, including administration and distribution functions; and

Active Advisory Team — Provides sales brokerage, investment advisory services and
investment advisory products to key UBS Private Banking locations worldwide. The
Active Advisory Team provides information concerning, and facilitates investmentsiin,
primary initia public offerings and secondary placements. This team also provides
fiduciary services and the execution of private banking orders outside Switzerland.

A significant proportion of UBS Private Banking's assets under management is managed on a
discretionary basis. The remaining assets under management relate to advisory engagements. For
discretionary engagements, portfolio managers in UBS Private Banking work with clientsto tailor an
investment strategy to meet their particular needs within the boundaries and asset allocation criteria
established by UBS Asset Management. UBS Asset Management is also responsible for managing the
asset dlocation and investment strategies for UBS s investment funds, other than the real estate funds.

The following table shows information concerning assets under management by type of
engagement and asset classin UBS Private Banking:
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AssetsUnder M anagement

At 30 September At 31 December
Type of Engagement 1999 1998 1997
(CHF in millions)
AQVISONY.....c.eeeiiveeeiieee e, 490,000 458,000 470,000
DISCretionary ........ccoceeevveeeinenns 152,000 149,000 140,000
Total...coeeeceeeceeeee e, 642,000 607,000 610,000
Asset Class
Deposit and current accounts....... 61,000 52,000 49,000
EQUItIES. ..o 169,000 156,000 146,000
BONOS.......oovviieciee e 200,000 196,000 207,000
UBS Investment Funds................ 102,000 97,000 116,000
Other™ ..., 110,000 106,000 92,000
Total...oveeeee e, 642,000 607,000 610,000

(D) Includes money market instruments, UBS med um-term notes, derivatives, mutual funds not managed
by UBS and precious metals.

Global Asset Management

On 14 September 1999, we agreed to acquire Global Asset Management, with assets under
management of CHF 21 billion as of 30 June 1999. Globa Asset Management is adiversified asset
management group with approximately 500 employees and operations in Europe, North America, Asa
and the Middle East. It manages assets mainly comprised of private client portfolios and over 170 private
client mutual funds, as well as a small number of institutional mandates. As aresult of the transaction,
clients of both Globa Asset Management and UBS Private Banking will benefit from an expanded range
of tailor-made products and services. In addition, UBS Private Banking will be able to offer its clients a
broader range of third-party funds. We believe that Global Asset Management will aso help strengthen
our expertise in developing innovative and targeted asset management products.

Global Asset Management will continue to operate under its established brand name within UBS
Private Banking. It will aso continue to employ its investment style and multi-manager selection
process, in which it selects the top 90 out of about 6,000 third-party fund providers, while taking
advantage of UBS Private Banking's strong distribution capabilities. We completed the acquisition of
Globa Asset Management in December 1999.

I nvestment Funds Business

As aresult of the merger, we have become the leading investment fund provider in Europe and
Switzerland in terms of investment fund assets under management. UBS Private Banking' s investment
funds are offered to UBS Private Banking clients, clients of UBS Private and Corporate Clients and
clients of other divisions. The following table shows total assets under management in these investment
funds by fund category:

-19-



At 30 September At 31 December

Fund Category 1999 1998 1997
(CHF in millions)
Asset Allocation ........eeeeveeeeeiieeeennnn, 41,600 35,000 24,100
Money Market...........cccceeeecvveeennnee, 46,600 45,500 49,600
BON....covveeeieiieeeeeeeeee e, 41,400 42,500 39,700
=0 01y 2R 39,900 35,400 27,000
Capital Preservation...........ccccccuvee... 11,400 12,400 8,000
Rea ESAe........uvvveeeevinininiieiiniiennnnns 4,800 4,800 4500
Total..oo oo 185,700 175,600 152,900

Synergies

UBS Private Banking draws upon our other divisions to augment the breadth and quality of its
service offerings. UBS Private Banking benefits from:

the Group’s financial strength and capital
UBS Warburg's broad range of products and services
UBS Asset Management’ s expertise in asset management

the Group'’ s technological and physical infrastructure, including the e-commerce
capabilities and initiatives of UBS Private and Corporate Clients

UBS Warburg

Overview

UBS Warburg is one of the leading globa investment banks and is headquartered in Europe.
UBS Warburg provides wholesale financial and investment products and advisory services globdly to a
diversified client base, which includes institutional investors (including institutional asset managers and
broker-dealers), corporations, sovereign governments and supranational organizations. UBS Warburg
also manages cash and collateral trading and interest rate risks on behaf of the Group and executes the
vast mgjority of the Group’sretail securities, derivatives and foreign currency exchange transactions.
UBS Warburg' s headquarters are in London and it employs about 13,000 people in over 40 countries
throughout the world.

In the merger, the investment banking businesses of the two banks came together to form UBS
Warburg. Within Union Bank of Switzerland, securities trading began in New Y ork and London in the
1970s and grew in the 1980s with the acquisition of Phillips & Drew in 1985. Within Swiss Bank
Corporation, the acquisition of O’ Connor & Associates in 1992 and the investment banking businesses of
S.G. Warburg in 1995 led to the formation of SBC Warburg as a globa investment bank, which was
further strengthened in the United States with the 1997 acquisition of Dillon, Read & Co., Inc.
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UBS Warburg has a large corporate client financing and advisory business and is one of the
top-ranked investment banks engaged in institutional client business. The division has achieved
industry-wide recognition for its performance in the following areas:

equity sales and trading (ranked number three globally in 1999 based on equity
commission revenues based on an independent survey);

cash and derivative fixed income sales and trading with ingtitutional investors (ranked
number four globally in 1999 based on information compiled and classified by the
Securities Data Company and other publicly available information);

eurobond trading (received Award of Excellence and named Eurobond Trading Firm of
the year in July 1999 by Euromoney);

global foreign exchange (ranked number four in May 1999 by Euromoney FX poall, which
ranks investment banks and banks on a global basis by market share);

research, with a global research sales team that includes about 630 speciaist analysts
based in over 30 countries and covering over 4,600 companies (received the Reuters
award in February 1999 for best research of larger European companies and
Euromoney’ s award in October 1999 for best overall Asian research);

debt and equity capital (1999, ranked number five in international equity; number threein
international equity-linked issuances; number two in eurobond origination; and number
onein its target franchise segments of internationa bonds by Bondware. UBS Warburg's
target franchise markets exclude asset-backed, self-issuance and U.S. agencies); and

privatizations (including its role as lead manager in the Swisscom privatization, which
was named privatization of the year by Ingtitutional Investor and International Financing
Review magazines in 1998).

Set forth below is summary information, based on management accounting, relating to UBS

Warburg, which is discussed in greater detail under “Management’s Discussion and Analysis of Financial
Condition and Results of Operations— UBS Warburg”.
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Nine M onths Ended Year Ended
30 September 31 December

1999 1998 1998 1997
(CHF in millions)

Operating income before credit 1oss

EXPENSE.....cceiiieieeiee e e s 10,081 4,566 6,987 10,888
Credit loss expense........ccccovveerinenns 238 294 500 300
Personnel, general and

administrative expenses............... 7,182 4,993 6,816 8,641
Depreciation and amortization .......... 584 509 692 668
Operating profit (loss) before

restructuring costs and tax ........... 2,077 (1,230) (1,021) 1,279
Average regulatory equity used™”...... 10,350 13,600 13,300 13,600

Number of employees (at period
<01 ) IR 12,854 14,471 13,794 18,620

(1) Average regulatory equity used is the monthly average of the regulatory capital used by a division.
Average regulatory equity is calculated by applying the average equity/capita ratio of the Group to
the average monthly, regulatory capital usage calculated by the divisions in accordance with BIS
rules, adjusted by a margin of 10%.

Business Areas

UBS Warburg operates four main business areas that have been organized by the type of products
and services offered and their risk exposure. These four business areas consist of Equities, Fixed Income,
Corporate Finance and Treasury Products. The Corporate Finance business area works with the Equities
and Fixed Income business areas through the Equity Capital Markets Group, the Debt Capital Markets
Group and Leveraged Finance to originate new equities capital markets business, fixed income capital
markets business and leveraged finance business. Consequently, operating income from the Equity
Capital Markets Group is shared between Equities and Corporate Finance and operating income from the
Debt Capital Markets Group and Leveraged Finance is shared between Fixed Income and Corporate
Finance. The table below sets forth the operating income before credit loss expense attributable to each
of UBS Warburg's main business areas.



Operating Income

Nine Months Ended Year Ended
30 September 31 December
1999% 1998 1998 1997?
(CHF in millions)
EQUITIES......eieee e 4,980 1,371 2,572
FiXed INCOME ....covveeeiiieeeieeeeee e 2,408 191 399
Corporate FINanCe............cceeevcveeeeviiieee e 1,324 1,317 1,665
Treasury ProdUCES..........cc.eeveeeeeeeeeeeceeeeeeenns 1,369 1,687 2,351
TOtAl.. oo 10!081 41566 6!987 101888

(1) Operating income before credit loss expense broken down by business area includes operating
income from non-core businesses. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations— UBS Warburg”.

(2) Prior to the merger, the businesses were reported under different management reporting structures. A
breakdown of 1997 revenues in accordance with our current management reporting structure is,
therefore, not possible.

Equities

Equities is aleader in equity, equity-linked and equity derivative products in primary markets and
alarge cross-border trader in secondary equity markets. Equities secondary market business represented
over 60% of the operating income from Equities in the first nine months of 1999. Equities primary aress
of responsibility include:

researching companies, industry sectors, geographic markets and macro and economic
trends

sales and trading of cash and derivative equity securities and equity structured products

structuring, originating, distributing and trading newly issued equity, equity-linked and
equity derivative products

Through our branches and affiliates, we are a member of most major stock exchanges, including
New Y ork, London, Tokyo and Zurich. We are also participants in a number of electronic exchange
ventures, including Tradepoint, through our equity investment in TP Group Limited, and NYFIX
Millennium L.L.C.

Fixed Income
Fixed Income structures, originates, trades and distributes a variety of fixed income, banking and
structured products. It aso isresponsible for loan syndication and core-loan portfolio functions. Fixed
Income serves a broad client base consisting of investors and borrowers and offers arange of fixed
income products and services, including:

interest rate based credit products, including loans, and government bonds
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avariety of banking products, such as structured finance and leveraged finance products

principa finance services, which involves the purchase, origination and securitization of
credit products

investment grade, high yield and emerging market bonds

credit-structured vehicles and credit derivatives, including credit-linked notes and total
return swaps

various derivative products
structured products to meet clients' risk management needs
Corporate Finance
Corporate Finance manages the relationships with our large supranational, corporate and

sovereign clients. It provides avariety of advisory services in areas such as mergers and acquisitions,
strategic advisory and restructuring. Corporate Finance also provides capital markets and leveraged
financing services in conjunction with the Equity Capital Markets Group, the Debt Capital Markets Group
and Leveraged Finance. Utilizing our existing resources, UBS Warburg's strategy isto further expand its
presence in targeted globa sectors in the areas of mergers and acquisitions and primary capital markets
activities, including the targeted sectors in the United States. Corporate Finance's responsibilities
include:

mergers and acquisitions

country and global sector coverage

equity and equity-linked capitd, initia public offerings and other public and private
equity offerings in conjunction with the Equity Capital Markets Group

investment grade and high-yield debt offerings in conjunction with the Debt Capital
Markets Group

leveraged debt offerings in conjunction with Leverage Finance
structured finance
Treasury Products
Treasury Products serves ingtitutional investors, banks, sovereigns, corporate clients, as well as
other retail and wholesale clients of our other divisions. Treasury Products primary areas of

responsibility include:

sales and trading of foreign exchange (spot and derivatives), precious metals, short-term
interest rate cash and derivative products and exchange-traded derivatives

collateral trading, securities lending and repurchase agreements
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bank notes sales and distribution
foreign currency research
our aternative asset management business
Clients
We have adiverse global client base, including institutional investors, corporations, supranationa
organizations and governments. This diversity has allowed us to establish ourselves as a leading
investment bank headquartered in Europe and the leading distributor of non-U.S. investment products to
United States investors.
The table below sets forth the percentage of operating income attributable to each category of

clients. The tota operating income used to calculate the percentage of operating income by client type
only includes operating income generated from or attributed to clients.

Operating Income From Clients

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998
(% of totdl)
Corporate CHentS........ccoeevevvieeeeeeeeecennee, 29% 39% 39%
Institutional INVESIOrS..........ccvveeeiriiieeneeenee 66 55 55
Governments and supranationals................. 5 6 6
Total v 100% 100% 100%

E-commerce/Product I nitiatives

The ingtitutional client business worldwide is rapidly moving to an electronic basis. We believe
UBS Warburg iswell positioned to capitalize on thistrend. Recent e-commerce initiatives include:

I nvestment Banking On-Line (IBOL). IBOL provides extensive client desktop
capability from a single home page with direct access to prices, research, trade ideas and
analytical tools for our equities, fixed income and treasury products. We intend to
expand IBOL to include wireless and video links.

Electronic Transactions of Securities (ETS) and Electronic Transactions for OTC
Products (ETOP). ETS and ETOP provide a further rollout of on-line order routing and
trading capabilities for al securities, foreign exchange and derivatives products.

Corporate Finance On-Line (CFOL). The CFOL initiative is intended to establish a
secure connection for the exchange of transactional and pricing information with
corporate clients to support execution and the origination of advisory mandates, as well
as create on-line connectivity for capital markets participants.

Electronic distribution of research available to over 5,000 clients.
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Establishment of transactional websites for euro commercial paper and euro
medium-term notes, including consolidated site information links to al euro credit
markets, credit indices and bond analytics.

New web services such as KeyLink Web (secure internationa e ectronic banking for
cash, foreign exchange and securities), Adviser Web (wholesale of Austraian equity) and
Global eHelp Service Desk (support for clients 24 hours per day, 6 days per week).

Providing superior advice and maintaining contacts with clients will be key to UBS Warburg's
future success. We believe our e-commerce initiatives will enhance our ability to add value to clients, as
well as alow usto extract value from the processing power and scale of our core business processes and
development standards to maximize the benefits we can achieve from technological innovations. UBS
Warburg aready does fully automated processing of 100,000 domestic and cross-border securities trades
per day with the capacity to increase this amount five-fold within the existing infrastructure.

Loan Portfolio

In 1998, we decided that UBS Warburg's loans and commitments that were (1) not part of the
loan trading portfolio, (2) not issued in conjunction with leveraged finance transactions or (3) not directly
supporting our core client relationships, would be separated from the core activities of UBS Warburg and
wound down. Asaresult of thisinitiative, our total loans and committed and undrawn lines of credit
have been reduced. The following table sets forth information regarding the UBS Warburg |oan portfolio
before alowance for loan loss:

At 30 September At 31 December

1999 1998
(CHF in millions)
Due from banks............coevvvee.. 31,677 62,272
Loansto customers.................. 60,186 72,425
Totd 10aNS........ccceveeeene. 91,863 134,697

See “Management’ s Discussion and Analysis of Financial Condition and Results of
Operations — Risk Management — Credit Risk” for amore in-depth review of our credit portfolio and
business, including a discussion of our impaired and non-performing loans.

UBS Private and Corporate Clients
Overview

UBS Private and Corporate Clients is the leading retail bank in Switzerland and targets individual
clients with assets of up to approximately CHF 1 million as well as business and corporate clientsin
Switzerland. At 30 September 1999, this division had about CHF 427 billion in assets under management
and aloan portfolio of approximately CHF 171 billion. UBS Private and Corporate Clients employs over
24,000 people in its headquarters in Zurich and its offices throughout Switzerland.
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Set forth below is summary information, based on management accounting, relating to UBS
Private and Corporate Clients, which is discussed in greater detail under “Management’s Discussion and

Anaysis of Financial Condition and Results of Operations— UBS Private and Corporate Clients”.

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998 1997

(CHF in millions)

Operating income before credit loss

EXPENSE. ...cccvveeeereeeeciree e 5,447 5,141 7,025 7,005
Credit |0SS eXpense........ccocveeeviveeeennns 836 780 1,170 1,092
Personnel, general and adminidrative

EXPENSES......ceeeveeeeeeeeeeeeeeee e 3,364 3,123 4,263 4,497
Depreciation and amortization............. 406 203 684 660
Operating profit before restructuring

COStS ANA tBX ... 841 735 908 756
Average regulatory equity used™®........ 8,450 8,200 8,250 8,600
(at period end)

Assets under management.................. 427,000 416,000 434,000 398,000
Total 10ANS ..o 171,399 176,077 164,840 N/A®
Number of employees........................ 24,503 23,927 24,043 25,641

(1) Average regulatory equity used is the monthly average of the regulatory capital used by a division.
Average regulatory equity is calculated by applying the average equity/capita ratio of the Group to
the average monthly, regulatory capital usage calculated by the divisions in accordance with BIS
rules, adjusted by a margin of 10%.

(2) Tota loans are not available for dates prior to the merger.

Organizational Structure
UBS Private and Corporate Clients operates four main business areas.

Individual Clients— This business areaincludes over 4,000,000 client accounts, of
which over 25% are client accounts that relate to clients with assets over CHF 50,000.

Corporate Clients — This business area focuses on Swiss corporate clients and includes
170 top corporations, over 10,000 large corporate clients and 180,000 small- and
medium-sized businesses.

Operations — In addition to providing operational support to the retail banking business
and other Swiss-based UBS units, this business area provides payment and custodial
services to approximately 1,800 banking ingtitutions throughout the world.

Risk Transformation and Capital Management — This business area has responsibility
for clients with impaired or non-performing loans and manages the risk in UBS Private
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and Corporate Client’s loan portfolio. It isaso responsible for optimizing capita
utilization.

UBS Private and Corporate Clients a so includes the Resources business area, which provides real
estate, marketing, personnel and administrative services to UBS Private and Corporate Clients and the
other UBS divisions in Switzerland, and the Information Technology business area, which provides
information technology services to UBS Private and Corporate Clients and the other Swiss-based UBS
units.

Profit Enhancement | nitiatives

The domestic retail banking sector in Switzerland has historically been a high cogt, low return
business. In order to further enhance the profitability of the retail business and to exploit the synergies
after the merger, we have developed and commenced a number of initiatives that are intended to reduce
costs and increase revenue. Theseinclude:

The further development and enhancement of aternative distribution channels, including:
UBS Telebanking (on-line internet and teletext banking) and tel ephone banking

UBS Multimat and UBS Bancomat Plus, which together offer adirect electronic
link to the customer’ s account and to a full range of traditional ATM services,
including accepting cash deposits, and permits additiona functions, such asthe
set-up and maintenance of payment and standing orders,

Increasing revenue principally through improvements in pricing, increased focus on
higher yielding investment products and fee-based businesses, and improvementsin the
distribution of our products, including implementing risk-adjusted pricing in our new and
maturing loan business and by expanding our “24-Hour Banking” services,

Reducing costs by continuing to close branches, which we have reduced by over 170
branches, or 30%, till leaving us with more branches than either predecessor ingtitution;
and

Increasing efficiency and productivity of our processes by standardizing our products and
taking advantage of automation and other technological developments.

Clients

We have adiverse client base, ranging from individua clients to corporate clients and
international banking ingtitutions. We provide a broad range of products and services to these clients,
including retail banking, investment services and lending. We believe that clients choose UBS Private
and Corporate Clients primarily based on our leading position as a bank and an asset manager in
Switzerland, our broad distribution network and our ability to provide a comprehensive range of financial
products and services. Based on market surveys, over 96% of the Swiss market readily recognizes the
UBS brand, which has along history and is well established in Switzerland.
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The table below sets forth assets under management attributable to each of UBS Private and
Corporate Client’s main client areas.

At 30 September At 31 December
1999 1998
(CHF in billions)

Individual ClientS..........cccvvvvvvvvmvenenerirenennnnnnns 231 229
Corporate ClIentS.........cooveeriveeinieesniee s 188 178
BaNKS ....veeeeeeeeee ettt 8 27

oL TSR 427 434

Client/Product I nitiatives

Rapid growth of technology has made available a number of alternative distribution channels.
We have offered telebanking since 1985 and, based upon our market research, we have the leading
position in the Swiss telebanking market, initiating in excess of one-haf of all telebanking transactionsin
Switzerland during 1998.

Since 1997, we have expanded our product offerings and taken steps to market additional services
to our client base. Key initiatives include:

The launch of UBS Tradepac, an expanded al-inclusive internet based offering aimed at
serving the on-line trading needs of our customers and providing access to sSix
international exchanges. As part of UBS Tradepac, we have established a partnership
with Intuit Inc. that has permitted us to introduce UBS Quicken, a specialy adapted
version of the Quicken software that includes enhanced financial management functions
and adds to the attractiveness of our product offering; and

The launch of our small- and medium-sized business enterprises initiative, which is
intended to respond to the lack of risk capital for small business enterprises.

I nvestment Services
Our investment services for UBS Private and Corporate Clients are a collaborative effort anong:

UBS Asset Management, which sets forth the investment strategy, delivers monthly
tactical asset alocations and manages discretionary mandates of our ingtitutional clients

UBS Warburg, which provides research and access to the securities exchanges

UBS Private Banking, which manages the UBS mutual fund portfolio and the
discretionary mandates of our individua clients

UBS Private and Corporate Clients, which actively markets and distributes investment

products to its clients after making the appropriate revisions to take into account the
needs of our clients
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The principal result is afull range of investment options to offer our clients.

The following table illustrates UBS Private and Corporate Clients assets under management by
asset class.

At 30 September At 31 December
1999 1998
(CHF in billions)

Deposit and current accounts..................... 135 153
INVEStMENES......coe e, 292 281
TOtal ..o 427 434

Loan Portfolio

The following table shows the loan portfolio before all allowancesin UBS Private and Corporate
Clients, broken down by our main business aress.

At 30 September At 31 December
1999 1998
(CHF in billions)

Individual Clients...........ccoveviviiienennnnne. 95 90
Corporate Clients.........ccccvveeeeeeeeeeccnnnen, 53 49
Recovery Portfolio ..........ccocvvevcieeneennee. 23 26

Total...ooceieeece e 171 165

The following table shows the loan portfolio in UBS Private and Corporate Clients, broken down
by loan category.

At 30 September At 31 December
1999 1998
(CHF in billions)

Fixed rate mortgages..........cccccueennee. 78 80
Commercia credits.........cccoeveeeneen. 48 44
Variable rate mortgages................... 37 36
(0111 TR 8 5

Total oo 171 165

At 30 September 1999, about CHF 124 billion of the CHF 171 billion (or 73%) of the loan
portfolio in UBS Private and Corporate Clients related to mortgages, of which approximately 78% were
secured by residential real estate. A discussion of our loan portfolio classified by industry isincluded
under “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Selected Statistical Information — Loans’.



UBS Private and Corporate Clients impaired loans, which include non-performing loans, are
transferred to our Risk Transformation and Capital Management business area to be managed by our
Recovery Group, which specializes in working-out or otherwise recovering the vaue of those loans. At
30 September 1999, our loan portfolio included approximately a CHF 23 billion recovery portfolio.
Approximately CHF 21 billion of our 30 September 1999 recovery portfolio was impaired and related to
provisiona positions and positions stemming back to weakness in the Swiss commercial rea estate
markets during the 1990s. A provision of CHF 11.1 billion has been established against the portion of
impaired loans not secured by collateral or otherwise deemed uncollectible. Approximately CHF 2
billion of our 30 September 1999 recovery portfolio is performing and unimpaired. No provisions have
been established against these loans. The unimpaired loans included in our recovery portfolio are
outstanding with counterparties for whom other loans have become impaired. Our lending officers
actively manage the recovery portfolio, seeking to restructure the lending relationship with a goal of
removing the loan from the recovery portfolio. The following table describes the changes in our recovery
portfolio from 1 January 1998 to 30 September 1999:

(CHF in billions)

Balance, 1 January 1998.........cccoocieeeeiiiiiee i 29
Changesin 1998:
New recovery loans added............cccceeecvveeeennnnee. 7
Settlements of outstanding recovery loans........... (10
Baance, 31 December 1998..........ccceeevvviee i 26

Changes in first nine months of 1999:
New recovery loans added...............cccccveeeennnee. 4
Settlements of outstanding recovery loans......... ()
Balance, 30 September 1999.........ccocoviiiiiniie, 23

Approximately one-third of the loans that were originaly included in our recovery portfolio in
1997 have been worked out and removed. See “Management’ s Discussion and Analysis of Financial
Condition and Results of Operations — Risk Management — Credit Risk” for a further description of our
process for credit risk management and control and a discussion of impaired and non-performing loans.

UBS Private and Corporate Clients is in the process of implementing a new lending business
model which, in addition to being based on sophisticated portfolio management techniques, will be used
to support our “risk-adjusted pricing” initiative, which differentiates |oan pricing based on risk profiles.
Implementation of our new lending business model is expected to permit us to improve the margins on
our lending portfolio and use our capital more effectively. For adiscussion of our credit approva process
and how we manage our interest rate risk, see “Management’ s Discussion and Analysis of Financia
Condition and Results of Operations — Asset and Liability Management — Interest Rate Management”.

The credit approval activities of UBS Private and Corporate Clients are the responsibility of the
division, coordinated by a separate chief credit officer who is accountable to the UBS Chief Credit
Officer, or CCO. Generdly, loans are gpproved by a credit officer who does not participate in the client
relationship, but works with the lending officer to establish a set of lending criteriathat are applicable to
the risk profile rating of the borrower. The exception is for certain high risk lending relationships, in
which case the credit officer directly corresponds with the borrower. UBS Private and Corporate Clients
chief credit officer reviews the division's loans on a periodic basis (annually for most loans and at least
quarterly for high-risk loans) to confirm the ratings. The CCO further coordinates our lending activities
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and credit exposure with the lending activities and credit exposure of UBS Warburg and UBS Private
Banking.

UBS Asset M anagement
Overview

UBS Asset Management is responsible for our institutional asset management business. Based on
assets under management, we are one of the largest institutional asset managers in the world and among
the industry leadersin the United States, the United Kingdom and Switzerland. At 30 September 1999,
we managed over CHF 538 hillion in assets including CHF 355 billion of ingtitutional assets and CHF
183 billion of investment fund assets and portfolio management mandates for UBS Private Banking.

UBS Asset Management is headquartered in Chicago and has offices in Bahrain, Basdl, Frankfurt,
Geneva, Hong Kong, London, Melbourne, New Y ork, Paris, Rio de Janeiro, Singapore, Sydney, Tokyo
and Zurich.

We market our institutional asset management services under two main brands: UBS
Brinson/Brinson Partners and Phillips & Drew. We believe that our broad geographic spread of
operations and strong brand names will help us pursue growth opportunities in Continental Europe,
Asa-Pacific and Latin America and maintain our strong positions in the mature markets we serve in the
United States, the United Kingdom and Switzerland.

Set forth below is summary information, based on management accounting, relating to UBS
Asset Management, which is discussed in greater detail under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — UBS Asset Management”.

Nine Months Ended Year Ended 31
30 September December
1999 1998 1998 1997

(CHF in millions)

Operating INCOME .......ccccvvveeeeiieeeeeieee e 811 868 1,163 1,040
Personnel, genera and administrative

EXPENSES.....ccoieeeieeeeeeeee e 472 486 608 542
Depreciation and amortization....................... 103 87 107 9%5
Operating profit before restructuring

COSES AN tAX.......eeeeeecececeeeeee e 236 295 448 403
(at period end)
Assets under management............cceeevveeennen. 538,000 513,000 531,000 504,000
Number of employees..........cccceeevviveeeeinnnnnn. 1,497 1,489 1,497 1,364

Organizational Structure

We have recently modified the organizational structure of UBS Asset Management to strengthen
local and regional roles, while maintaining the integrity of UBS Brinson and Phillips & Drew’s global
investment capabilities. We believe that our new organizational structure will improve accountability for
results and the division’s effectiveness and efficiency. UBS Asset Management’ s new organizational
structure consists of the following business areas:
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UBS Brinson/Brinson Partners and Phillips & Drew. These business areas have the
mandate to optimize contribution from their existing markets, to further develop their
investment capabilities and to contribute to globa business development effortsin
Europe and the Asia-Pecific region.

Europe, Middle East & Africa and Asia Pacific. These business areas have a mandate
to capture profitable growth opportunities in their assigned geographic markets and to
optimize the contribution from existing businesses in these regions. These mandates
strengthen the regional accountability for results and resources. At the same time, both
regiona business areas continue to contribute to the UBS Asset Management global
investment process as well as ensure their adaptation to regional client needs where

appropriate.

Private Banking I nvestment Services. UBS Asset Management provides institutional
quality asset management for individual investors through UBS Private Banking and
UBS Private and Corporate Clients. This business area serves these divisions, and is aso
involved in the development of investment solutions for other mgjor clients.

IT and Operations. This business areais responsible for implementing and maintaining
information technology and delivery platforms.

Clients

UBS Asset Management has a diverse ingtitutiona client base located throughout Europe, the
Middle Eadt, Africa, the Asia-Pacific region and the Americas. Our clients consist of:

corporate and public pension plans
endowments and private foundations
insurance companies
central banks and supranationals
financial advisers
Externally managed pension assets constitute the magjority of worldwide available institutional
assets. The pension market is undergoing a shift from traditional defined benefit plans to defined
contribution schemes. One of our strategic initiatives is to position ourselves to take advantage of the
opportunities created in this changing environment.
We have established direct links between UBS Asset Management and UBS Private Banking and
UBS Private and Corporate Clients to provide their clients with access to the same level of investment
capabilities that we provide to our institutional clients. We manage the UBS Investment Funds, other

than the real estate funds, which are offered to clients through UBS Private Banking and UBS Private and
Corporate Clients.



The following table shows assets under management broken down between ingtitutional assets
and non-institutional assets, the latter of which includes the UBS Investment Funds.

At 30 September At 31 December
1999 1998 1997

(CHF in millions)

INSLEULIONAL. ... e 355,000 360,000 373,000
Non-institutional...........ccoeeeeeeeeeeeeeinn.. 183,000 171,000 131,000
TOA et 538,000 531,000 504,000

We are well represented in the United States, Europe and Australia, and are one of the largest
foreign investment managers in Japan. We believe this gives us a strong platform to meet the
increasingly complex global investment and servicing needs of our major clients, and to expand our
presence in growth markets.

The following table shows institutional assets under management by the geographic location of
our clients.

At 30 September At 31 December
1999 1998 1997
(CHF in millions)

Europe, Middle East & Africa................. 187,000 202,000 233,000
The AMENICES.......cceeevveeeeeeeeeeeeee e 121,000 122,000 125,000
AFa-PaCifiC......cocoveee 47,000 36,000 15,000

TOtAL e 355,000 360,000 373,000

Marketing and Distribution

Clients differentiate among institutional asset managers based on client service, investment
performance, process and philosophy, fees and continuity of staff. We seek to use our fundamental value
approach, long-term track record and strong client franchise, to increase the penetration of our services
with both new and existing clients. We are a full service ingtitutional asset management firm, offering our
clients a comprehensive range of research and investment analysis as part of our overall service and

capability package.

Consultants advise ingtitutional investors based on their expert knowledge of managers
investment performance, process and client service capabilities, as well as other factors. In consultant
driven markets, such as the United States and the United Kingdom, we rely on our strong relationships
with the mgjor consultants that advise corporate and public pension plans, endowments, foundations, and
other ingtitutions. We a so dedicate resources to generating new business directly with large clients.

We seek to increase our revenues from existing clients. Each of our client-facing business areas
has dedicated account management teams that service existing clients and seek to find new ways to
address client needs. These account managers are a so focused on further developing and solidifying the
rel ationships we have with the major consultants that serve our clients.



Client Mandates

We seek to deliver sustained value-added investment performance relative to client-mandated
benchmarks. Our client mandates range from fully discretionary global asset alocation portfoliosto
equity or fixed income portfolios with a single country emphasis to other asset classes, including real
estate, timber, oil and gas, and private equity. These portfolios are available through separately managed
portfolios as well as through a comprehensive range of pooled investment funds.

The following chart sets forth intitutional assets under management by client mandate:

At 30 September At 31 December
1999 1998 1997
(CHF in millions)
EQUILY ..o 117,000 115,000 116,000
Asset AHIOCHION .....ccoveeeiiieeiiie e 132,000 148,000 161,000
Fixed INCOME .....vvveieiiiiieee e 89,000 83,000 85,000
Private Markets...........ccooeeeeeiiieececieeeen, 17,000 14,000 11,000
TOtaAl..cvieeceeeeee e 355,000 360,000 373,000

Within each of these broad client mandate categories, we have a diverse range of particular
mandates that we provide to our clients without a high concentration of business in any particular
segment. For example, within the equity, asset allocation and fixed income areas, we offer a range of
mandates on global, regional, emerging market and sector-specific bases. The private markets category
includes such mandates as direct investments, oil and gas, partnership investments, real estate and timber.

I nvestment Process and Research

We have 540 professionals responsible for conducting research and analysis in the division. Our
senior investment professionals set policy and oversee research activity within the units, drawing upon the
expertise of investment specialists in each asset class. Our asset alocation and investment strategies are
based on comprehensive proprietary research in mgjor financial markets around the world. Our method is
to identify periodic discrepancies between market price and investment vaue and turn them to our clients
advantage.

Our investment process is based on our efforts to determine and quantify investment value. We
emphasize long-term fundamental research performed by our interna investment speciadists. These
specialists also consult with externa analysts, economists, consultants and academics. They develop
research and provide input into our quantitative valuation models. We estimate long-term expected
returns for asset classes, markets, and securities using proprietary vauation models that consider cash
flows discounted at risk-adjusted rates. We then evaluate potential strategies in the context of forecasted
returns as well as our forecasted risks and correlations.

We create portfolios and monitor and adjust them based on relative price/value discrepancies.
Where no significant discrepancies exist between price and value, we continue our research and analysis.
We bdlieve that our approach alows us to respond to market changes, while we provide our clients with
the benefit of our knowledge and experience and maintain the flexibility to customize portfolios to meet
their requirements.



UBS Private Equity

Overview

UBS Private Equity has alocal presence in mgjor industrialized regions in Europe, North
America, Latin America and the Asia-Pacific region, with about 121 employees, as of 30 September
1999, in offices in London, Zurich, New Y ork, Sao Paolo, Buenos Aires, Paris, The Hague, Munich,
Milan, Singapore, Hong Kong, Seoul and Sydney. UBS Private Equity has grown rapidly over the past
five years, with the book vaue of UBS Private Equity’ s investments increasing from about CHF 401
million at 31 December 1994 to about CHF 2,439 million at 30 September 1999.

Generally, private equity is the business of investing in unlisted companies, managing these
investments over a medium-term time horizon to increase the value of the investee company and
“exiting” the investment in a manner that will maximize the capital gain. UBS Private Equity generally
seeks to make magjority and minority equity investments in established unlisted companies, either with our
own capital or through sponsored investment funds. Although the main focus of our investmentsis
late-stage financing, such as management buyouts, expansion or replacement capital, we also invest a
minority of the portfolio in early stage investments in the technology and telecommunications sectors.
UBS Private Equity endeavors to create investment value by working together with management to
devel op the businesses over the medium term (three to six years) in order to optimize their performance.

Set forth below is summary information, based on management accounting, relating to UBS
Private Equity, which is discussed in greater detail under “Management’ s Discussion and Analysis of
Financial Condition and Results of Operations— UBS Private Equity”.

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998 1997
(CHF in millions)
Operating INCOME .......ccooveeeeeiiiieeeesiieeeens 254 499 585 492
Personnel, genera and administrative
EXPENSES.....eirereeeeee e e 112 A 156 110
Depreciation and amortization..................... 4 0 1 1
Operating profit before restructuring
COSES AN t8X.....eveveveececeeeeee e 1338 405 428 381
(at period end)
Number of employees..........ccccveevcveerennee. 121 123 122 0
Investments (at book value)..............cc........ 2,439 1,688 1,784 1,080

Competitive Position

Superior returns and recognition of private equity as an aternative asset class hasled to a
substantia growth in private equity funds raised in recent years. The fact that the amount of funds raised
for these types of investments has exceeded the amount of attractive private equity investments has led to
increased competition for investment opportunities and decreased returns for private equity investors.
Our competitors in this market include investment funds, investment banks and insurance companies.



In spite of the changing environment, we believe that opportunities will continue to arise in the
private equity business as aresult of a number of factors, including the introduction of the Euro and the
increasing need to solve succession issues in family-owned businesses. UBS Private Equity generally
targets medium-sized businesses with enterprise values in the range of CHF 75 million to CHF
1.5hillion.

Organizational Structure

UBS Private Equity is structured on a country and sector approach and, as of 30 September 1999,
had eight separate teams covering over 30 countries. We believe that our local presence and expertise,
coupled with the global reach of our operations, generates the early identification of opportunities and
their timely and effective development.

Our teams are divided geographically between Western Europe, Asia and the Americas, which
includes Latin America. Our presence in the Asia-Pacific region started in Singapore and now includes
Australia and our new officesin South Korea and Hong Kong.

UBS Private Equity is establishing two private equity investment fundsin the Americas. One of
these investment funds will make private equity investments primarily in North America, while the other
investment fund will make private equity investmentsin Latin America. In connection with the
establishment of the new funds, UBS and the management team that currently manages the investments of
UBS Private Equity in the Americas will form two limited liability company advisors, one to advise each
fund. Each fund's advisor will be jointly owned by the managers and principals of the management team
and UBS. These advisors will be affiliates of UBS, and UBS will be the largest beneficial investor in
each of the North America and Latin Americafunds. However, the managers and principals of the
management team resident in the United States will not be employees of UBS or employees of either
advisor. The remaining employees of UBS Private Equity in the Americas will become either members
or employees of the respective advisors. Moreover, on or after 30 June 2000, the managers and principals
of the management team will have an option to purchase a portion of UBS s interest in the North America
advisor if specified conditions are satisfied and as aresult UBS' sinterest in that advisor would be
diminished.

I nvestment Portfolio

UBS Private Equity’ s investment portfolio had a book value of approximately CHF 2.4 billion
and an estimated fair value of approximately CHF 3.5 billion at 30 September 1999. UBS has committed
funds of approximately CHF 5 billion for UBS Private Equity to invest.

We have designed our portfolio to reduce our exposure to risk by:

geographicaly diversifying our portfolio and minimizing concentration of investment in
specific locations

diversifying by industry sector to obtain a good spread between manufacturing and
Services sectors

investing a minority of the portfolio in earlier stage growth opportunities, such as
technology and telecommunications
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focusing on later-stage investments, such as management buy-outs of existing businesses

The following table provides information regarding UBS Private Equity’ s investment portfolio by
geographic region, by industry sector and by age of investment.

At 30 September At 31 December
Geogr aphic Region (by 1999 1998 1997
headquartersof Investee) (CHF in millions; al amounts are book values)
NOMh AMENICA....vveeiiieeeieeeeee e 1,198 939 562
EUrOpE ..o, 944 689 434
Latin AMENICA.....cocvveeiiiieiiie e 195 123 48
ASA-PaCifiC.....ccciiiiiiiii e 102 33 36
2,439 1,784 1,080
At 30 September At 31 December
Industry Sector (based on 1999 1998 1997
industry classification codes) (CHF in millions; &l amounts are book values)
Consumer relaed.........ccvvveeevcieeee e 502 400 405
Diversfied industrias.........ccccoceeeiieennieennenen. 505 376 85
TrangpOrtation .........cc.eeveeeeiieeeiieee e 391 186 61
CommUNICAIONS.......cccccuvereeeeiiiee e e 227 208 84
Computer related..........ccceeeeviieeeiciiieee e, 279 109 3
ENEIgY ...oeeeiiee e 162 153 134
Other electronicsrelated ............coeevveeiiieeennne 38 32 49
Other manufacturing..........ccccceeeeeeeniciiiieeeennn. 48 53 93
Chemicals and materials.........ccccceevvveeeeeinnenn. 47 52 20
Industrial products and Services............ccceeennne 74 60 51
(@107 £ R 166 155 60
2,439 1,784 1,080
At 30 September At 31 December
1999 1998 1997
Aging (based on date of (CHF in millions; amounts are book values)
initial investment)
Pre- 1994 ... 7 112 109
1994, 193 195 161
1995, e 330 282 180
1996 e 198 183 171
1997 492 450 459
1998t 593 562
1999, e 556
2,439 1,784 1,080




As shown in the table above, at 30 September 1999, approximately 67% of the investment
portfolio is three years old or less. Generdly, investments may be sold, and operating income recognized,
between the third and the sixth year after the initial investment.

I nvestment Process

UBS Private Equity generally seeks to make equity investments in established unlisted
companies, primarily with UBS's own capital or through managed investment funds, including the
sponsored funds described below. At 30 September 1999, investments that were late-stage at the time of
our investment comprised 83% of the book value of our investments. The following table provides
information about UBS Private Equity’ s investment portfolio by investment stage as determined at the
time of our investment.

At 30 September At 31 December
1999 1998 1997
(CHF in millions)
Early Stage....ccooovveeeiiiieeeeee e 407 49 32
Latestage ... 2,032 1,735 1,048
2,439 1,784 1,080

Investment opportunities come to us from a variety of sources, including from UBS Private
Banking and UBS Warburg. Our investment policy concentrates on five “vaue drivers’:

negotiate an attractive entry price
increase the company’s efficiency
implement a sales growth strategy
repay company debt and reduce leverage

achieve an exit at a higher multiple than the entry price, or what we call “multiple
arbitrage”

Where appropriate, we try to participate actively with the management of these entitiesin
developing the businesses over the medium term (three to six years) in order to optimize their
performance. Our exit strategies for the businesses include trade sales with strategic buyers, initial public
offerings, leveraged recapitalizations and sales to other financial sponsors.

More recently, given the industry trend toward larger sized transactions, we have a so begun to
concentrate on the formation of four regional funds — Europe, North America, Latin Americaand Asia
In the United States, we have launched a $750 million investment fund, which may be increased to $1
billion to permit us to increase our committed investment from $150 million to as much as $500 million if
such increased investment is permitted under applicable United States banking laws and regulations. In
Latin America we have launched a $500 million fund, which we have committed to fund fully with the
option to permit third-party investors to commit up to 25% of such funds. In addition to these funds, two
new funds have been launched in Europe, Phildrew Ventures V, a United Kingdom private equity fund
with afund size of GBP 330 million, and CapVis Equity Partners, which is Switzerland’ s largest private
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equity fund with afund size of CHF 300 million. CapVis Equity Partners will be UBS Private Equity’s
vehicle for investing in Switzerland and Austria.

Corporate Center

In the context of a global integrated investment services firm, the role of Corporate Center isto
contribute to the long-term maximization of shareholder value by:

competitively positioning us in growing market places with an optimal business model
and adequate resources

maintaining an appropriate balance between risk and profit to provide financia stability
on a Group-wide basis

ensuring that the divisions, while being accountable for their results, operate as a
coherent and effective Group with acommon set of values and principles

To perform itsrole, Corporate Center establishes standards and principles to be applied by the
divisions, thereby permitting us to minimize staffing levels within Corporate Center.

The following functions are part of Corporate Center:

Group internal audit, which reports directly to the Chairman of the Board of Directorsin
order to ensure its operational independence

anumber of functions reporting to the Chief Executive Officer, including human
resources policies and standards, communications with staff, public and media, marketing
and brand management, and the Group’s general counsel

functions reporting to the Chief Financial Officer responsible, at the Group level, for risk
control, financial control and management, strategic analysis and communications with
regulators, rating agencies, investors and analysts

Additionally, the Corporate Center plays an active role with regard to funding, capital and
balance sheet management and management of foreign currency earnings.

Competition

We operate in a highly competitive environment in al of our businesses and markets. Many large
financia services groups compete with us in the provision of sophisticated banking, investment banking
and investment management services to corporate, institutional and individua customers on a global
basis, while local banks and other financia services companies, which may be of substantial size, often
provide significant competition within national markets. We also compete with other banks, money
market funds and mutual funds for deposits, investments, and other sources of funds. In some
jurisdictions, many of our competitors are not subject to the same regulatory restrictions as are applicable
to us.



Employees

At 30 September 1999, we had 48,623 employees. Set forth below are the number of employees
of UBS broken down by our five operating divisions and Corporate Center.

At 30 September At 31 December
1999 1998 1997
UBS Private and Corporate Clients.......... 24,503 24,043 25,641
UBSWarburg........ccceveveeiiieeiiie e, 12,84 13,794 18,620
UBS Private Banking..........cccccvevviveeenns 8,773 7,634 7,862
UBS Asset Management...........ccccccveenee. 1,497 1,497 1,364
UBS Private EQUItY........ccoooviriiieiiieenee 121 122 0
Corporate Center .........ccccvvveeeeeeeesiennnnen, 875 921 1,599
Group Total......cooeveveeiereeciee e 48,623 48,011 95,176

During 1998, we experienced significant movements in headcount, predominantly as a result of
the merger and divestments. The increase in headcount in the first nine months of 1999 was mainly
attributable to UBS Private Banking' s expansion of its domestic private banking business outside
Switzerland, which was partially offset by decreases in UBS Warburg relating to the winding down of
non-core businesses and merger related reductions.

We have not experienced any significant strike, work stoppage or labor dispute in recent years.
We consider our relations with employees to be good.

Regulation and Supervision

Our operations throughout the world are regulated and supervised by the relevant central banks
and regulatory authorities in each of the jurisdictions in which we have offices, branches and subsidiaries.
These authorities impose reserve and reporting requirements and controls on banks, including those
relating to capital adequacy, depositor protection and prudentia supervision. In addition, a number of
countries in which we operate impose additiona limitations on (or that affect) foreign or foreign-owned
or controlled banks and financia institutions, including:

restrictions on the opening of local offices, branches or subsidiaries and the types of
banking and non-banking activities that may be conducted by those local offices,
branches or subsidiaries

restrictions on the acquisition of local banks or requiring a specified percentage of loca
ownership

restrictions on investment and other financial flows entering or leaving the country
Changes in the supervisory and regulatory regimes of the countries where we operate will
determine to some degree our ability to expand into new markets, the services and products that we will

be able to offer in those markets and how we structure specific operations.

The most important jurisdictions that regulate and supervise our activities are Switzerland, the
United States and the United Kingdom.
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Regulation and Supervision in Switzerland

We are regulated in Switzerland under a system which is established by the Swiss Federa Law
Relating to Banks and Savings Banks of 8 November 1934, as amended, and the related Implementing
Ordinance of 17 May 1972, as amended, or the “FBL”. Under the FBL, banks in Switzerland are
permitted to engage in afull range of financia services activities, including commercial banking,
investment banking and funds management. Banking groups may aso engage in insurance activities, but
these have to be undertaken through a separate subsidiary.

The FBL establishes a framework for supervision by the Federal Banking Commission, or
“FBC”. The FBC implements this framework through the issuance of Ordinances or Circular Lettersto
the banks which it supervises. In addition, the regulatory framework in Switzerland relies on
sdf-regulation through the Swiss Bankers Association, or “SBA”. The SBA issues guidelines to banks on
conduct of businessissues. Recent examples of such guidelinesinclude:

the Due Diligence Convention, which established know your customer standards to
protect against money laundering

Risk Management Guidelines for Trading and for the Use of Derivatives, which set out
standards based on the recommendations on this subject from the Group of Thirty, The
Basal Committee on Banking Supervision and The International Organization of
Securities Commissions

Portfolio Management Guidelines, which sets standards for banks when managing
customers funds and administering assets on their behalf

Mandatory Annual Audits

The approach to supervising banks in Switzerland places a particular emphasis on the role of the
external auditor. Our auditors, who have to be approved to perform this role by the FBC, are required to
submit an annual report to the FBC which assesses our financia situation as well as our compliance with
the relevant regulations and self-regulatory guidelines which are applicable to our business. In the event
that the audit reveals violations or other irregularities, the independent auditors must (1) inform the FBC
if acorrection is not carried out within a designated time limit or (2) inform the FBC immediately in the
case of serious violations or irregularities. The FBC may issue directives as necessary to require a bank
to address any issues identified by the auditors and may also appoint an expert to act as an observer of a
bank if the claims of the bank’s creditors appear to be serioudly jeopardized.

Supervision by the FBC

Since July 1999, the FBC has established a dedicated unit called the Large Banking Groups
Department which focuses solely on the supervision of UBS AG and the Credit Suisse Group. The group,
which consists of experts covering al the main business activities in which we operate, supervises us
directly through regular meetings with management as well as on-site visits. The group aso coordinates
the activities of the FBC with those of our main overseas supervisors as well as with the external auditors.
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Capital Requirements

For purposes of complying with Swiss capita requirements, bank capita is divided into three
main categories.

core (or Tier 1) capital
supplementary (or Tier 2) capital
additiona (or Tier 3) capital

Tier 1 capital primarily includes paid-in share capital, reserves (defined to include retained
earnings), current-year profits and capital participations of minority shareholdersin fully consolidated
subsidiaries, and is reduced by, among other items, the bank’ s holdings of its own shares. Tier 1 capitd is
supplemented, for capital adequacy purposes, by Tier 2 capital, which consists of, among other things,
two categories of subordinated debt instruments that may be issued by a bank, and by Tier 3 capital,
which consists of certain subordinated debt obligations. The use of Tier 2 and Tier 3 capital in complying
with solvency ratio requirements is, however, subject to limitations.

Under Swiss law, a bank must maintain a minimum capital ratio of 8%, calculated by dividing
adjusted core and supplementary capital by aggregate risk weighted assets and measured on both a
consolidated and an unconsolidated basis. We are required to file a statement of our required and existing
capital resources together with our annua statement of condition and interim balance sheet with both the
FBC and the Swiss National Bank.

Liquidity Requirements

Under Swiss law, banks are required to maintain specified measures of primary and secondary
liquidity. Primary liquidity is measured by comparing Swiss franc-denominated liabilities to liquid assets
in Swiss francs. For this purpose liabilities are defined as balances due to banks, due on demand or due
within three months, as well as 20% of depositsin savings and similar accounts. Under current law, our
liquid assets must be maintained at the level of at least 2.5% of these kinds of liabilities.

To measure secondary liquidity, assets maturing within one month which are readily marketable
and suitable for offsetting are subtracted from the short-term and suitable for offsetting liabilities due to
banks on demand or maturing within one month, time deposits repayable within one month and certain
other liabilities maturing within one month (such as debentures, cash bonds and cash certificates). Any
excess of such liabilities remaining after this calculation is then added to the total of 50% of demand
deposits and certain other deposit accounts, which have no restrictions on withdrawal, and 15% of the
thrift, deposit and savings book accounts as well as similar accounts, which are subject to restrictions on
withdrawal. Thetotal of our liquid and readily marketable assets must be at least equal to 33% of the
short term liabilities as calculated above.

We are required to file monthly statements reflecting our primary liquidity position and quarterly
statements reflecting our secondary liquidity position



Disclosures to the Swiss National Bank

Although the primary responsibility for supervision of banks under the FBL lies with the FBC,
we also submit an annual statement of condition and detailed monthly interim balance sheets to the Swiss
National Bank. The Swiss National Bank may require further disclosures from us concerning our
financial condition as well as other information relevant to regulatory oversight by the Swiss National
Bank.

Regulation and Supervision in the United States
Banking Regulation

Our operations in the United States are subject to a variety of regulatory regimes. We maintain
branches in California, Connecticut, Illinois and New Y ork and an agency in Florida. We refer to these as
our U.S. “Banking Offices’. Our California Branches are located in Los Angeles and San Francisco and
are licensed by the U.S. Comptroller of the Currency. Each of our other U.S. Banking Officesislicensed
by the state banking authority in the state in which it islocated. Each U.S. Banking Office is subject to
regulation and examination by its licensing authority. In addition, the Board of Governors of the Federd
Reserve System (the “Federal Reserve Board”) exercises examination and regulatory authority over our
state licensed U.S. Banking Offices. None of our U.S. Banking Offices are insured by the Federal
Deposit Insurance Corporation (the “FDIC”). The regulation of our U.S. Banking Offices imposes
restrictions on the activities of those offices, as well as prudential restrictions, such as limits on extensions
of credit to a single borrower, including Group subsidiaries.

The licensing authority of each U.S. Banking Office has the authority to take possession of the
business and property of the office it licenses in certain circumstances. Such circumstances generally
include violations of law, unsafe business practices and insolvency. So long as we maintain one or more
federa branches, such as our California Branches, state insolvency regimes that would otherwise be
applicable to our state licensed offices are preempted by U.S. federal law. Asaresult, pursuant to federal
law al of our U.S. assets would be applied first to satisfy creditors of our U.S. Banking Officesas a
group, and then made available for application pursuant to a Swiss insolvency proceeding.

In addition to the direct regulation of our U.S. Banking Offices, operating our U.S. Offices
subjects us to regulation by the Federal Reserve Board under various laws, including the International
Banking Act of 1978, as amended, and the Bank Holding Company Act of 1956, as amended (the
“BHCA"). The BHCA imposes significant restrictions on our U.S. nonbanking operations and on our
worldwide holdings of equity in companies operating in the United States. Historically, our U.S.
nonbanking activities were principally limited to activities that the Federal Reserve Board found to be so
“closely related to banking as to be a proper incident thereto.” Moreover, prior Federa Reserve Board
approval has been required to engage in new activities and to make acquisitions in the United States.

The Gramm-L each-Bliley Financial Modernization Act of 1999 was recently enacted, liberalizing
the restrictions on the nonbanking activities of banking organizations, including non-U.S. banks operating
U.S. Banking Offices. The Modernization Act will:

allow bank holding companies meeting management, capital and, in the case of
companies owning FDIC insured banks, Community Reinvestment Act standards to
engage in a substantially broader range of nonbanking activities than currently is



permissible, including insurance underwriting and making merchant banking
investments;

alow insurers and other financial services companies to acquire banks;

remove various restrictions that currently apply to bank holding company ownership of
securities firms and mutual fund advisory companies; and

revise the overall regulatory structure applicable to bank holding companies, including
those that also engage in insurance and securities operations.

This part of the Modernization Act will become effective on 11 March 2000. We currently believe we
meet the requirements for the broader range of activities that will be permitted by the Modernization Act.

The Modernization Act will also modify other current financial laws, including laws related to the
conduct of securities activities by U.S. banks and U.S. Banking Offices. Asaresult, we may relocate
certain activities now conducted by our U.S. Banking Offices to a Group subsidiary or elsewhere.

Other

In the United States, our U.S. registered broker-deder is regulated by the Securities and
Exchange Commission as a registered broker-dealer. Broker-dealers are subject to regulations that cover
all aspects of the securities business, including:

sales methods

trade practices among broker-dealers

use and safekeeping of customers' funds and securities
capital structure

record-keeping

the financing of customers' purchases

the conduct of directors, officers and employees

In addition, our U.S. registered broker-dealer is a member of and regulated by the New Y ork
Stock Exchange and is regulated by the individual State Securities authorities in the states in which it
operates.

The U.S. government agencies and self-regulatory organizations, as well as state securities
commissions in the United States, are empowered to conduct administrative proceedings that can result in

censure, fine, the issuance of cease-and-desist orders or the suspension or expulsion of a broker-dealer or
its directors, officers or employees.



Regulation and Supervision in the United Kingdom

We operate in the United Kingdom under a regulatory regime that is undergoing comprehensive
restructuring aimed at implementing the Financial Services Authority as the United Kingdom's unified
regulator. Through 1999, we were regulated by the Securities and Futures Authority Limited in respect of
our investment banking, individual asset management, brokerage and principa trading activities, and the
Investment Management Regulatory Organization in respect of our institutional asset management and
fund management activities. Some of our subsidiaries and affiliates are also regulated by the London
Stock Exchange and other United Kingdom securities and commodities exchanges of which we are a
member. Commencing in 2000, however, the responsibilities of the Securities and Futures Authority
Limited and Investment Management Regulatory Organization have been taken over by the Financia
Services Authority. The investment services that are subject to oversight by United Kingdom regulators
are regulated in accordance with European Union directives requiring, among other things, compliance
with certain capital adequacy standards, customer protection requirements and conduct of business rules.
These standards, requirements and rules are similarly implemented, under the same directives, throughout
the European Union and are broadly comparable in scope and purpose to the regulatory capital and
customer protection regquirements imposed under applicable U.S. law.

[tem2 DESCRIPTION OF PROPERTY

At 30 September 1999, we operated about 1,300 offices and branches worldwide, of which about
80% were in Switzerland. Of the remaining 20%, 10% were in Europe, 6% were in the Americas and 4%
werein Asa. About half of the offices and branches in Switzerland are owned directly by us with the
remainder, along with most of our offices outside Switzerland, being held under commercia leases. The
premises are subject to continuous maintenance and upgrading and are considered suitable and adequate
for our current and anticipated operations.

[tem3 LEGAL PROCEEDINGS

Except as described below, there are no legal or arbitration proceedings pending or threatened of
which we are aware involving UBS which may or have had a significant effect on the financial position of
UBStaken asawhole.

In the United States, severa class actions, in relation to what is known as the Holocaust affair,
have been brought against us (as legal successor to Swiss Bank Corporation and Union Bank of
Switzerland, in the United States District Court for the Eastern District of New Y ork (Brooklyn)). These
lawsuits were initialy filed in October 1996. Another Swiss bank has been designated as a defendant
aongsideus. On 12 August 1998, however, a settlement was reached between the parties. This
settlement provides for a payment by the defendant banks to the plaintiffs, under certain terms and
conditions, of an aggregate amount of $1.25 hillion. UBS agreed to contribute up to two-thirds of this
amount. To the extent that other Swiss companies agreed to participate in this fund, and to the extent of
applicable payments to beneficiaries of eligible dormant accounts, our share was to be reduced. For these
purposes, dormant accounts are defined as accounts with banks and other financia institutions prior to
May 9, 1945 that are part of the settlement agreement. In Switzerland, dormant or abandoned accounts
remain on the books of the bank in perpetuity, until claimed or settled. The Settlement Agreement dated
26 January 1999 dtates that, under certain conditions, all amounts that the settling defendants and other
Swiss banks pay to deposited asset claimants shall reduce the settlement amount. Therefore, if such
dormant or abandoned accounts are identified as balances that should be used to fund the settlement, the
payment of cash to claimants causes the account to be liquidated from the Company’ s records, thereby
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reducing cash and reducing the dormant account liability, as well as the remaining settlement amount
liability. Accordingly, to the extent that such accounts are identified at institutions other than UBS, our
exposure to this matter will be reduced. Based on our estimate of such expected contributions, we
provided areserve of $610 million (CHF 842 million) in 1998. A number of persons have elected to opt
out of the settlement and not participate in the class action. It is expected that a decision approving the
settlement will beissued in the first haf of 2000, which will be followed by hearings on the alocation of
the settlement amount. We will continue to monitor the contributions of other Swiss companies, in order
to determine whether we will need to make any additiona provision.

[tem4 CONTROL OF REGISTRANT

Asfar aswe are aware, we are neither directly nor indirectly owned nor controlled by another
corporation or any government and there are no arrangements in place the operation of which may result
in achangein contral.

Asof 30 April 2000, our directors and executive officers as a group beneficially held 2,368,412
of our issued shares, as adjusted to reflect the two-for-one stock split, the effective date of which is 8 May
2000. For the purposes of this analysis, our executive officers are the members of our Group Managing
Board. The Group Managing Board consists of the seven members of the Group Executive Board, 24
members who hold office on the Divisional Executive Boards and four members who are responsible for
special functions at the top level of our organization. See aso “Item 12 — Options to Purchase Securities
from Registrant or Subsidiaries’ for adiscussion of options and warrants issued by UBS.

[tem5 NATURE OF TRADING MARKET

Trading on the Swiss Exchange

The Swiss Exchange (Schweizer Borse/Bourse Suisse) was founded in 1993 as the successor to
the local stock exchanges of Zurich, Basel and Geneva. Trading in foreign equities and derivatives began
in December 1995. In August 1996, the Swiss Exchange introduced full eectronic trading in Swiss
equities, derivatives and bonds. The aggregate turnover of the Swiss Exchange, for both equity and debt
instruments, was in excess of CHF 1.3 trillion in 1998. As of 31 December 1998, the equity securities of
425 corporations, including 193 foreign corporations, were listed and traded on the Swiss Exchange.

Trading on the Swiss Exchange occurs through a fully integrated trading system covering the
entire process from trade order through settlement. Trading begins each business day at 9:00 am. and
continues until 5:00 p.m. After close of exchange trading, new orders can be entered or deleted until
10:00 p.m. From 6:00 am. (the system is not available between 10:00 p.m. and 6:00 a.m.) new entries
and inquiries can be made until 9:00 am. For the opening phase (starting a 9:00 am.) the system closes
the order book and starts opening procedures; it establishes the opening prices and determines orders to be
executed according to established rules that match bid and asked prices.

Transactions take place through the automatic matching of orders. Each vaid order is entered
and listed according to the price limit. In general, market orders (orders placed at best price) are executed
first, followed by limit orders (orders placed at a price limit), provided that if several orders are listed at
the same price, they are executed according to the time of entry. Transactions in shares effected by or
through members of the Swiss Exchange are subject to a stock exchange levy of up to 0.02%, calculated
on the settlement price.

-47-



Banks and broker-dealers doing business in Switzerland are required to report al transactionsin
listed securities traded on the Swiss Exchange. For transactions effected via the exchange system,
reporting occurs automatically. Off-exchange transactions must be reported to the Swiss Exchange within
30 minutes. Transaction information is collected, processed and immediately distributed by the
Exchange. Transactions outside trading hours (i.e., between 10:00 p.m. and 6:00 am.) must be reported
no later than the next opening. The Swiss Exchange distributes a comprehensive range of information
through various publications, including in particular the Swiss Market Feed, or “SMF’. The SMF
supplies Swiss Exchange datain real time to all subscribers as well as to other information providers such
as Reuters.

Exchange transactions are usually settled on a T+3 basis, meaning that delivery and payment of
exchange transactions occur three days after the trade date. The Swiss Exchange promotes efficient
processing by automatically transmitting transactionsto SIS SEGAINTERSETTLE AG (or Intersettle)
viathe SECOM el ectronic settlement system.

A quotation may be suspended by the Swiss Exchange if large price fluctuations are observed, if
important, price-sendgitive information is about to be disclosed, or in other situations that might endanger
fair and orderly trading. Surveillance and monitoring is the responsibility of the Swiss Exchange as the
organizer of the market (self-regulation). The aim of supervision isto ensure fair trading and an orderly
market.

UBS Shares

Asat 30 April 2000 and adjusting for the two-for-one stock split effective 8 May 2000, we have
issued and paid up share capital of 431,095,774 shares of capital stock. In addition to the issued and paid
up share capita, 855,296 shares are unissued and are reserved for the employee share ownership plan and
optiona dividend warrants. A further 1,053,082 unissued shares are at the disposal of the Board of
Directors. In the aggregate, these 433,004,152 shares represent the maximum amount of shares that may
be issued in the future without further approval from the stockholders.

The principal trading market for the sharesis the Swiss Exchange.



The following table sets forth, for the calendar quarters indicated, the reported highest and lowest
closing price for one share on the Swiss Exchange, as derived from the Swiss Exchange, and the trading
volume for our shares on the Swiss Exchange.

Ordinary Shares”

High L ow Volume ®
(in CHF)

19989
Third QUaIEr.......c.eevee e 326.50 135.00 165.4
Fourth quarter............ccocveevieniiieie e 221.00 137.50 134.0
1999:
First QUarter......ccoocceveee e 246.00 207.50 106.2
SeCoNd QUAIEN ........coviiieeiiee e 264.00 221.50 76.2
Third QUAES........oceereee e 247.00 202.50 78.2
Fourth quarter............ccocoeeiieeiie e 240.00 202.50 95.8
2000:
FIrst QUarter......oooeeeeee e 218.50 191.00 1074
Second quarter (through 30 April) .......ceeeeeeee. 224.50 209.50 27.2

(1) The share prices and volumesin this table have been adjusted for the two-for-one stock split,
the effective date of which is 8 May 2000.

(2 Asaresult of the merger, shares of UBS began trading on 29 June 1998. Our shares did not
trade at any time prior to that date.

(3) Inmillions of ordinary shares on the Swiss Exchange.

At 30 April 2000, there were approximately 12 holders of record of American Depositary
Receipts, or ADRs, holding ADRs representing approximately 7,184,900 American Depositary Shares, or
ADSs, or 718,490 shares, as adjusted to reflect the two-for-one stock split, the effective date of whichis 8
May 2000. Following the effectiveness of this registration statement, however, we expect to terminate the
ADR program. For more information about the ADR program, see “Description of Securities to be
Registered — Description of Shares— American Depositary Receipts.”

At 30 April 2000, approximately 7,179,066 shares were held by approximately 1,106
stockholders with registered addresses in the U.S,, as adjusted to reflect the two-for-one stock split, the
effective date of which is 8 May 2000. The combined shareholdings of these stockholders comprise
approximately 1.66 % of the total number of shares on issue, including treasury shares, at 30 April 2000.
These figures do not include either the number of shares held by stockholders with registered addresses
outside the U.S. in which U.S. residents have an interest or the number of any such U.S. residents.



ltem6 EXCHANGE CONTROLS AND OTHER LIMITATIONS AFFECTING SECURITY
HOLDERS

There are no restrictions under our Articles of Association or Swiss law, presently in force, that
limit the right of non-resident or foreign owners to hold our securities freely or, when entitled, to vote our
securities freely. There are currently no Swiss foreign exchange controls or laws restricting the import or
export of capital. There are currently no restrictions under Swiss law affecting the remittance of
dividends, interest or other payments to non-resident holders of our securities.

Item7 TAXATION

The following is a summary of some of the material Swiss and United States federal income tax
consequences of the ownership of shares by a holder that holds the shares as capital assets. This summary
does not purport to address al tax consequences of the ownership of shares and does not take into account
the specific circumstances of any particular holders (such as tax-exempt entities, certain insurance
companies, broker-dealers, traders in securities that elect to mark to market, holders liable for alternative
minimum tax, holders that actually or constructively own 10% or more of the voting stock of UBS,
holders that hold shares as part of a straddle or a hedging or conversion transaction or holders whose
functional currency is not the U.S. dollar), some of which may be subject to special rules. This summary
is based on the tax laws of Switzerland and the United States (including the Internal Revenue Code of
1986, as amended, its legidative history, existing and proposed regulations thereunder, published rulings
and court decisions) as in effect on the date hereof, as well as the Convention Between the United States
of America and Switzerland, which we call the “Treaty”, al of which are subject to change (or changein
interpretation), possibly with retroactive effect.

For purposes of this discussion, a“U.S. holder” is any beneficial owner of sharesthat is (1) a
citizen or resident of the United States, (2) a corporation organized under the laws of the United States or
any State, (3) an estate the income of which is subject to United States federal income tax without regard
to its source or (4) atrust if a court within the United States is able to exercise primary supervision over
the administration of the trust and one or more United States persons have the authority to control all
substantial decisions of the trust.

The discussion does not generaly address any aspects of United States taxation other than federal
income taxation or any aspects of Swiss taxation other than income and capital taxation. Holders are
urged to consult their tax advisors regarding the United States federal, state and local and the Swiss and
other tax consequences of owning and disposing of shares.

Swiss Taxation
Withholding Tax on Dividends and Distributions

Dividends paid and similar cash or in-kind distributions made by UBS to a holder of shares
(including dividends on liquidation proceeds and stock dividends) are subject to afedera withholding tax
at arate of 35%. The withholding tax must be withheld by UBS from the gross distribution, and be paid
to the Swiss Federal Tax Administration.



Obtaining a Refund of Swiss Withholding Tax for U.S. Residents

The Treaty provides for a mechanism whereby a United States resident or United States
corporations can seek arefund of the Swiss withholding tax paid on dividends in respect of shares of
UBS, to the extent such withholding exceeds 15%.

A U.S. holder that qualifies for Treaty benefits may apply for arefund of the withholding tax
withheld in excess of the 15% Treaty rate. The claim for refund must be filed with the Swiss Federal Tax
Administration, Eigerstrasse 65, 3003 Berne, Switzerland. The form used for obtaining a refund is Swiss
Tax Form 82 (82C for companies, 82E for other entities; 821 for individuals), which may be obtained
from any Swiss Consulate Genera in the United States or from the Swiss Federal Tax Administration at
the address above. The form must be filled out in triplicate with each copy duly completed and signed
before a notary public in the United States. The form must be accompanied by evidence of the deduction
of withholding tax withheld at the source.

Stamp Duties upon Transfer of Securities

The sale of shares, whether by Swiss resident or non-resident holders, may be subject to a Swiss
securities transfer stamp duty of up to 0.15% calculated on the sale proceeds if it occurs through or with a
Swiss bank of other Swiss securities dealer as defined in the Swiss Federal Stamp Tax Act. In addition to
the stamp duty, the sale of shares by or through a member of the Swiss Exchange may be subject to a
stock exchange levy. See“Item 5: Nature of Trading Market — Trading on the Swiss Exchange”.

United States Federal |ncome Taxation
Taxation of Dividends

Under the United States federal income tax laws, and subject to the passive foreign investment
company, or “PFIC”, rules discussed below, U.S. holders will include in gross income the gross amount
of any dividend paid (before reduction for Swiss withholding taxes) by UBS out of its current or
accumulated earnings and profits (as determined for United States federa income tax purposes) as
ordinary income when the dividend is actually or constructively received by the U.S. holder. The
dividend will not be digible for the dividends-received deduction generally allowed to United States
corporations in respect of dividends received from the other United States corporations. The amount of
the dividend distribution included in income of a U.S. holder will be the U.S. dollar value of the Swiss
franc payments made, determined at the spot Swiss franc/U.S. dollar rate on the date such dividend
distribution is included in the income of the U.S. holder, regardless of whether the payment isin fact
converted into U.S. dollars. Generally, any gain or loss resulting from currency exchange fluctuations
during the period from the date the dividend payment is included in income to the date such payment is
converted into U.S. dollars will be treated as ordinary income or loss. Such gain or loss will generally be
income from sources within the United States for foreign tax credit limitation purposes. Distributionsin
excess of current and accumulated earnings and profits, as determined for United States federal income
tax purposes, will be treated as a return of capital to the extent of the U.S. holder’ s basis in the shares and
thereafter as capital gain.

Subject to certain limitations, the Swiss tax withheld in accordance with the Treaty and paid over
to Switzerland will be creditable against the U.S. holder’ s United States federal income tax ligbility. To
the extent arefund of the tax withheld is available to a U.S. holder under the laws of Switzerland or under
the Treaty, the amount of tax withheld that is refundable will not be digible for credit against the
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U.S. holder’ s United States federal income tax liability. See * Swiss Taxation—Obtaining a Refund of
Swiss Withholding Tax for U.S. Residents’, above, for the procedures for obtaining a refund of tax.

PFIC Rules

We believe that shares should not be treated as stock of a PFIC for United States federal income
tax purposes, but this conclusion is afactua determination made annually and thus may be subject to
change. In general, UBS will be a PFIC with respect to a U.S. holder if, for any taxable year in which the
U.S. holder held UBS s shares, either (1) at least 75% of the gross income of UBS for the taxable year is
passive income or (2) at least 50% of the value (determined on the basis of a quarterly average) of UBS's
assets is attributable to assets that produce or are held for the production of passive income. |If UBS were
to be treated as a PFIC, unless a U.S. holder makes a mark-to-market election, gain realized on the sale or
other disposition of shares would in genera not be treated as capital gain, and a U.S. holder would be
treated as if such holder had realized such gain and certain “excess distributions’ ratably over the holder’s
holding period for the shares and would be taxed at the highest tax rate in effect for each such year to
which the gain was all ocated, together with an interest charge in respect of the tax attributable to each
such yesr.

[tem8 SELECTED FINANCIAL DATA

The selected consolidated financia data set forth below at 30 September 1999 and 31 December
1998 and for the nine months ended 30 September 1999 and each of the years ended 31 December 1998
and 1997 have been derived from our Consolidated Financia Statements and the Notes thereto. Such
Consolidated Financia Statements have been audited by ATAG Ernst & Young, our independent auditors
and have been adjusted to reflect retroactively the stock split effective 8 May 2000. The unaudited
interim data for the nine months ended 30 September 1998 reflect al adjustments which are, in the
opinion of management, necessary to present afair statement of our results of operations for such period.
The income statement data for interim periods is not necessarily indicative of results for subsequent
periods or afull year. Thisfinancia data should be read in conjunction with and are qualified by
reference to the Consolidated Financial Statements and Notes thereto for the nine months ended 30
September 1999, and for each of the years ended 31 December 1998 and 1997 and the unaudited interim
data for the nine months ended 30 September 1998, included €lsewhere herein.

Our Consolidated Financia Statements are prepared in accordance with International Accounting
Standards, or “IAS’, which differ in some significant respects from United States generally accepted
accounting principles, or “U.S. GAAP’. Note 41 of Notes to the Consolidated Financial Statements
includes a description of the significant differences between IAS and U.S. GAAP and areconciliation of
certain income statement and balance sheet itemsto U.S. GAAP.
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Income statement data

Interest iNCOME ......coceveeeveeeeeecnne.

Interest expense
Net interest income.............

Net fee and commission income...
Net trading income..........cccevevenneee.
Other income, including income
from disposal of associates
and subsidiaries ......ccovveeeerenenee
Total income

Operating EXPeNnSses ........ccceveeeeernnn.

Operating profit before
restructuring costs and taxes.....

Restructuring Costs........cccoevuvennee.
Tax expense (benefit)
Minority interests........ccoeeevevennnee.

Net profit (10SS) .....cccoeveueee.

Basic earnings per share...............
Fully diluted earnings per share...
Cash dividends declared per
share (CHF)@ ...
Cash dividends declared per
share (US$H)D@ ...

Nine Months Ended

Year Ended

30 September 31 December
1999 1999 1998 1998 1997
(in millions, except per share amounts)
uss® CHF CHF CHF CHF
(unaudited)

8,615 12,939 18,046 22,835 23,669
5,394 8,102 13,092 16,173 16,733
3,221 4,837 4,954 6,662 6,936
606 910 464 951 1,278
2,615 3,927 4,490 5711 5,658
6,158 9,250 9,702 12,626 12,234
4,003 6,013 598 1,750 5,491
1,713 2,573 1,829 2,241 1,497
14,489 21,763 16,619 22,328 24,880
9,945 14,937 13,154 18,258 18,636
4,544 6,826 3,465 4,070 6,244
- — - - 7,000
1,073 1,612 907 1,045 (105)
23 35 (42 (5) 16
3,448 5,179 2,600 3,030 (667)
8.28 12.43 6.13 7.15 (1.59)
8.23 12.36 6.10 711 (1.59)
0 0 0 5.00 N/A

0 0 0 331 N/A



At 30 September At 31 December

1999 1999 1998 1997
(in millions)
usst CHF CHF CHF
Balance sheet data
Assets:
Total 8SSELS.....coooeeieeeeeee 599,284 900,124 944,116 1,086,414
Duefrombanks .........couvvveeiiiiiiiiieeeee e 23,652 35,526 68,495 66,582
Cash collateral on securities borroweg................. 59,020 88,648 91,695 82,656
Reverse repurchase agreements...........ccocceeeeveens 98,209 147,510 141,285 216,355
Trading portfolio .........ccovveeiiiiiec e 107,895 162,059 162,588 210,738
Positive replacement values™ ............cccccevevenen. 80,971 121,619 169,936 149,538
Loans, net of alowances for credit losses............ 159,877 240,135 247,926 270,917
Liabilities:
DUeto banksS........ooooviiiviiiiii e 54,344 81,624 85,716 159,634
Cash collateral on securitieslent..........ceveeveeeeeeee.. 8,674 13,029 19,171 14,140
Repurchase agreements. .........cccccvvevviveeesiieneeens 98,224 147,532 137,617 191,793
Trading portfolio ligbilities............cccceeviivenennne. 28,712 43,126 47,033 68,215
Negative replacement values®..............ccc.c........ 97,944 147,112 205,080 170,162
DUEtO CUSIOMEN'S......coviieeiiiieeeeeeceeeeeee e, 183,731 275,964 274,850 302,516
Longtermdebt.........coeeviiieeeiiiee e 36,967 55,524 50,783 54,284
Shareholders’ equity.........cccceeeiiiieeeiiiiieee e, 22,169 33,298 32,395 30,927
Nine Months Ended Y ear Ended 31 December
30 September 1999 1998 1997
Ratios
REtUrN 0N average assats..........covveveveveeeeeeenane. 0.73%“ 0.28% (0.07)%
RetUrn on average equity.........c.coeeveveveueeeeenane. 21.06% 9.21% (2.00)%
Dividend payout ratio............cccceveveveveeeeererenane, N/A 70.27% NM
Average equity to average assetS ..........cceveenne. 3.47% 3.06% 3.40%

(1) 30 September 1999 CHF amounts have been trandated into U.S. dollars at the exchange rate of one
US$=CHF 1.502, the noon buying rate in New Y ork City on 30 September 1999, except dividends
as described in note 6.

(2) Dividends are declared and paid in the year subsequent to the reporting period. Prior to the merger,
Union Bank of Switzerland and Swiss Bank Corporation each paid dividends in accordance with
their own dividend policies. Dividends for 1997 and prior, reflected at actual historical amounts,
were paid by Union Bank of Switzerland on its bearer shares and registered shares and by Swiss
Bank Corporation, as follows from 1994 until the merger:



Union Bank of Switzerland Swiss Bank Corporation

Bearer Shares Registered Shares Shares
CHF Uss® CHF Uss® CHF Uss®
1994 32.00 28.20 6.40 5.64 8.00 6.67
1995 32.00 26.25 6.40 5.25 8.00 6.29
1996 32.00 21.85 6.40 4.37 10.00 6.61
1997 50.00 33.65 10.00 6.73 12.00 8.01

(3) Positive and negative replacement values represent the fair value of derivative contracts.

(4) 1999 return on average assets and return on average equity have been annualized for purposes of
facilitating a comparison.

(5) In 1997, we recorded a net loss of CHF 667 million. In 1997, our predecessors paid dividends of
CHF 2,201 million.

(6) Dividend payment amounts have been trandated to U.S. dollars at an exchange rate equal to the
noon buying rate in New Y ork City on the date of payment.

Nine M onths Ended Year Ended
30 September 31 December
1999 1999 1998
(in millions, except per share amounts)
uss CHF CHF
U.S. GAAP income statement data
Interest iNCOME.........ccccvvvieeeeeeenn, 10,381 15,593 22,322
Interest EXPENSE.........ccvevveveevenanen, 8,854 13,298 19,486
Net interest income.................... 1,527 2,295 2,836
Credit loss expense.............c.......... 519 780 787
Total.oveeeeeceece e 1,008 1,515 2,049
Net fee and commission income..... 6,158 9,250 8,925
Net trading incOme...........c.cceeenneee. 5,369 8,064 982
Other income, including income
from disposal of associates and
SUDSIAIAIES.....cvvveveeieeis 1,732 2,601 725
Tota iNCoOMe ......cocvvveieiiiiieene 14,267 21,430 12,681
Operating eXpenses.............cceveueane. 11,322 17,005 17,571
Operating profit (loss) before taxes
and minority interests................. 2,945 4,425 (4,890)
Tax expense (benefit) .................... 811 1,218 (1,221)
Minority interests............cccoeven.... 23 35 (4)
Net profit (10SS) .......ccevereenee.. 2112 3172 (3,665)
Basic earnings per share................ 5.18 7.79 (8.84)
Fully diluted earnings per share...... 514 773 (8.84)



At 30 At 31

September December
1999 1999 1998
(in millions)
uss? CHF CHF
U.S. GAAP balance sheet data

Assets:
Total 8SSELS......coov e, 639,670 960,785 1,019,519
Duefrombanks ........ccoooveeeeiiiieeie 35,794 53,763 103,158
Cash collatera on securities borrowed........ 59,020 88,648 91,695
Reverse repurchase agreements.................. 98,209 147,510 141,285
Trading portfolio assets............coceevveeenen. 99,454 149,380 161,440
Positive replacement values® .................... 81,405 122,270 169,753
Loans, net of alowances...........ccevvvveeennnn.. 162,875 244,638 254,750
Intangible assets and goodwill.................... 13,718 20,604 21,707
Other 8SSES......uvvvveiviiiiiiieieievereieiererereaeaen, 29,525 44,347 29,398
Liabilities:
DUEtO DANKS. ...covveeeeeeee e 63,398 95,975 114,903
Cash collateral on securities lent................. 8,674 13,029 19,127
Repurchase agreements..........ccccceeevneenee 96,637 145,149 136,824
Trading portfolio ligbilities.............c........ 28,631 43,004 51,600
Negative replacement values®................... 98,261 147,588 205,090
DUeto CUSIOMENS......coveeeeiiiiieeeeereeeeeerie, 185,875 279,185 282,543
Long termdebt.........coovveeiiiiiiiiiiiee, 35,768 53,723 50,445
Other [iabilitieS........vvvvvveieiiiiiiiiieiieiiaes 33,087 49,696 40,476
Shareholders’ equity........ccccceeeviiiereiiiinennn. 35,668 53,574 54,761

(1) CHF amounts have been trandated into U.S. dollars at the exchange rate of one US$ = CHF 1.502,
the noon buying rate in New Y ork City on 30 September 1999.
(2) Positive and negative replacement values represent the fair value of derivative contracts.



[tem9 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTSOF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated
financial statements and the related notes thereto included el sawhere in this registration statement. Our
consolidated financial statements have been prepared in accordance with 1AS, which differ in certain
significant respectsfromU.S GAAP. Werefer you to Note 41 of our consolidated financial statements
for a description of the significant differences between IASand U.S. GAAP and the reconciliation of
shareholders' equity and net profit (loss) to U.S. GAAP. Unless otherwise stated, all of our financial
information presented herein is presented on a consolidated basis under 1AS.

All references to September 1999 and September 1998 refer to our nine-month fiscal periods
ended 30 September 1999 and 1998, respectively, and all referencesto 1998 and 1997 refer to our fiscal
years ended 31 December 1998 and 1997, respectively. Except for the nine-month period ended 30
September 1998, the financial statements for each of these periods have been audited by ATAG Ernst &
Young, as described in the “ Report of Independent Auditors” on page F-1.

I ntroduction

We are aglobal, integrated investment services firm and operate through five operating divisions
and our Corporate Center. The five operating divisions consist of the following:

UBS Private Banking

UBS Warburg

UBS Private and Corporate Clients
UBS Asset Management

UBS Private Equity

The following table sets forth the contributions to operating profit before restructuring costs and
taxes from each of our five operating divisions and Corporate Center.

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998 1997
(CHF in millions)

UBS Private Banking............ccccc..... 2,023 3,857 4,336 3,165
UBSWarburg........cccoovveiiiieiiieee 2,077 (1,230) (1,021) 1,279
UBS Private and Corporate Clients.. 841 735 908 756
UBS Asset Management................. 236 295 448 403
UBS Private Equity...........ccccovveenns 138 405 428 381
Corporate Center ........ccccvveeeeennenn.. 1511 (597) (1,029 260
Total 6,826 3,465 4,070 6,244

-57-



The merger, which was completed on 29 June 1998, was accounted for under the
“pooling-of-interests” method of accounting. Under the pooling-of-interests method, a single uniform set
of accounting policies was adopted and applied retrospectively for the restatement of comparative
information. After the merger was effected, we began the process of integrating the operations of the two
banks. This process involved streamlining operations, eliminating duplicate information technology
infrastructure, consolidating banking premises and various other measures to bring the two banks
together. At the time of the merger, we established a restructuring provision of CHF 7 billion to cover
our expected restructuring costs associated with the merger. We have now largely completed the
integration and restructuring process and, at 30 September 1999, have used approximately CHF
5.4 billion of the restructuring provision.

During the last three years, a number of significant events occurred which had a significant effect
on our results of operations during these periods. These events included:

During 1999, we recognized pre-tax gains of CHF 1,490 million on the sale of our 25%
stake in Swiss Life/Rentenanstalt; CHF 110 million on Julius Baer registered shares;
CHF 200 million on the sale of our international Global Trade Finance business; and
CHF 26 million on Long Term Capital Management L.P.

During the first half of 1998, we divested Banca della Svizzera Italiana, or “BSI”, and
Adler & Co. Ltd., or “Adler”, to satisfy a condition of the Swiss Competition
Commission in connection with the merger. We recognized pre-tax gains of CHF 1,058
million on these sales

During 1998, due to extremely volatile market conditions, we incurred losses of CHF
1,160 million relating to the write-down of our trading and investment positionsin Long
Term Capital Management L.P. and CHF 762 million relating to our Global Equity
Derivatives portfolio

As of 30 September 1998, we established a provision of CHF 570 million in connection
with the claim relating to the role of Swiss banks during and after World War |1. As of 31
December 1998, this provision amounted to CHF 842 million.

Asaglobal financial services firm, our businesses are affected by the external environment in the
markets in which we operate. In particular, the results of our business in Switzerland, and notably the
results of our credit-related activities, would be adversely affected by any deterioration in the state of the
Swiss economy because of the impact this would have on our customers' creditworthiness. More
generaly, economic and political conditionsin different countries can also impact our results of
operations and financia position by affecting the demand for our products and services and the credit
quality of our borrowers and counterparties. Similarly, any prolonged weakness in international securities
markets would affect our business revenues through its effect on our clients’ investment decisions and the
value of portfolios under management, which would in turn reduce our revenues from our private banking
and asset management businesses.

Competitive forces — We face intense competition in all aspects of our business. We compete
with asset management entities, retail and commercial banks, investment banking firms, merchant banks,
broker-dedlers and other investment services firms. In addition, the trend toward consolidation in the
global financia services industry is enhancing the competitive position of some of our competitors by
broadening the range of their product and service offerings and increasing their access to capital. These
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competitive pressures could result in increased pricing pressure on a number of our products and services,
particularly as competitors seek to win market share.

Fluctuations in currency exchange rates and interest rates— Becalise we prepare our accountsin
Swiss francs, changes in currency exchange rates, particularly between the Swiss franc and the U.S. dollar
and the Swiss franc and the British pound, may have an effect on the earnings that we report. Our
approach to managing the risk is explained below under “— Asset and Liability Management —
Currency Management”. In addition, changes in exchange rates can affect our business earnings. For
example, the establishment of the Euro during 1999 has started to have an effect on the foreign exchange
markets in Europe by reducing the extent of foreign exchange dealings among member countries and
generating more harmonized financial products. Movements in interest rates can also affect our results.
As interest rates decline, our interest rate margins generally come under pressure and mortgage borrowers
may seek to repay their borrowings early, which can affect our net interest income. Interest rate
movements can a so affect our fixed income trading portfolio and the investment performance of our asset
management businesses.

Operational Risks— Our businesses are dependent on our ability to process alarge number of
complex transactions across numerous and diverse markets in different currencies and subject to many
different legal and regulatory regimes. Our systems and processes are designed to ensure that the risks
associated with our activities are appropriately controlled, but we recognize that any weaknesses in these
systems could have a negative impact on our results of operations during the affected period.

As areault of these and other factors beyond our control, our revenues and operating profit have
been and are likely to continue to be subject to a measure of variability from period to period. Therefore
our revenues and operating profit for any particular fiscal period may not be indicative of sustainable
results, may vary from year to year and may impact our ability to achieve our strategic objectives.
Nevertheless, our risk management and control procedures have been designed keep the risk of such
variability at an acceptably low level. For further discussion of our risk management and control see
“—Risk Management”.
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Consolidated Results of Operations

The following table sets forth our consolidated results of operations for the nine months ended 30
September 1999 and 1998 and for the years ended 31 December 1998 and 1997:

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998 1997

(CHF in millions)
Operating income:

INterest iNCOMEe......ccvvveee e 12,939 18,046 22,835 23,669
INtErest EXPENSE. ........cuveveeeeeereieeeeereeees 8,102 13,092 16,173 16,733
Net interest inCome...........occveeeene 4,837 4,954 6,662 6,936
Credit |0SS eXpense..........ccccovevveveevennnee. 910 464 951 1,278
Total oo, 3,927 4,490 5711 5,658
Net fee and commission income.............. 9,250 9,702 12,626 12,234
Net trading iNCOMe..........cccevviveeerieennnen. 6,013 598 1,750 5,491
Other income, including income from
disposal of associates and subsidiaries. 2,573 1,829 2,241 1,497
Operating income............cccveuvnnn... 21,763 16,619 22,328 24,880
Operating expenses:
PErsonNNEl.........ccovvveiiieecie e 9,923 7,205 9,816 11,559
Genera and administrative ...........ooceeeeee. 3,724 4,606 6,617 5,315
Depreciation and amortization................. 1,290 1,343 1,825 1,762
Operating eXpenses..........c.ccceveuveunnen. 14,937 13,154 18,258 18,636
Operating profit before
restructuring costs and tax......... 6,826 3,465 4,070 6,244
Restructuring COStS.......coovveevrieenrieeninen. -- -- - 7,000
Tax expense (DEnefit).........coovvrverrereenne. 1612 907 1,045 (105)
Group profit (10SS) .....cveveevivveeenns 5,214 2,558 3,025 (6512)
Minority iNterests.........ccovevevevveveeiverennan. 35 (42) ©) 16
Net profit (10S9).......coveeeereerrenn. 5179 2,600 3,030 (667)

Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Net interest income decreased dightly by CHF 117 million, or 2.4%, from CHF 4,954 million in
the nine months ended 30 September 1998 to CHF 4,837 miillion in the nine months ended 30 September
1999. Higher interest margins in the nine months ended 30 September 1999 from more consistent
implementation of our risk-adjusted pricing model in the domestic loan portfolio were more than offset by
the sale of business activities which had contributed to net interest income in the nine months ended
30 September 1998, as well as the impact of lower returns on invested equity and the reduction of the
international loan portfolio.

Credit loss expense increased CHF 446 million, or 96.1%, from CHF 464 million in the nine

months ended 30 September 1998 to CHF 910 million in the nine months ended 30 September 1999.
During 1999, we experienced genera improvements in the economy and in the credit performance of our
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loan portfolio and a reduction in impaired loans in the aggregate. Although impaired loans decreased,
additional provisions were required for certain impaired domestic loans remaining in the portfalio.

Net fee and commission income decreased CHF 452 million, or 4.7%, from CHF 9,702 million in
the nine months ended 30 September 1998 to CHF 9,250 million in the nine months ended 30 September
1999. Excluding the effect of divestments during the nine months ended 30 September 1998, the decrease
was roughly three percent.

A minor increase in investment fund fees was attributable, on the one hand, to positive
post-merger pricing adjustments from the integration of the two product platforms offset by poor
third-quarter investment fund assets under management performance. Strong increasesin custodian fees
reflected higher custodian assets and a new pricing model.

Brokerage fees were lower primarily due to lower client activity and the inclusion of
divestment-related income in the nine months ended 30 September 1998 which were not reflected in the
nine months ended 30 September 1999 results. Excluding disposal-related income, brokerage fees were
down one percent period-on-period.

Despite strong corporate finance fees, underwriting and other management and advisory fees
were down relative to exceptionally strong performance in the nine months ended 30 September 1998.

Credit-related fees and commissions decreased in line with reduced emerging market exposures
and the sale of our international Global Trade Finance operations.

Net trading income increased CHF 5,415 million from CHF 598 million in the nine months ended
30 September 1998 to CHF 6,013 million in the nine months ended 30 September 1999.

The following table sets forth our net trading income by major business areafor each of these
time periods:

Nine months Ended Nine months Ended
30 September 1999 30 September 1998
(CHF in millions)

Foreign exchange and bank notes.......... 673 1,425
Fixed incOMe.........cccovvvveeeee e, 1,378 (764)
EQUITIES.....ceeeeeeeeeiceeee e, 3,900 (121
Precious metals’commodities................ 62 _ 58

6,013 _598

Net trading income from foreign exchange and bank notes decreased CHF 752 million, or 52.8%,
from the nine months ended 30 September 1998 to the nine months ended 30 September 1999 mostly as a
result of hedging our income from foreign subsidiaries, as well as lower volumes in foreign exchange
markets due to higher volatility, introduction of the Euro and the Y ear 2000.

Net trading income from fixed income increased CHF 2,142 million from the nine months ended
30 September 1998 to the nine months ended 30 September 1999. During the nine months ended 30
September 1998, net trading income from fixed income was negatively impacted by the pre-tax CHF 790
million write-down of our trading position in Long Term Capita Management, L.P., or “LTCM”, and
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approximately CHF 690 million in losses in our emerging markets trading portfolios. Fixed income
trading revenues were strong across all major products, led by swaps and options and investment grade
debt during the nine months ended 30 September 1999.

Net trading income from equities increased CHF 4,021 million from the nine months ended 30
September 1998 to the nine months ended 30 September 1999. During the nine months ended 30
September 1998, net trading income was negatively impacted by pre-tax CHF 1,010 million in losses
from the Global Equities Derivatives positions. In the nine months ended 30 September 1999, net trading
income benefited from generally good equity market conditions, leading to increased secondary market
trading.

Other income, including income from disposal of associates and subsidiaries, increased CHF 744
million, or 40.7%, from CHF 1,829 million in the nine months ended 30 September 1998 to CHF 2,573
million in the nine months ended 30 September 1999. Tota disposal-related pre-tax gains were CHF
1,800 million in the nine months ended 30 September 1999 compared to disposalrelated pre-tax gains of
CHF 1,058 million partidly offset by the CHF 370 million portion of the LTCM write-down attributable
to other income in the nine months ended 30 September 1998.

Personnel expense increased CHF 2,718 million, or 37.7%, from CHF 7,205 million in the nine
months ended 30 September 1998 to CHF 9,923 million in the nine months ended 30 September 1999,
despite only a minor increase in headcount from 48,547 at 30 September 1998 to 48,623 at 30 September
1999. At the end of 1997, we foresaw the probability of a shortfall in profit in our investment banking
business as aresult of the merger. In order to protect our investment banking franchise, we realized we
would probably need to make payments to personnel in excess of amounts determined by normal
compensation methodologies. An amount of approximately CHF 1 billion was recorded as part of the
merger-related restructuring reserve for this purpose.

By the third quarter of 1998, this shortfall had materialized, and CHF 1,007 million of accrued
payments to personnel were charged against the restructuring reserve as planned. The shortfal in profits
noted above was aggravated by |osses associated with LTCM and the Global Equity Derivatives portfolio.
Adjusting the nine months ended 30 September 1998 for the CHF 1,007 million, personne expensesin
the nine months ended 30 September 1999 increased by 21%, which was directly attributable to higher
nine-month performance-related compensation based on the good investment banking result during the
period. Furthermore, the bonus for 1998 was accrued on alinear basis in the context of the merger,
whereasin 1999 UBS Warburg reverted to a results-based modd in line with industry practice.

Genera and administrative expense decreased CHF 882 miillion, or 19.1%, from CHF 4,606
million in the nine months ended 30 September 1998 to CHF 3,724 million in the nine months ended 30
September 1999. Excluding the impact of the CHF 570 million provision taken in the nine months ended
30 September 1998 for the settlement related to the role of Swiss banks during and after World War 11,
genera and administrative expenses decreased 7.7% reflecting stringent cost reduction programs.

Depreciation and amortization decreased CHF 53 million, or 3.9%, from CHF 1,343 million in
the nine months ended 30 September 1998 to CHF 1,290 million in the nine months ended 30 September
1999. A decrease in depreciation resulting from decreased property and equipment balances was partly
offset by higher amortization due to acquisitionrelated goodwill.
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Tax expense increased CHF 705 million, or 77.7%, from CHF 907 million in the nine months
ended 30 September 1998 to CHF 1,612 million in the nine months ended 30 September 1999, principally
due to increased operating profit.

Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Net interest income decreased CHF 274 million, or 4.0%, from CHF 6,936 million in 1997 to
CHF 6,662 million in 1998. The decrease primarily resulted from lower mortgage volumes and the
elimination of operationsin 1998 that generated interest income during 1997. Lower variable rate
mortgage volumes during 1998 more than offset an increase in fixed-rate mortgages. In addition,
athough lower savings and deposit accounts reduced interest expense in 1998, it also resulted in lower
interest income from deposits during the year.

Our credit loss expense decreased CHF 327 million, or 25.6%, from CHF 1,278 million in 1997
to CHF 951 million in 1998. Credit loss expense improved because of positive developmentsin the
overal Swiss economy. Thiswas offset in part by the rapid deterioration of emerging market economies,
most notably in Latin America and Southeast Asia. This caused an approximately CHF 275 million net
increase in country provisions from 1997 to 1998 and other increases in individual counterparty
dlowances. The largest provisionsin the emerging market economies were as follows:

(CHF millions) 12.31.98 12.31.97
Brazil 276 55
Indonesia 168 29
South Korea 186 19

Net fee and commission income increased CHF 392 million, or 3.2%, from CHF 12,234 million
in 1997 to CHF 12,626 million in 1998. Increases in underwriting and corporate finance fees, custodian
fees, portfolio and other management and advisory fees, and fees from investment funds resulting from
strong markets, growth in assets under management and the acquisition of Dillon Read & Co., Inc. in late
1997 all contributed to this net increase. These increases were partially offset by adecreasein
credit-related fees and commissions and brokerage fees.

Net trading income decreased CHF 3,741 million, or 68.1%, from CHF 5,491 million in 1997 to
CHF 1,750 million in 1998. The decrease primarily resulted from the CHF 790 million write-down of our
trading position in LTCM, the CHF 762 million loss on our Global Equities Derivatives portfolio and
approximately CHF 810 million of losses on our emerging markets trading portfolios. Net trading
income from foreign exchange and bank notes decreased by CHF 541 million primarily reflecting losses
in foreign exchange trading which were partialy offset by unusually strong results in our cash and
collateral trading business. In addition, net trading income from precious metals and commodities
decreased by CHF 216 million, or 89%, from CHF 244 million in 1997 to CHF 28 million in 1998 due
primarily to the wind-down of certain businesses and difficult trading conditions.

Other income, including income from disposal of associates and subsidiaries, increased CHF 744
million, or 49.7%, from CHF 1,497 million in 1997 to CHF 2,241 million in 1998. The increase
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primarily reflected CHF 1,058 million gains on the sales of BSI and Adler and gainsin our real estate and
private equity activities, partially offset by the CHF 370 million write-down of our investment in LTCM
attributable to other income.

Personnel expense decreased CHF 1,743 million, or 15.1%, from CHF 11,559 million in 1997 to
CHF 9,816 million in 1998, reflecting reduced headcount of 13.0% from 55,176 people as of 31
December 1997 to 48,011 people as of 31 December 1998. The headcount reduction primarily resulted
from efficiencies gained from the merger and divestments of specific businesses. As discussed above,
CHF 1,007 million of accrued payments to personnel were charged against the restructuring reserve in
1998. Adjusting 1998 for this amount, personnel expenses decreased 6.4% in 1998 compared to 1997.

Genera and adminigtrative expense increased CHF 1,302 million, or 24.5%, from CHF 5,315
million in 1997 to CHF 6,617 million in 1998. Thisincrease primarily resulted from a CHF 842 million
charge taken in 1998 for the settlement of the claim relating to the role of Swiss banks during and after
World War 1 and approximately CHF 397 million in expenses recorded in 1998 associated with
preparing for implementation of the Euro and for Y ear 2000 readiness.

Depreciation and amortization increased CHF 63 million, or 3.6%, from CHF 1,762 million in
1997 to CHF 1,825 million in 1998. Increased amortization of goodwill and other intangible assets
primarily resulting from additional goodwill recorded in 1998 on Brinson Partners, the acquisition of
Dillon, Read & Co., Inc. in September 1997 and the accelerated amortization of goodwill on Russian and
Brazilian subsidiaries due to the worsening markets in these countries in 1998 were the primary reasons
for the increase from 1997 to 1998. These increases were offset by a decrease in depreciation from the
disposed of property and equipment.

Tax expense increased CHF 1,150 million, from atax benefit in 1997 of CHF 105 million to a tax
expensein 1998 of CHF 1,045 million. In 1997, UBS recognized atota current and deferred tax benefit
of approximately CHF 1,600 million related to the CHF 7,000 million restructuring provision. Excluding
the restructuring reserve, operating profit before tax would have been CHF 6,244 million in 1997 and we
would have accrued tax expenses of CHF 1,395 million.

Operational Reserves

We maintain operational reserves to provide for losses associated with existing transaction errors
in processing and other operational losses. The reserves cover probable losses that exist in the portfolio
as of the balance sheet date. We have experienced an overal increase in the level of these reserves during
1999, primarily related to our continuing program of integrating the two predecessor banks domestic
operations. As planned, this integration is taking longer than the integration of operations outside
Switzerland. These reserves are subject to senior management review and approval within the specific
business unit, functional operations and financial control management and at the Group Executive Board.

Restructuring Provision

At the announcement of the merger in 1997, UBS estimated the costs it believed would result
from integrating and restructuring the operations of the two pre-existing banks and recorded a charge of
CHF 7 billion. The charge included estimates for personnel-related costs, costs for the eimination of
duplicate infrastructures and the merging of bank premises, and other merger related restructuring costs.



During 1998, CHF 4,027 million of the restructuring provision was utilized including CHF 2
billion for personnetrelated expenses; CHF 797 million for information technology integration projects
and write-offs of equipment which management had committed to dispose of; CHF 267 million for
merging premises; and CHF 939 million for costs associated with the exit of specific businesses, as well
as merger administration costs. Included in the CHF 2 billion of personnetrelated expenses are severance
payments and payments required to maintain stability in the workforce during the merger integration
period, as well as some performance-related compensation as discussed above.

During the nine months ended 30 September 1999, CHF 1,403 million of the restructuring
provision was utilized bringing the total utilization to CHF 5,430 million at 30 September 1999. The
transition to one common technology platform and parallel operation of the systems in UBS Private and
Corporate Clients and the merger of bank premises, including related moving, outfitting and vacancy
costs, recognized in Corporate Center, were the primary uses of the provision during the nine months
ended 30 September 1999. The following table analyzes the usage of the restructuring provision.

- Nine Months
Usagein Nine Months Ended 30 September 1999 Ended Year Ended
30 September 31 December
Per sonnel IT Premises Other 1999 1998
(CHF in millions)
UBS Private and Corporate
ClientS...coveererrereeereeereeene 85 417 114 A 650 717
UBSWarburg ......ccccceeeeeneeneneenenae 181 75 0 54 310 2,382
UBS Private Banking................. 23 68 5 6 102 147
UBS Asset Management............ 7 0 0 0 7 18
UBS Private Equity ......cccccvueeeeee 2 0 0 0 2 2
Corporate Center.........cooevererenene 17 1 296 18 332 761
Group Total......cccceuverrerrneeens 315 561 415 112 1,403 4,027
TOUBl USBJE ....veeeereeiriet ettt e bbb bbb 5,430
QLI 1= I o) {01V 1 o o OO P T PTPTRT 7,000
FULUIE UL ZAETON...c. ettt sttt 1,570

The substantial majority of the remaining restructuring reserve balance is attributed to employees
and real estate located in Switzerland. We estimate that CHF 440 million of the reserve will be used in
the fourth quarter of 1999, CHF 610 million in 2000 and CHF 520 million in 2001.

By the end of 1999, we expect sustainable merger-related cost savings of CHF 2 billion per year.
Since 1997, headcount reductions will have resulted in total savings of CHF 1.6 billion per year. We dso
estimate savings for other costs to be around CHF 0.4 billion per year, including approximately CHF 75
million in eiminated depreciation expenses and other costs related to rea estate.

Since the merger announcement, UBS Warburg has essentially completed its integration
including the reduction of personnd and the integration of information technology platforms. Aswe
expected, most of the cost savings over the past two years have been attributable to UBS Warburg.



UBS Private and Corporate Clients has been rapidly integrating its business in line with a detailed
timetable and project schedule. For example, the branch network has been reduced by 31%, or over 170
branches, to 385 branches. Furthermore, in 1998 and the first half of 1999, UBS Private and Corporate
Clients completed the integration of its pre-merger information technology platforms. As planned, UBS
Private and Corporate Clients still has additional milestones to reach. For example, now that the
integration of the technology platforms has been completed and in line with employee association
agreements made in 1998, redundancy plans will gain momentum during 2000 and 2001. Furthermore,
athough the technology platform integration was completed in mid-1999, one platform still remainsto be
decommissioned in 2000.

UBS Private Banking, UBS Asset Management and UBS Private Equity have essentially
completed their integrations, while in the Corporate Center we expect the write-off or sale of the
remaining redundant real estate to proceed in 2000 and 2001.

Aswe move further away from the merger announcement date, cost savings attributable directly
to the merger are becoming increasingly difficult to track. Across all divisions, normal organic business
growth, new investments and initiatives, and at |least three acquisitions and six divestments cloud
underlying devel opments since the time of the merger.

For example, UBS Private Banking has invested heavily over the past two yearsin building up its
domestic private banking business outside Switzerland. Additionally, in 1999, UBS formed the e-services
business area which will experience further significant investment. More information on various
divisional initiatives can be found in the respective business descriptions.

We are also implementing general cost contral initiatives across al divisions, which extend well-
beyond merger-related savings. These initiatives are aready well structured at UBS Warburg and UBS
Private and Corporate Clients. UBS Warburg is continuing to focus on cost management with particular
downward pressure on non-personnel costs, and a dedicated cost reduction team is focused on identifying
and implementing policies and programs to further reduce spending during 2000 and to control future cost
growth.

In addition, the UBS Warburg investment committee has carried out a rigorous review process to
ensure that investments in the UBS Warburg infrastructure are fully aligned with the strategy of the
business.

Within the UBS Private and Corporate Clients division, the Strategic Initiatives Portfolio is
expected to enhance revenues and reduce costs, including the ongoing realization of the remaining
merger-related cost savings. This portfolio iswell on track and is expected to yield a significant
improvement in net profit by 2002. We will continue to track and communicate the progress of this
portfolio.

Reconciliation of |ASto U.S. GAAP

Our consolidated results of operations are prepared in accordance with IAS, which differsin
certain respects from U.S. GAAP. A reconciliation of the effects on shareholders’ equity and net
profit/(loss) to U.S. GAAP for the nine months ended 30 September 1999 and the year ended 31
December 1998 isincluded in Note 41 of our consolidated financial statements. A reconciliation of the
effects on shareholders’ equity and net profit to U.S. GAAP (unaudited) for the nine months ended 30
September 1998 isincluded in Note 7 of the interim consolidated financia statements.
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Results of Operations by Division

Our management reporting system and policies were used to determine the revenues and
expenses directly attributable to each division. Interna charges and transfer pricing adjustments have
been reflected in the performance of each divison. The basis of the reporting reflects our management
structure.

Inter-divisional revenues and expenses include transfers between business divisions and between
geographical locations. Inter-divisional expense charges are recorded as a reduction to expensesin the
division providing the service. Corporate Center expenses are alocated to the five operating business
divisions, to the extent possible, whereby the division controlling the process which is driving the expense
bears the expense.

The credit loss expense included in the divisiona results is a statistically derived adjusted annual
expected loan loss that reflects the inherent counterparty and country risks in the respective portfolios.
The expected loss is based on assumptions about developments covering a full economic cycle and on
cumulative loss probabilities over the entire life of the loan portfolio. In determining the inherent
counterparty and country risk in the portfolio, we take into consideration the statistical probability of
default by the customer and the severity of loss.

Aseach division is ultimately responsible for its credit decisions, the difference between actual
credit losses and annual expected loan loss will eventually be charged or credited back to the divisonin
order to ensure that the risks and rewards of credit decisions are fully reflected initsresults. The
difference between the annud loan loss charge and the financial accounting net credit loss is included in
Corporate Center results.

The following table shows the net credit loss calculated in accordance with IAS broken down by
divison.

Nine M onths Ended Year Ended
30 September 1999 31 December 1998
(CHF in millions)

UBS Private Banking.............. 13 48
UBSWarburg @..........c........ (15) 506
UBS Private and Corporate
Clients......ooevvciieeeeiiiieeeens 913 397
Corporate Center™® ................. ) 0
Total.....ccovvvvvvriinininnns 910 951
@ For the nine months ended 30 September 1999, these credits reflected recoveriesin

excess of provisions.
UBS Private Banking

UBS Private Banking derives its operating income from:

fees for financia planning and wealth management services
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fees for discretionary services, including its investment funds
transaction-related fees

UBS Private Banking's fees are based on the market value of assets under management and the
level of transaction-related activity. As aresult, UBS Private Banking's operating income is affected by
such factors as fluctuations in assets in management, changes in market conditions, investment
performance and inflows and outflows of client funds.

In March 1999, we acquired Bank of America s internationa private banking activities in Europe
and Asia thereby increasing the assets under management in UBS Private Banking by approximately CHF
3.7 hillion as of 30 September 1999. On 14 September 1999, we announced the proposed acquisition of
Glaobal Asset Management. Global Asset Management had CHF 21 billion in assets under management
as of 30 June 1999, comprised primarily of private clients portfolios and investment funds as well as
ingtitutional mandates. The agreed purchase price will be in the range of US$ 575-675 million, depending
upon the level of assets under management at closing, and will be paid in cash and UBS stock. We
completed the acquisition of Global Asset Management in late 1999. Therefore, the acquisition of Global

Asset Management had no impact on results or assets under management for the nine months ended 30

September 1999.

The following table sets forth the results of UBS Private Banking for the nine months ended 30

September 1999 and 1998 and for the years ended 31 December 1998 and 1997.

Nine M onths Ended Year Ended 31
30 September December
1999 1998 1998 1997

Operating income:

(CHF in millions)

Operating income before credit loss expense.... 4,425 6,211 7,223 6,215
Credit 0SS EXPENSE......ocovveeeciecieecece e 12 20 26 59
Operating iNCOME..........c.veeeeeereereesereeeene 4413 6,191 7,197 6,156
Operating expenses.
Personnel, general and administrative
EXPENSE. ... 2,271 2,241 2,735 2,869
Depreciation and amortization......................... 119 93 126 122
Operating EXPENSES...........ceeveveereevennann. 2,390 2,334 2,861 2,991
Operating profit before restructuring
COSES AN t8X ... 2,023 3,857 4,336 3,165
Assets under Management (at period end):
AQVISONY.....oviiiiiee e 490,000 440,000 458,000 470,000
DISCretioNary ........cccuveeeeeieeeeeeciiee e 152,000 147,000 149,000 140,000
TOtELoecveceeeeeeee e, 642,000 587,000 607,000 610,000




Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income from UBS Private Banking decreased CHF 1,778 million, or 28.7%, from CHF
6,191 million in the nine months ended 30 September 1998 to CHF 4,413 million in the nine months
ended 30 September 1999. This significant decrease principally reflected lower transaction-based
revenues as market-related uncertainties negatively affected client activity, as well as the inclusion of
CHF 1,058 million gains from the divestments of BSl and Adler in operating income for the nine months
ended 30 September 1998. Operating income for the nine months ended 30 September 1998 also
included CHF 268 million operating income relating to BSI’ s operations which did not recur in the nine
months ended 30 September 1999.

Notwithstanding the decrease in operating income, assets under management increased in the
nine months ended 30 September 1999 by CHF 35 hillion, or 5.8%, from CHF 607 billion at 31
December 1998. Thisincrease was primarily areflection of investment performance during the first two
quarters. Thisincrease was partially offset, however, by weaker investment performance and decreased
volumes from existing clients during the third quarter of 1999.

Personnel, general and administrative expense in UBS Private Banking increased CHF 30
million, or 1.3%, from CHF 2,241 million in the nine months ended 30 September 1998 to CHF 2,271
million in the nine months ended 30 September 1999. This increase primarily reflected our continued
investment in our domestic private banking business outside of Switzerland. Headcount increased by
1,202 from 7,571 at 30 September 1998 to 8,773 at 30 September 1999 as a result of these efforts.
Operating expenses for the nine months ended 30 September 1998 also included CHF 125 miillion relating
to BSl which did not recur in the nine months ended 30 September 1999.

Depreciation and amortization in UBS Private Banking increased CHF 26 million, or 28.0%,
from CHF 93 million in the nine months ended 30 September 1998 to CHF 119 million in the nine
months ended 30 September 1999. This increase reflects an increase in goodwill amortization due
primarily to the acquisition of Bank of America’ s internationa private banking operations in Europe and
Asiaand an increase in depreciation due to additional fixed assets purchased. We expect that UBS
Private Banking' s amortization expense will further increase in subsequent years as a result of the
goadwill from the Globa Asset Management acquisition.

Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Operating income in UBS Private Banking increased CHF 1,041 million, or 16.9%, from CHF
6,156 million in 1997 to CHF 7,197 million in 1998. This increase primarily reflected non-recurring
gains of CHF 1,058 million realized on the sdles of BSI and Adler. Excluding these gains from 1998
operating income, operating income decreased marginally from 1997 to 1998. The decrease primarily
reflected adverse market conditionsin the second half of 1998. Despite this difficult environment and the
occurrence of the merger on 29 June 1998, UBS Private Banking was able to maintain relatively stable
performance, with assets under management decreasing only dightly from CHF 610 billion at 31
December 1997 to CHF 607 billion at 31 December 1998.

Personnel, genera and administrative expense in UBS Private Banking decreased CHF
134 million, or 4.7%, from CHF 2,869 million in 1997 to CHF 2,735 million in 1998. Headcount
decreased 2.9% from 7,862 at 31 December 1997 to 7,634 at 31 December 1998. Headcount in
Switzerland, along with related personnel costs, decreased primarily from the sales of BS| and Adler.
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This decrease was partidly offset by an increase in headcount outside of Switzerland due to the
development of our private banking business outside of Switzerland.

Depreciation and amortization in UBS Private Banking increased dightly, from CHF 122 million
in 1997 to CHF 126 million in 1998.

UBS Warburg

UBS Warburg generates operating income from:
commissions on agency transactions and spreads or markups on principa transactions

fees from debt and equity capital markets transactions, leverage finance and structuring
derivatives and complex transactions

mergers and acquisitions advisory fees
interest income on principal transactions and from the loan portfolio
gains and losses on market making, proprietary and arbitrage positions

Asaresult, UBS Warburg's operating income is affected by movements in market conditions,
interest rate swings, the leve of trading activity in primary and secondary markets and the extent of
merger and acquisition activity. These and other factors outside the control of UBS Warburg have had
and may in the future have a significant impact on its results of operations from year to year.

It should be noted that our Corporate Finance business area provides both advisory services and
financing services. The financing services include both equity and fixed-income offerings undertaken in
cooperation with the Equity Capital Markets, Debt Capital Markets and L everaged Finance groups.
Accordingly, a portion of operating income associated with these equity and fixed-income financing
servicesis alocated to Corporate Finance and the remaining operating income is allocated to the Equities
business area or Fixed Income business area as appropriate.

In October and November 1998, the Board of Directors mandated and undertook a review of our
risk profile and risk management as well as our control processes and procedures. The review placed
particular emphasis on the Fixed Income business area, which had experienced losses on credit exposures
in certain emerging market assets. Each of the business areas selected for review was assessed as to
whether it supported the UBS and UBS Warburg franchise and, if so, whether the expected return as
compared to the estimated risk justified a continuation of the business. UBS Warburg used the review to
define its core and non-core business areas, and decided to wind down over time the identified non-core
businesses.

The businesses identified as non-core in late 1998 are:

Lease Finance

Commodities Trading (energy, base metals, electricity)
Non-structured Asset-backed Finance

Distressed Debt Trading
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Glaobal Trade Finance, with the exception of the Swiss corporate business
Conduit Finance

Non-core loans — loans and commitments which are not part of our tradeable asset portfolio,
not issued in conjunction with our Leveraged Finance business or credit exposures we wish to
reduce

Project Finance

The identified non-core businesses are being wound down over time and will be disposed of as
appropriate. While we consider al of our non-core businesses to be held for sale (including those listed
above), none of these businesses constitutes a single separate major line of business or class of customer
or a segment to be treated as a discontinued operation, as defined by U.S. GAAP. Businesses designated
as non-core businesses remain consolidated for purpose of both IAS and U.S. GAAP unless and until
such businesses are actually sold or we otherwise dispose of such abusiness. Most of our international
Global Trade Finance business was sold during the first quarter of 1999 and our Conduit Finance business
was sold during the third quarter of 1999. Our non-core loan portfolio decreased approximately CHF 46
billion, or 54.1%, from approximately CHF 85 billion as of 31 December 1998 to CHF 39 hillion as of 31
December 1999.

Negotiations for the sale of the Project Finance portfolio and residual Globa Trade Finance
positions were completed in December 1999 for proceeds approximating their carrying values. Asa
result, no material losses were realized. Certain aspects of our Global Equities Derivatives portfolio
previoudly identified at the merger date as inconsistent with our risk profile were also designated as a
non-core business during late 1998 in order to segregate this activity from the rest of our Equities
business. We accrued CHF 154 million as a restructuring reserve for this portion of the portfolio.

For the nine months ended 30 September 1999, UBS Warburg's operating income before credit
loss expense from core businesses amounted to CHF 9,437 million while its operating income before
credit loss expense from non-core businesses was CHF 644 million.

The following table sets forth the results of UBS Warburg for the nine months ended 30
September 1999 and 1998 and for the years ended 31 December 1998 and 1997:

Nine Months Ended
30 September Year Ended 31 December

1999% 1998 1998 1997@

(CHF in millions)
Operating income:

EQUITIES....ccvieiiecie e 4,980 1,371 2,572
Fixed INCOME ......ccvveevreirceeceeee e 2,408 191 399
Corporate FINance..........cccceeeeevveeeeennnen. 1,324 1,317 1,665
Treasury Products............ccccveveeevenenne. 1,369 1,687 2,351
Total operating income before
credit loss expense..........ccccvvveeee.. 10,081 4,566 6,987 10,888
Credit |0SS eXpense...........cccoveveevenane. 238 294 500 300
Operating iNCOME ........c.cvveveueeeennn. 9,843 4,272 6,487 10,588
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Nine Months Ended
30 September Year Ended 31 December

1999% 1998 1998 1997@

(CHF in millions)
Oper ating expenses:
Personnel, generd and

AdMINISITAiVE. ..o, 7,182 4,993 6,816 8,641
Depreciation and amortization.............. S84 509 692 668
Operating eXPENSES.........ccoveveeveeean. 7,766 5,502 7,508 9,309
Operating profit (loss) before
restructuring costs and tax.......... 2,077 (1,230) (1,021) 1,279

(1) Operating income before credit loss expense broken down by business area includes operating
income from non-core businesses.

(2) Prior to the merger, the businesses were reported under different management reporting structures.
A breskdown of 1997 operating income in accordance with our current management reporting
structure is, therefore, not possible.

Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income from Equities increased CHF 3,609 million, from CHF 1,371 million in the
nine months ended 30 September 1998 to CHF 4,980 million in the nine months ended 30 September
1999. Thisincrease was primarily due to continued strong performance in the nine months ended 30
September 1999 compared to weaker results and losses in the nine months ended 30 September 1998 that
did not recur. Equities performed well during the six months ended 30 June 1998, but experienced a more
difficult trading environment in the third quarter of 1998 as a result of higher volatility levelsin equity
markets. In addition, during the nine months ended 30 September 1998, Equities recognized |osses of
CHF 1,010 million from the Global Equity Derivatives portfolio. In the nine months ended 30 September
1999, however, Equities performed strongly in all major markets. Continuing strong secondary cash and
derivatives business with institutional clients contributed significantly to the positive results. Fee income
from equity underwriting, although down from exceptional levels in the nine months ended 30 September
1998, remained strong. This was due to the completion of several large offerings in the nine months
ended 30 September 1999.

Operating income from Fixed Income increased CHF 2,217 million from CHF 191 million in the
nine months ended 30 September 1998 to CHF 2,408 million in the nine months ended 30 September
1999. The improvement in Fixed Income largely reflected particularly strong performance in swaps and
options and investment grade corporate debt products during the nine months ended 30 September 1999.
Weaker than expected results in Fixed Income in the nine months ended 30 September 1998 were due
primarily to significant losses in the Group’ s emerging market portfolio, which were largely attributable
to UBS Warburg, and awrite-down of CHF 790 million in the divison's LTCM trading position.

Operating income from Corporate Finance remained fairly stable in the nine months ended 30
September 1998 compared to the nine months ended 30 September 1999. Operating income relating to
our Equity Capita Markets Group decreased somewhat, but this was primarily a reflection of unusually
strong performance in equity and equity-linked business during the nine months ended 30 September
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1998. This decrease was partialy offset by dight increases in the Debt Capital Markets Group' s business
and higher advisory fees due to an increase in merger and acquisition activity.

Operating income from Treasury Products decreased CHF 318 million, or 18.8%, from CHF
1,687 million in the nine months ended 30 September 1998 to CHF 1,369 million in the nine months
ended 30 September 1999. Foreign exchange trading was adversely affected by diminished volumesin
key markets during the nine months ended 30 September 1999. Diminished volumes resulted from
decreased execution with hedge funds, the consolidation of market providers, certain liquidity providers
pulling out of the direct market and others dropping individual currencies. Volumes also decreased
generaly across the market, due to high voldtilities, the introduction of the Euro and the Y ear 2000.

Credit loss expense in UBS Warburg decreased CHF 56 million, or 19.0%, from CHF 294
million in the nine months ended 30 September 1998 to CHF 238 million in the nine months ended
30 September 1999. This reflected a decrease in expected credit losses due primarily to the continued
wind-down of the non-core loan portfolio and the sale of the international Global Trade Finance business
inmid-1999. See“—UBS Private and Corporate Clients’ for a discussion of the impact of the transfer of
our Swiss Global Trade Finance business to UBS Private and Corporate Clients. The none-core loan
portfolio will continue to be wound-down.

Personnel, general and administrative expense in UBS Warburg increased CHF 2,189 million, or
43.8%, from CHF 4,993 million in the nine months ended 30 September 1998 to CHF 7,182 million in
the nine months ended 30 September 1999, despite a reduction in headcount of 940 from 13,794 at 31
December 1998 to 12,854 at 30 September 1999. At the end of 1997, UBS foresaw the probability of a
shortfall in profit in its investment banking business as a result of the merger. In order to protect its
investment banking franchise, UBS redlized it would probably need to make payments to personnel in
excess of amounts determined by normal compensation methodologies. An amount of approximately
CHF 1 billion was recorded as part of the merger-related restructuring reserve for this purpose. By the
third quarter of 1998, this shortfall had materialized, and CHF 1,007 million of accrued payments to
personnel were charged against the restructuring reserve as planned. The shortfall in profits noted above
was aggravated by losses associated with LTCM and the Global Equity Derivatives portfolio. After
adjusting the nine months ended 30 September 1998 for the amount charged to the restructuring reserve,
personnel expenses in the nine months ended 30 September 1999 increased 33% againgt the comparative
prior period. Performance-related compensation increased over the previous period primarily due to the
associated improvement in revenues, which was partialy offset by a 14% decrease in salaries.

Genera and administrative expenses fell 15% in the nine months ended 30 September 1999
compared to the nine months ended 30 September 1998, reflecting post-merger synergies and the ongoing
focus on cost efficiency delivering significant reductions in many cost categories.

Depreciation and amortization in UBS Warburg increased CHF 75 million, or 14.7%, from CHF
509 million in the nine months ended 30 September 1998 to CHF 584 miillion in the nine months ended
30 September 1999, primarily reflecting accel erated amortization of the goodwill on aLatin American
subsidiary.

Year Ended 31 December 1998 Compared to Year Ended 31 December 1997
Total operating income before credit loss expense in UBS Warburg decreased CHF 3,901 million

or 35.8%, from CHF 10,888 million in 1997 to CHF 6,987 million in 1998, with decreases recognized
across all business areas. Equities experienced a difficult trading environment in the second half of 1998
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in addition to recognizing net losses on the Globa Equity Derivatives portfolio of CHF 762 million,
although this was offset somewhat by high commissions levels and income from new issues. Fixed
Income' s operating income decreased from 1997 to 1998 due to the write-down in 1998 of our holdings
in LTCM by CHF 790 million and CHF 725 million in emerging markets. This emerging markets loss
consisted of CHF 455 million in losses in Russia, CHF 215 million in Latin America and CHF 55 million
in Asiaand other Eastern European countries. These losses were somewhat offset by strong primary and
secondary bond activity.

Corporate Finance exceeded expectations in 1998 resulting from strong mergers and acquisitions
activity and improved results from equity and equity-linked issues. In 1997 and 1998, Treasury Products
performed well in cash and collatera trading, as well as in foreign exchange.

Credit loss expense in UBS Warburg increased CHF 200 million, or 66.7%, from CHF 300
million in 1997 to CHF 500 million in 1998. This increase resulted from increased exposures from the
start-up of the leveraged finance business in early 1998 and an increase in over-the-counter derivatives
exposures due primarily to counterparty and country rating downgrades resulting from the Asian and
Russian crises.

Personnel, genera and administrative expense in UBS Warburg decreased CHF 1,825 million, or
21.1%, from CHF 8,641 million in 1997 to CHF 6,816 million in 1998. This primarily reflected a
reduction in personnd related costs resulting from a reduction in headcount by 25.9% from 18,620 at
31 December 1997 to 13,794 at 31 December 1998 as a result of the merger. Merger integration for UBS
Warburg was substantially completed during 1998. As discussed above, CHF 1,007 million of accrued
payments to personnel were charged against the restructuring reserve in 1998. Adjusting 1998 for this
amount, personnel expenses decreased from 1997 by 6.4%.

Depreciation and amortization in UBS Warburg increased CHF 24 million, or 3.6%, from CHF
668 million in 1997 to CHF 692 million in 1998. This reflected increased goodwill amortization in 1998
due to the acquisition of Dillon Read & Co., Inc. in September 1997 and the accelerated amortization of
goodwill on Russian and Brazilian subsidiaries of CHF 35 million due to weak market conditions in these
countriesin 1998.
UBSPrivateand Corporate Clients
UBS Private and Corporate Clients derives its operating income principally from:
interest income on its loan portfolio
fees for investment and asset management services
transaction fees

investment income from deposits

As aresault, UBS Private and Corporate Clients operating income is affected by movementsin
interest rates, fluctuations in assets under management, client activity, investment performance and
changes in market conditions.
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The following table sets forth the results of UBS Private and Corporate Clients for the nine
months ended 30 September 1999 and 1998 and for the years ended 31 December 1998 and 1997.

Nine Months Ended Year Ended
30 September 31 December
1999 1998 1998 1997

(CHF in millions)
Operating income:
Operating income before

credit [0SS exXpense.........cccvveeeeecveeeeeeenee 5,447 5,141 7,025 7,005
Credit 0SS exXpense......ccccccveeeevivieeeeccivenn. 836 780 1,170 1,002
Operating iNCoOME..........ocveeveeeereereeeeeene. 4,611 4,361 5,855 5913

Operating Expenses:
Personnel, general and administrative

EXPENSE....oeeeerieree ettt 3,364 3,123 4,263 4,497

Depreciation and amortization..................... 406 503 684 660

Operating eXPeNSES......cocveeeiveeereee e 3,770 3,626 4,947 5,157
Operating profit before

restructuring costs and taxes.......... 841 735 908 756

Assets under management (at period end)..... 427,000 416,000 434,000 398,000

Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income before credit loss expense in UBS Private and Corporate Clients increased
CHF 306 million, or 6%, from CHF 5,141 million in the nine months ended 30 September 1998 to CHF
5,447 million in the nine months ended 30 September 1999. Lower client activity associated with weak
performance of the Swiss stock market in the nine months ended 30 September 1999 accompanied by
reduced exchange volumes negatively impacted transaction-related income. Therefore, the increase from
the nine months ended 30 September 1998 to the nine months ended 30 September 1999 primarily
reflected positive interest margin devel opments, progress in implementing our new risk-adjusted pricing
models and the development of the affluent client business.

Our credit loss expense in UBS Private and Corporate Clients increased CHF 56 million, or 7.2%,
from CHF 780 million in the nine months ended 30 September 1998 to CHF 836 million in the nine
months ended 30 September 1999, reflecting increased loss expectations primarily resulting from the
transfer of the remainder of the Globa Trade Finance business from UBS Warburg during the nine
months ended 30 September 1999.

Personnel, general and administrative expense in UBS Private and Corporate Clients increased
CHF 241 million, or 7.7%, from CHF 3,123 million in the nine months ended 30 September 1998 to CHF
3,364 million in the nine months ended 30 September 1999. This increase was due primarily to changes
in methodology which resulted in additional costs or cost alocations being attributed to this division in
the nine months ended 30 September 1999. A portion of corporate real estate costs which were
previoudly borne by our Corporate Center were alocated to the UBS Private and Corporate Clients
division during the nine months ended 30 September 1999. In addition, these expenses increased with the
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transfer into the division of our Swiss Globa Trade Finance business. This business, with approximately
400 professionas, was transferred from UBS Warburg in early 1999. These increases were partialy
offset by cost savings resulting from the closure of redundant branches.

Depreciation and amortization expense in UBS Private and Corporate Clients decreased CHF 97
million, or 19.3%, from CHF 503 million in the nine months ended 30 September 1998 to CHF 406
million in the nine months ended 30 September 1999, primarily due to reduced assets employed
subsequent to the merger.

Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Total operating income before credit loss expense in UBS Private and Corporate Clients
increased dightly from CHF 7,005 million in 1997 to CHF 7,025 million in 1998. Included in operating
income in 1997 was a CHF 97 million pre-tax gain on the sale of Bank Aufina AG. Included in operating
income in 1998 were tota gains from the sales of Boss Lab SA, atechnology company, and Bank
Prokredit AG, aleasing and consumer credit company, of CHF 50 million. The small increasein
operating income before credit loss expense from 1997 to 1998 excluding the gains from the divestitures
was primarily attributable to improved margins resulting from risk-adjusted pricing.

Our credit loss expense in UBS Private and Corporate Clients increased CHF 78 million, or 7.1%,
from CHF 1,092 million in 1997 to CHF 1,170 million in 1998, reflecting increased |oss expectations.

Personnel, genera and administrative expense in UBS Private and Corporate Clients decreased
CHF 234 million, or 5.2%, from CHF 4,497 million in 1997 to CHF 4,263 million in 1998. This decrease
primarily reflected reduced costs due to areduction in headcount from 25,641 in 1997 to 24,043 in 1998
resulting from the sales of Boss Lab SA and Bank Prokredit AG and additional reductions from the
closing of redundant branches.

UBS Asset M anagement

UBS Asset Management generates most of its revenue from the asset management services it
providesto institutional clients. In addition, UBS Asset Management manages UBS Private Banking's
and UBS Private And Corporate Clients' investment funds for which a management fee is charged. Fees
charged to UBS Private Banking and other clients are based on the market value of assets under
management. Asaresult, UBS Asset Management’ s revenues are affected by changes in market
conditions as well as new and lost business.

Within the UBS Brinson business area, long-run (three-year) investment performance remained
mostly solid for fixed income and private equity mandates. However, mgor U.S. equity Strategies have
under-performed relevant benchmarks on a short-term basis, and as aresult long-term performance has
been near the median. This has also impacted certain globa equity and balanced portfolios. While
markets have recently not been favorable for active, value managers, we continue to believe our equity
process is a sound basis upon which to create long-term value for our clients.

Major strategies within the Phillips & Drew business area have earned above benchmark returns
over the nine month period ending 30 September 1999, resulting in improved three-year performance.
Three-year U.K. balanced investment performance is above the median, asis performance for the major
Phillips & Drew equity strategies, including U.K. equity.
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The following table sets forth the results of UBS Asset Management for the nine months ended
30 September 1999 and 1998 and for the years ended 31 December 1998 and 1997:

Nine Months Ended Year Ended
30 September 31 December
1999 1998 1998 1997

(CHF in millions)

Operating iNCOME .......cveveeeviieeeeeiiieee e 811 868 1,163 1,040

Oper ating expenses.
Personndl, genera and

Administrative expense............ccoecuueeee. 472 486 608 542
Depreciation and amortization..................... 103 87 107 95
Operating eXpensesS..........coeeevveeerveeenen 575 573 715 637
Operating profit before
restructuring costs and tax............ 236 295 448 403
Assetsunder M anagement (at period end):

Institutional.........c.ccoevveeiiiee e 355,000 351,000 360,000 373,000
Non-institutional..........cccoooevviiveiviceineeeeeeeens 183,000 162,000 171,000 131,000
TOtAl ..o 538,000 513,000 531,000 504,000

Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income of UBS Asset Management decreased CHF 57 million, or 6.6%, from CHF 868
million in the nine months ended 30 September 1998 to CHF 811 million in the nine months ended 30
September 1999. From the beginning of 1999, total assets under management increased 1.3%, or CHF 7
billion, from CHF 531 billion to CHF 538 hillion at 30 September 1999. Although total assets under
management increased dightly due to currency and investment performance gains, declines in average
institutional assets resulted in a net decline in operating income. The declines in average institutional
assets primarily resulted from merger-related client defections and performance issues.

Personnel, genera and administrative expense of UBS Asset Management decreased CHF 14
million, or 2.9%, from CHF 486 million in the nine months ended 30 September 1998 to CHF 472 million
in the nine months ended 30 September 1999. Although headcount increased marginally from 1,489 as of
30 September 1998 to 1,497 as of 30 September 1999, lower general and administrative expenses more
than offset the associated increase in personnel expenses.

Depreciation and amortization expense of UBS Asset Management increased CHF 16 million, or
18.4%, from CHF 87 million in the nine months ended 30 September 1998 to CHF 103 million in the nine
months ended 30 September 1999, reflecting increased goodwill amortization related to the buy-out of
our joint venture with the Long-Term Credit Bank of Japan.
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Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Operating income of UBS Asset Management increased CHF 123 million, or 11.8%, from CHF
1,040 million in 1997 to CHF 1,163 million in 1998, reflecting growth in assets under management from
our acquisition in Japan and positive market performance. Non-institutional assets under management,
including assets from Private Banking increased CHF 40 billion, or 30.5%, from 1997 to 1998. These
positive devel opments were partially offset by a decline in the U.K. business operating income and assets
under management due to short-term performance issues and a very competitive U.K. marketplace.

Personnel, general and administrative expense of UBS Asset Management increased CHF 66
million, or 12.2%, from CHF 542 million in 1997 to CHF 608 million in 1998. This increase reflects the
expansion in Europe and the acquisition of Long-Term Credit Bank of Japan’s asset management
business during 1998. Principally as aresult of these expansions, headcount increased 9.8% from 1,364
at 31 December 1997 to 1,497 at 31 December 1998.

Depreciation and amortization of UBS Asset Management increased CHF 12 million, or 12.6%,
from CHF 95 million in 1997 to CHF 107 million in 1998. This increase reflects an increase in goodwill
amortization due to additional goodwill recorded in 1998 upon the payment of the remaining obligation to
the previous owners of Brinson Partners.

UBS Private Equity

UBS Private Equity’ s primary source of operating income is capital gains from the disposition or
sde of itsinvestments, which are recorded at the time of ultimate disposition. Asaresult, appreciation in
fair market value is only recognized as operating income at the time of sale and the level of annual
operating income from UBS Private Equity is directly affected by the level of investment dispositions that
take place during the course of ayear. In addition, with the formation of regional funds, UBS Private
Equity has begun to receive management fees, which are recorded as operating income.
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The following table sets forth the results of UBS Private Equity for the nine months ended 30
September 1999 and 1998 and for the years ended 31 December 1998 and 1997.

Nine M onths Ended Year Ended
30 September 31 December
1999 1998 1998 1997
(CHF in millions)
Operating iNCOME .........ceeerieeiiiie e 254 499 585 492
Operating expenses:
Personnel, general and administrative expense....... 112 A 156 110
Depreciation and amortization ............cccceeeeeenneeee. 4 0 1 1
Operating EXPENSES......c.vvveeeerreeeeeenieeeeesseeeens 116 A 157 111
Operating profit before restructuring

SO 1e RE- SO 138 405 428 331
I nvestments (at book value at period end)............ 2,439 1,688 1,784 1,080

Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income of UBS Private Equity decreased CHF 245 million, or 49.1%, from CHF 499
million in the nine months ended 30 September 1998 to CHF 254 million in the nine months ended 30
September 1999. This reflects a decrease in realized gains resulting from a reduced number of sales of
investments in the nine months ended 30 September 1999 as compared to the nine months ended 30
September 1998. For the first nine months of 1999, operating income included CHF 13 million of
management fees paid by funds that we manage and sponsor. We launched severa new funds during the
nine months ended 30 September 1999 to raise additiona fundsin order to alow us to participate in the
industry trend toward larger sized transactions.

Personnel, general and administrative expense of UBS Private Equity increased CHF 18 million,
or 19.1%, from CHF 94 million in the nine months ended 30 September 1998 to CHF 112 miillion in the
nine months ended 30 September 1999. The division's expansion into new regions and sectors required
the recruitment of professional s with the necessary expertise to grow these business areas and resulted in
an increase in personnel-related expenses from the nine months ended 30 September 1998 to the nine
months ended 30 September 1999. An increase in deal related expenses also contributed to therisein
operating costs.

In addition, UBS Private Equity made approximately CHF 760 million of new investments and
add-ons during the nine months ended 30 September 1999. Invested capital has increased by
approximately CHF 60 million from approximately CHF 700 million during the nine months ended 30
September 1998. UBS Private Equity plans to gradually increase the annual investment rate, as
demonstrated by the increased investment rate during the nine months ended 30 September 1999. UBS
Private Equity has atarget portfolio book vaue of approximately CHF 5 billion from its own investments
and CHF 5 hillion from third party funds.
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Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Operating income of UBS Private Equity increased CHF 93 million, or 18.9%, from CHF 492
million in 1997 to CHF 585 million in 1998, reflecting generally favorable conditions in Western markets
alowing for the disposals of investments in Switzerland, the United States, and the Benelux and Nordic
region. UBS Private Equity’s portfolio in 1998 was, and it continued to be during 1999, primarily
focused on the United States and Western Europe with minor exposure to Latin Americaand Asia
Therefore, the emerging markets crises which took place during 1998 had little impact on the divison’'s
performance.

Personnel, general and administrative expense of UBS Private Equity increased CHF 46 million,
or 41.8%, from CHF 110 million in 1997 to CHF 156 million in 1998. Higher performance-related
compensation in 1998 than in 1997 primarily resulted from the stronger performance in 1998. Staff losses
due to the merger were minimal.

UBS Private Equity made investments totaling approximately CHF 800 million during 1998
compared to approximately CHF 600 million during 1997, further demonstrating steady growth in its
investment rate.

CorporateCenter

The following table sets forth the consolidated results of Corporate Center for the nine months
ended 30 September 1999 and 1998 and for the years ended 31 December 1998 and 1997:

Nine Months Ended
30 September Year Ended 31 December

1999 1998 1998 1997

(CHF in millions)

Operating income:
Operating income before credit loss

EXPENSE ..t e e et e eeee e 1,655 (202) 296 518
Credit 0SS expense.......ccccevvveeeeeeiveneenns (176) (630) (745) a73)
Operating iNCOME..........ccccvuveeeviveeeenns 1,831 428 1,041 691

Operating expenses.
Personnel, general and administrative

EXPENSE. . .eeieeeee e e e e e 246 874 1,855 215
Depreciation and amortization.................. 74 151 215 216
Operating eXPENSES.....cccevvveeeeiiveeeenns 320 1,025 2,070 431
Operating profit (loss) before
restructuring costs and tax ....... 1511 (597) (1,029 260




Nine Months Ended 30 September 1999
Compared to Nine Months Ended 30 September 1998

Operating income from Corporate Center activities increased CHF 1,857 million from CHF (202)
million in the nine months ended 30 September 1998, to CHF 1,655 million in the nine months ended 30
September 1999. The negative operating income in the nine months ended 30 September 1998 reflected
the loss of CHF 370 million from LTCM.

Operating income for the nine months ended 30 September 1999 included gains on the
divestments of Swiss Life/Rentenanstalt of CHF 1,490 million and our interest in Julius Baer registered
shares of CHF 110 million. In addition, Corporate Center recognizes interest income from the investment
of unallocated capital as well as gains and losses on asset and liability management and the management
of foreign currency earnings.

Credit loss expense in Corporate Center reflected the change in adjusted expected |osses charged
to the divisions compared to losses recognized in the financial accounts. 1n order to reconcile segmental
results to the financial results, the difference between expected loss and recognized losses in the financial
accounts is accounted for in Corporate Center.

Personnel, genera and administrative expense in Corporate Center decreased CHF 628 million,
or 71.9%, from CHF 874 million in the nine months ended 30 September 1998 to CHF 246 million in the
nine months ended 30 September 1999. The decrease primarily reflected a charge for the settlement in
the United States of the litigation regarding the role of Swiss banks during and after World War 11 of CHF
570 million which was included in the nine months ended 30 September 1998. In addition, a portion of
corporate rea estate costs which were previoudly borne by our Corporate Center were allocated to the
UBS Private and Corporate Clients division during the nine months ended 30 September 1999.

Depreciation and amortization in the Corporate Center division decreased CHF 77 million, or
51.0%, from CHF 151 million in the nine months ended 30 September 1998 to CHF 74 million in the nine
months ended 30 September 1999, reflecting a change in alocation methodology to charge out a greater
portion of real estate depreciation to the divisonsin 1999. The remaining portion of depreciation and
amortization includes depreciation of workstations and information technology equipment, goodwill and
intangibles as well as general depreciation of fixed assets.

Year Ended 31 December 1998 Compared to Year Ended 31 December 1997

Operating income from Corporate Center activities decreased CHF 222 million, or 42.9%, from
CHF 518 million in 1997 to CHF 296 million in 1998, reflecting a CHF 370 million charge resulting from
the write-down in 1998 of our investment in LTCM. In addition, Corporate Center includes interest
income from the investment of unallocated capita as well as gains and losses on asset and liability
management and the management of foreign currency earnings.

Personnel, general and administrative expense increased CHF 1,640 million from CHF 215
million in 1997 to CHF 1,855 million in 1998, primarily resulting from a CHF 842 million provision
taken in 1998, for the settlement in the United States of the litigation regarding the role of Swiss banks
during and after World War |1, additiona provisions for litigation and adjustments to the pricing of
interdivisional allocations on the basis of service level agreements.
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Depreciation and amortization decreased CHF 1 million, or 0.5%, from CHF 216 million in 1997
to CHF 215 million in 1998. This represented the charge for depreciation on goodwill and intangibles,
information technology infrastructure, real estate and other fixed assets.

Liquidity and Capital Resour ces

Group liquidity and capital management is a part of our asset and liability management activities.
This function is undertaken at Corporate Center by our Corporate Financial Management Department,
which has established specific processes and policies for managing these risks. For a detailed discussion
of our asset and liability management, see “— Risk Management —Asset and Liability Management” and
for adetailed discussion of our liquidity risk management, see “— Risk Management — Liquidity and
Funding Management”.

Consolidated Cash Flows

During the nine months ended 30 September 1999 significant positive cash flow was generated
by operating and investing activities resulting in a net increase in cash equivalents of CHF 14,206
million. This positive net inflow was partidly offset by the net cash used in financing activities.
Operating activities provided a net cash flow of CHF 11,564 million during the nine months ended 30
September 1999. The strong positive results and issuance of money market paper during the period
generated a net positive cash flow. Thiswas partialy offset by a net cash outflow primarily resulting from
net increases in trading related balances. Net cash from investing activities included cash outflows due to
the purchase of property and equipment which were more than offset by positive cash flows generated
from the sale of subsidiaries and associated companies, property and equipment and financial
investments. The net cash outflow from financing activities was principally due to the payment of
dividends, treasury share transactions, the repayment of CHF 3,400 million in long term debt and
minority interests, which was partially offset by the issuance of CHF 8,141 million in long-term debt
during the period.

During the year ended 31 December 1998 our net cash outflows from operating and financing
activities more than offset our net cash inflow from investing activities resulting in a decrease in our cash
equivaents of CHF 8,675 million. The negative cash flow from operating activities principally resulted
from the redemption of money market paper and the net increases in trading related balances, which was
partially offset by positive operating results in 1998. Further contributing to the net decreasein cash
equivalents was the negative cash flow from financing activities of CHF 4,719 million. This negative
cash flow was primarily due to the repayment of long term debt and the payment of dividends which was
partialy offset by the issuance of long term debt. Positive net cash flow from investing activities resulted
primarily from the sale and maturity of financia investments.

During the year ended 31 December 1997 our net cash outflows of CHF 12,592 million from
operating and investing activities more than offset our net cash inflow from financing activities of CHF
5,712 million resulting in a decrease in cash equivaents of CHF 7,451 million. Our operating activities
generated negative net cash flow principaly due to a net increase in our trading related balances which
was only partialy offset by strong operating results before the restructuring reserve and the issuance of
money market paper. Investing activities generated a net cash outflow of CHF 1,470 million during the
period primarily due to the purchase of property and equipment and financial investments. Net cash
inflow from financing activities resulted principally from the issuance of long term debt.
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Capital Resources

Capital management is a part of the Group’s asset and liability management activities for which
the Corporate Financial Management Department is responsible. The Group does not have any materia
commitments for capital expenditures as of 31 December 1998 or 30 September 1999. Our overall capita
needs are continually reviewed to ensure that our capital base can appropriately support the anticipated
needs of the divisions as well as the regulatory capital requirements. See “— Risk Management — Asset
and Liability Management”.

The Bank for International Settlements (BIS) is an international organization fostering the
cooperation of central banks and internationa financia ingtitutions. Among other activities, it provides
guideline formulas for evaluating capital adequacy. The following table sets forth key capital figures and
ratios and BI S risk-weighted assets at 30 September 1999 and 31 December 1998:

At 30 September At 31 December

1999 1998

(CHF in millions, except ratios)
BISTier 1 Capitd......ccccceevvveeiiieeiiieecieens 29,069 28,299
BISTier 1 and Tier 2 Capital...........coenn..ee. 39,517 40,385
BISTier 1 Capital Ratio........cceveevcvvereennnnee. 10.2% 9.3%
BISTier 1 and Tier 2

Capital Ratio........ccccvvvieeeeeiiiiee e, 13.9% 13.3%

Balance sheet assets.........ocovvvevveeeiiieiiieens 222,719 238,024
Off balance sheet and other positions............ 49,033 50,659
Market risk options........cccceveeeeeiicciiiieeenen, 11,920 16,018
Totd BISrisk-weighted assets.................... 283,672 304,701
Balance Sheet

We maintain a significant percentage of liquid assets, including collateralized receivables and
trading portfolios that can be converted into cash on relatively short notice and with alimited impact on
our resultsin order to meet short-term funding needs. Collateralized receivables include reverse
repurchase agreements and cash collateral on securities borrowed which are secured by U.S. government
and agency securities, and marketable corporate debt and equity securities and a portion of our loans and
due from banks which are secured primarily by red estate. The value of our collateraized receivables
and our trading portfolio will fluctuate depending on market conditions and client business. The
individual components of our total assets may vary significantly from period to period due to changing
client needs, economic and market conditions and trading strategies.

Total assets declined CHF 43,992 million, or 4.7%, at 30 September 1999 compared to tota
assets at 31 December 1998. This decrease primarily resulted from significant decreasesin positive
replacement values resulting from a decreases in all categories of derivative products, and in due from
banks. These decreases were partially offset by an increase in money market paper.



Totd liabilities decreased CHF 44,275 million, or 4.9%, at 30 September 1999 compared to tota
assets at 31 December 1998 principally due to a significant decrease in negative replacement values
resulting from decreases in al categories of derivative products.

Our long term debt portfolio increased from CHF 50.8 billion at 31 December 1998 to CHF 55.5
billion at 30 September 1999. During this period, we issued CHF 8.1 billion of long-term debt securities
while CHF 3.4 hillion of long-term debt securities matured. The maturity profile of the long-term debt
portfolio is well balanced with dight bias towards shorter-term maturities to match the maturity profile of
our assets. See Note 22 to our Consolidated Financial Statements for a discussion of our long term debt.

The following table sets forth information regarding total shareholders equity:

At 30 September At 31 December
1999 1998
(CHF in millions, except ratios)
Total shareholders equity ........ccccccevcvvveeenns 33,298 32,395
Total shareholders' equity to total assets...... 3.7% 3.4%

Shareholders’ equity increased CHF 903 million, or 2.8%, from 31 December 1998 to 30
September 1999. Increases in dividends paid and treasury shares were more than offset by increasesin
net income resulting in the steady increase in total shareholders' equity. These increases coupled with the
decline in total assets resulted in a higher ratio of shareholders’ equity to total assets.

Credit Ratings

We use the debt capital markets to fund a significant portion of our operations. The cost and
availability of debt financing is influenced by our credit ratings. Credit ratings are also important in
certain markets and in entering into certain transactions, such as derivative transactions. A reduction in
our credit ratings could increase our borrowing costs and limit our access to the capital markets. We have
been able to maintain strong credit ratings over the past few years, even during periods of a difficult
trading environment.

The following table sets forth our credit ratings on our long-term debt as of 30 September 1999
and 31 December 1998:

At 30 September At 31 December
1999 1998
Moody’s, New YorK.......ccccceeeeiiiiiviiinennnn. Aal Aal
Fitch/IBCA, London..........ccvvveeeiieeeiieiinnnnnn. AAA AAA
Standard & Poor’'s, New YorK.......ccoeeveennn... AA+ AA+
Thomson BankWatch, New York................ AA AA

Recent Accounting Developments

For a discussion of recent accounting devel opments, including those that have not yet been
adopted, see Note 1 to the Consolidated Financia Statements.
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Risk M anagement

We recognize that taking risks is integral to our business. We require a comprehensive process
for the management and control of risk. The risk framework which we have developed recognizes the
importance of maintaining an appropriate balance between the active management of risk and the control
of risk. In particular, we seek to suitably protect ourselves against the risk of significant adverse events.

Our risk framework has evolved following the merger and has been subject to an extensive risk
review which was undertaken in the fourth quarter of 1998. The approach recognizes that an effective
risk management and control process depends on sound processes to identify risks, and to establish and
maintain a comprehensive set of limits and procedures to control the risks. Our Chief Risk Officer, or
CRO, has overall responsibility for ensuring that these limits and procedures are appropriate and are
adhered to for risks other than credit risk.

The Chief Credit Officer, or CCO, has overall responsibility for ensuring that these limits and
procedures are appropriate and are adhered to for credit risk. Credit risk remains the single largest risk
which we face. The limits and procedures are intended to make our risk exposure consistent with the
parameters determined by the Board of Directors. These limits and procedures aso take into account not
only the external environment that we face, but also our internal capabilities to manage the risk, including
issues such as the availability of appropriate information processing systems and the availability of
suitably qualified staff to manage and control the risk.

The Board of Directors establishes the risk parameters within which we operate and receives a
report on our risk profile from the CCO and the CRO on at least a quarterly basis. The Board establishes
two limits. normal earnings volatility and potential losses under a stress scenario. Our risk appetite
defines the amount of earnings volatility which the Board deems to be acceptable in normal market
conditions in order to achieve divisional growth targets. This potential volatility is measured by the risk
control organization using measures that estimate statistically possible losses. Vaue at risk, or VaR,
methodology is the principal quantitative measure we use for evaluating risk.

Our risk bearing capacity seeks to establish alimit to the potential scale of the loss which we
might face in unlikely but possible stress situations. It is set by the Board of Directors taking into account
our overal earnings capacity and is set in order to protect us from unacceptable damage to annual
earnings, dividend paying capability, business viability and reputation. We currently adopt this approach
to risk limits in the context of our trading activities and our country risk credit exposure. We intend to
extend it to other risks. In addition, the Board of Directors approves our key risk policies and the
Chairman’ s office maintains an ongoing oversight of the integrity of the risk management and control
processes through our internal audit function.

The responsibility for implementing the risk framework on a day to day basis is delegated by the
Board of Directors to the Group Executive Board, or the GEB, which meets bi-weekly and allocates risk
limits to the divisions and monitors our aggregate risk profile on an ongoing basis. The GEB constitutes
itself as our Risk Council and meets with the CRO and the CCO to review outstanding risk issues. In
addition, the GEB has established a Group Risk Committee and a Group Governance Committee. These
committees, which meet quarterly, consist of representatives of the risk control organization at the
Corporate Center and from the divisions and consider issues relating to the implementation and
development of the risk framework.



Each division also has arisk management and control structure in place which is appropriate to its
particular business profile. The CRO and CCO have risk control staff who are located in each division
and who are responsible for monitoring the divisons implementation of the Group-wide risk policies and
procedures and in particular for establishing that all risks, including infrequent but severe risks, are
adequately taken into account in ng the risks of the divisions' business activities. In addition, each
division has its own structure of risk management and governance committees. Thisis designed to ensure
that there is an ongoing review of the risk profile which the division faces in new business initiatives and
in large and complex transactions and that any requirement for amendments to risk policies or limitsis
identified and where appropriate is escalated in a timely manner to the GEB.

Analysisof Risks

Within our risk framework, we have identified a number of risk factors as being of particular
importance to our business. The following section summarizes the main trends and developments in the
key risks which we face.

Credit Risk

Credit risk is the risk of loss resulting from the default of an obligor or counterparty, including
banks, corporations, non-bank financial institutions, public entities/governments and private individuals.
For us, credit risk includes counterparty and country transfer risk, as well as settlement risk. Credit risk is
inherent in traditional banking products, such as loans and conditional contracts to lend money in the
future (commitments) or contracts to support clients obligations to third parties, such as letters of credit.
Credit risk is also inherent in derivative contracts and other traded products, such as bonds and equity
investments. In view of the significance of credit risk to us, the approval of new transactions giving rise
to credit risk plays a central part in our risk control process. Only alimited number of highly experienced
senior credit professionals independent from the business units are entrusted with authority to approve
significant transactions and customer limits. Such authorities are differentiated by amount, counterparty
rating, tenor and other parameters.

We measure our exposure to credit risk based on a satistical analysis of the probability of default
relating to each of our client categories. For this purpose, we categorize al our counterparties and the
countries where we undertake business on the basis of a 15 point rating scale with a specified default
probability attached to each rating class. The datistically calculated estimate of the “ Adjusted Expected
Loss’ associated with the credit risk in the portfolio is charged to the divisions through our management
accounts in order to enable us to take into account the anticipated risk cost associated with credit in the
assessment of divisiona results. The difference between the statistically estimated expected loss which is
charged to the divisions and the credit loss expense recognized in the financia accounts is offset in the
Corporate Center. See “¥4 Results of Operations by Divison” for afurther discussion of credit loss
expense.

Our credit risk portfolio consists of the following four components:

Lending to commercia and private customers of UBS Private and Corporate Clients
within Switzerland, which is the largest part of our credit portfolio

Lending to the customers of UBS Private Banking, which is dmost exclusively
undertaken on afully secured basis against diversified portfolios of marketable securities



Lending to the international customers of UBS Warburg
Counterparty and country credit risk associated with UBS Warburg's trading activities.

Loan Portfolio. Since the merger, UBS Warburg has been engaged in a process of reassessing its
international credit activities so that the provision of credit related services is consistent with the needs of
its core clients. In particular, UBS Warburg has been verifying that the risk/reward profile of its lending
business is appropriate. Thisreview has resulted in:

areduction in the overal size of the international credit portfolio

a shift in focus away from emerging markets and into high quality creditsin the major
OECD countries

the sale of the non-Swiss portion of our Globa Trade Finance business

The overall impact of this shift has been a reduction in the international banking book (consisting
of loans and unfunded commitments to foreign borrowers, excluding banks) from over CHF 250 billion at
the time of the merger to CHF 107 billion by 30 September 1999. The loan component of this interna-
tional banking book was reduced from CHF 148 hillion in June 1998 to CHF 92 billion as of
30 September 1999. Our total exposure to emerging markets fell from CHF 32 billion to CHF 25 billion
during the nine-month period ended 30 September 1999.

Since the merger, we have a so sought to adopt a more active approach to managing our total
portfolio of credit risk on an integrated basis. The objective of this approach is to optimize the risk return
characteristics of our portfolio through the use of financia products, including securitization and credit
derivative products. Portfolio managers have been appointed within UBS Warburg to manage therisk in
the international portfolio and within UBS Private and Corporate Clients to manage the risk in the Swiss
domestic portfolio. As part of our risk management activities, we have executed credit-linked securities
transactions in which we have transferred to the market elements of the credit risk in our international
loan portfolio. In these structures, UBS Warburg enters into a credit derivative contract under which UBS
Warburg receives cash compensation from the contract counterparty or benefits from the discharge of the
credit-linked note liability if there is a default on one or more of the loans covered by the contract. We do
not use credit linked securities with respect to our domestic loan portfolio.

The following table shows the proportion of our total loan portfolio which relates to the different
divisions:

UBS Private and UBS Private UBS Corporate

All Amounts in CHF millions Corporate Clients Banking Warburg Center Total

Sept. 99| Dec. 98| Sept. 99 Dec. 98 | Sept. 99| Dec. 98 | Sept. 99] Dec. 98 | Sept. 99| Dec. 98
Loans to banks (gross) - 4,336  6,989| 31,677 62,272 399 282| 36,412 69,543
Loans to customers (gross) 171,399 164,840 21,616 24,133| 60,186 72,425 86 23| 253,287 261,421
L oans, gross 171,399 164,840 25,952 31,122| 91,863 134,697 485 305| 289,699 330,964
Counterparty allowance 11,146 11,844 97 66 1,501 1,178 32 5 12,776 13,093
Country allowance - - - - 1,262 1,450 - 1,262 1,450
Allowances for loan losses (deducted fromassets) 11,146 11,844 97 66| 2,763 2,628 32 5| 14,038 14,543
L oans, net of allowances 160,253 152,996 25,855 31,056| 89,100 132,069 453 300| 275,661 316,421
Counterparty provision for contingent claims - - - - 17 435 - 17 435
Country provision for contingent claims 162 - 162 -
Total Provisions (booked as liabilities) 179 435 179 435
Summary
Allowances and provisions for counterparty risk 11,146 11,844 97 66| 1,518 1,613 32 5[ 12,793 13,528
Allowances and provisions for country risk - - - 1,424 1,450 1,424 1,450
Total allowances and provisions 11,146 11,844 97 66 2,942 3,063 32 5| 14,217 14,978
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The development of the loan exposure is depicted in the following table:

At 30 September At 31 December
1999 1998
(CHF in millions)

Domestic:
Banks 2,147 4,543
Financial institutions 10,173 10,240
Construction 6,973 7,897
Services (1) 14,408 11,582
Retail and wholesale 11,085 8,912
Hotels and restaurants 4,243 4,129
Real estate and rentals (2) 20,794 21,231
Manufacturing 11,527 13,505
Public authorities 4,886 5,858
Private households 94,169 97,664
Other 1,965 1,662
Total domestic 182,370 187,223
Foreign:
Banks 34,265 65,000
Other loans (3) 73,064 78,741
Total foreign 107,329 143,741
Total loans (gross) 289,699 330,964

(1) Includes transportation, communication, health and social work, education and other social and personal service activities.

(2) Includesreal estate development, buying, selling and leasing of real estate, agency activities and real estate management.

(3) Includes commercia and manufacturing (33%), financial institutions (23%), commodities (10%) and other (34%) at 30
September 1999.

Customer ratings and segmentation. A substantial majority of UBS Warburg's counterparties
fall into the investment grade rating categories. UBS Warburg' s counterparties are primarily
governments, internationa institutions, financia firms and major multi-national corporate clients. Our
exposure to the hedge fund industry is limited to collateralized trading with reputable fund managers.
Our aggregate exposure to hedge funds measured in terms of unsecured net replacement value amounted
to CHF 45 million at 30 September 1999 compared to CHF 81 million at 31 December 1998.

By contrast, the largest single component of the loan portfolio within UBS Private and Corporate
Clients consists of residentia mortgage lending in Switzerland, over haf of which is classified within the
lowest investment grade category. The rating of the remainder of the Swiss portfolio is fairly widely
spread with the largest concentration being in rating classes comparable to Moody’ s rating of Baal to
Bal.

Over the Counter Derivative Contracts. A significant proportion of UBS Warburg's credit risk
arises from its trading activities, including its trading of derivative products. The provision of risk
management solutions which involve the use of derivative products is a core service which we offer to
our clients. Derivative products by their nature are particularly sensitive to changes in market prices and
consequently we pay close attention to the management and control of these risks. We primarily enter
into derivative contracts which give rise to credit risk with customers whose own credit rating is
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appropriately high. In addition, particular care is taken in relation to longer-dated contracts with an
original term of over five years. We measure our credit risk exposure to derivative contracts on the basis
of replacement vaue plus an add-on which reflects the residua term of the contract. We areinthe
process of introducing a new system to monitor this risk on the basis of a statistically calculated potential
exposure. We expect to introduce this system early in 2000.

Settlement risk. Because of the nature of our business in international markets, we are also
exposed to settlement risk. Settlement risk is a particular form of credit risk which arises from the
possibility that our counterparty in a transaction will fail to pay us the funds due under the contract. This
risk is particularly significant in relation to foreign exchange and precious metals transactions. We
monitor our exposure to settlement risk, and seek to limit as far as practicable the period during which we
are exposed to thisrisk. We have also been an active participant in an industry initiative to establish a
new organization, called CLS Bank, which is being established in order substantialy to reduce settlement
risk between major international financia institutions.

As the table below shows, we have reduced our exposure to settlement risk in the period since the
merger by implementing consistent standards for monitoring and controlling this risk.

Average Daily Settlement Volume
from Foreign Exchange/Precious M etals Trades

1998 1999
(CHFinbillions)

January na 86.6
February na 93.7
March na 1114
April na 93.7
May na 83.7
June 107.9 95.1
July 106.8 92.0
August 108.1 85.9
September 111.8 96.7
October 95.8 —

November 97.2 -

December 84.0 -

Country risk exposure. Our definition of country risk comprises al cross-border exposures from
loans, derivative products and trading products. This definition includes our own intracompany
cross-border positions, which amounted to CHF 340 billion at 30 September 1999, about 44.2% of the
total non-emerging market country risk exposure. In the first nine months of 1999, 96.8% of our country
risk exposure was with highly rated OECD countries, that is, those countries rated in the highest three
categories by the Organization for Economic Cooperation and Development, where the risk of default is
judged to be negligible. In line with the overal reduction in the loan portfolio, the country risk exposure
to these countries has decreased by CHF 79.5 hillion since the end of 1998 to CHF 770 billion at 30
September 1999, a decline of 9.4%.
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The following table summarizes our aggregate country risk exposure as of 30 September 1999

compared to 31 December 1998.

Country transfer risk exposure grouped by country rating classes at September 1999

Derivative
and

Country Categories Banking Repurchase Tradeable

Products Agreements Assets(1) Total

CHF mio CHF mio CHF mio CHF mio
Industrialized Countries
Countriesrated SO - S2 429,861 126,276 213,537 769,674
Change fromDec 98 -46,593 -53,205 20,249 -79,549
Emerging Markets
Countriesrated S3 - S11 16,180 5,630 2,357 24,167
Change from Dec 98 -7,207 -1,609 1,467 -7,349
Distressed Countries
Countriesrated S12 - S14 1,084 5 95 1,184
Change fromDec 98 308 5 -42 271
Total 447,125 131,911 215,989 795,025
Change fromDec 98 -53,492 -54,809 21,674 -86,627
W Tradeable assets consists of equity and fixed income financia instruments held for trading

purposes, which are marked to market on adaily basis.

The remaining 3.2% of our country risk exposure is to emerging markets and distressed countries
which are classified in rating classes 3 to 14. As mentioned above, this exposure has decreased as a result
of the restructuring of the international loan portfolio. Tota exposure to the emerging market and
distressed group of countries fell by CHF 7.1 billion between 31 December 1998 and 30 September 1999
—areduction of 21.8%. Inview of the higher risk associated with emerging and distressed markets, we
closely monitor this exposure on an ongoing basis within the country limits approved by the Board of

Directors. All significant new transactions in emerging and distressed markets require approval from the
respective country risk manager in addition to the standard counterparty credit approval. The country risk
limit operates as the primary limit for such transactions and extension of credit may be denied on the basis
of acountry risk limit even though adequate counterparty limits may be available for the customer
concerned.



The following table analyzes the 3.2% of emerging markets and distressed countries exposures by
the magjor geographical areas as of 30 September 1999 compared to 31 December 1998:

Emerging Markets Transfer Risk Exposur e by Region at 30 September 1999

Derivative
and

Region Banking Repurchase Tradeable

Products Agreements Assets(1) Total

CHF mio CHF mio CHF mio CHF mio
Emerging Europe 940 267 395 1,602
Change fromDec 98 -381 13 215 -153
EmergingAsa 3,571 4,096 597 8,264
Change fromDec 98 -5,662 -748 268 -6,142
Latin America 10,103 612 1,262 11,977
Change from Dec 98 285 -656 820 449
Africa/ Middle East 2,649 660 199 3,508
Change fromDec 98 -1,142 -213 123 -1,232
Total 17,263 5,635 2,453 25,351
Change fromDec 98 -6,900 -1,604 1,426 -7,078

&)
purposes, which are marked to market on adaily basis.

Tradeable assets consists of equity and fixed income financia instruments held for trading

The following tables analyze cross-border outstandings at 30 September 1999 and at 31
December 1998, stating the name of the country and the aggregate amount of the cross-border
outstandings to third party borrowers in each foreign country where such outstandings exceed 0.75% of

our total assets, by the following categories.

At 30 September 1999

Banking Products

Derivativesand

Repurchase Tradeable
Banks Non-Banks Agreements Assets Total
(CHF in millions)
United States 7,653 21,645 21,928 53,379 104,605
Japan 1,421 960 8,429 70,204 81,014
Germany 5,079 2,186 40,330 16,185 63,780
United Kingdom 4,633 1,828 8,237 21,737 36,435
Italy 1,210 853 6,553 15,249 23,865
France 4,385 1,591 7,413 6,650 20,039
Australia 2,433 376 6,718 4,956 14,483
Netherlands 1,110 981 3,956 4,948 10,995
Spain 1,251 225 2,213 5,313 9,002
Sweden 433 1,223 3,126 2,450 7,232
L uxembourg 995 1,862 2,386 1,694 6,937
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At 31 December 1998

Banking Products

Derivativesand

Repurchase Tradeable
Banks Non-Banks Agreements Assets Total
(CHF in millions)
United States 13,882 2,292 27,922 65,543 109,639
United Kingdom 4,006 2,583 10,912 32,348 49,849
Japan 1,633 768 7,879 38,133 48,413
Germany 7,850 2,500 20,666 15,903 46,919
France 2,490 1,420 10,037 8,521 22,468
Italy 2,174 1,201 8,236 9,394 21,005
Australia 6,749 543 3,097 4,760 15,149
Netherlands 1,221 1,086 6,134 6,363 14,804
Sweden 449 812 3,710 8,091 13,062
Canada 755 549 5,162 3,479 9,945
Austria 769 82 1,513 5,436 7,800
Spain 913 350 2,495 3,701 7,459
Belgium 1,248 162 2,393 3,599 7,402
Luxembourg 1,212 2,130 1,723 2,195 7,260

Under guarantees, certain trade financing and other items are deducted from the gross
outstanding, taking into account Swiss National Bank requirements. Also deducted from gross
outstanding are guaranteed or secured loans, provided that political and transfer risks are aso covered
explicitly by the guarantee or security. At 30 September 1999 and 31 December 1998, there were no
outstandings exceeding 1% of total assetsin any country where current conditions give rise to liquidity
problems (Emerging Markets) which are expected to have a material impact on the timely repayment of
interest or principal.
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I mpaired and non-performing loans.We classify aloan asimpaired when we judge that there is
a high probability that we will suffer a partia or full loss and a provision is then made with respect to the
loan in question. Within this category, non-performing loans are defined as loans where payment of
interest, principa or feesis overdue for 90 days. Non-performing loans have decreased to CHF 13,594
million at 30 September 1999 from CHF 16,114 million at 31 December 1998. The reduction reflects an
accelerated write-down in the Swiss domestic portfolio, a substantia reduction in our emerging merkets
exposure, a significant improvement in the macroeconomic situation in Switzerland and a faster than
expected recovery in key Asian economies.

The following table provides a breakdown by divisions of the impaired and non-performing loans
as of the dates indicated.

UBS Private & UBS Private UBS Corporate UBS
Corporate Clients Banking Warburg Center Group
300999 311298 300999 311298 300999 311298 3009.99 311298 30.09.99 311298

(CHFinmillions)

Impaired Loans

Total Impaired Loans 21,396 22,953 135 175 3144 3319 73 0 24,748 26447

Allocated Allowances 11,146 11,844 97 66 1967 1,667 32 5 13242 13582
| Impaired Loans, net of Allowances 10250 11,109 38 109 1177 1652 41 -5 11506 12,865

Non Performing L oans

Tota Non-Performing Loans 11,838 14,003 65 68 1618 2043 73 0 13594 16,114

Allocated Allowances 7,700 8,646 53 66 1350 1,289 32 5 9135 10,006
| Non-Performing Loans, net of Allowances 4,138 5,357 12 2 268 754 41 -5 4459 6,108
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The following table shows the development and distribution of non-performing loans between
Swiss domestic and foreign based clients:

At 30 September At 31 December
1999 1998
(CHF in millions)

Non-performing loans:

Domestic 11,928 14,023
Foreign 1,666 2,091
Total non-performing loans 13,594 16,114
Foreign restructured loans(1) 315 449

(1) Consist solely of rescheduled country loans; defaulted country loans are included in foreign non-
performing loans. We do not, as a matter of policy, typically restructure loans to accrue interest at
rates different from the original contractual terms or reduce the principal amount of loans. Instead,
specific loan alowances are established as necessary.

The following table shows the development and distribution of non-performing loans by category
of borrower:

At 30 September At 31 December
1999 1998

(CHF in millions)

Banks 493 477
Non-banks;
Mortgages 8,000 9,280
Other 5,101 6,357
Totd 13,594 16,114

Allowances and Provisions. The adequacy of the allowances and provisions which we make for
impaired loans is assessed by the Credit Risk Management and Control function which is independent
from the divisons. Allowances and provisions are determined based upon an individual assessment of
counterparties and countries and their creditworthiness as well as the amount of collateral available to us
to offset against the potential loss. The objective in establishing allowances and provisions is to ensure
that we are fully covered against the probable loss that has been identified. The alowances and
provisions for credit losses decreased CHF 761 million, or 5.1%, from CHF 14,978 million at 31
December 1998 to CHF 14,217 million at 30 September 1999 caused by net write-offs and recoveries and
partialy offset by the establishment of additiona credit loss provisions of CHF 910 million during the
nine-months ended 30 September 1999, as a result of our assessment of individua counterparty and
country creditworthiness.

The allowances and provisions for credit losses decreased CHF 1,235 million, or 7.6%, from CHF
16,213 million at 31 December 1997 to CHF 14,978 million at 31 December 1998 caused by net write-
offs and recoveries and partially offset by the establishment of additional credit loss provisions of CHF



951 million during 1998 as aresult of our assessment of individua counterparty and country creditworthi-
ness. Pleaserefer to Note 12b of the Notes to the Consolidated Financial Statements for details.

The alowance and provisions for credit losses include a component for country risk. Our
approach to country risk provisioning follows the guidelines of the Swiss Bankers Association, which
alows banks to establish provisions based on their own portfolio scenarios. We establish country-
specific scenarios which are reviewed and used on an ongoing basis to evaluate the current and future
probability of default due to country risk incidents or country-specific systemic risks. The appropriate
alowances and provisions are then determined by evaluating the type of credit exposure and the loss
severities that have been attributed to each exposure type. Tota provisions and alowances for emerging
market related exposures stood at CHF 1,424 million at 30 September 1999 and CHF 1,450 million at
31 December 1998, reflecting on the one hand the reduction in the overall size of our emerging market
exposure but on the other hand also the need for a reallocation of provisions from Asiato Latin America

The following table shows our total allowances and provisions for credit losses at 30 September
1999 and 31 December 1998.

At 30 September At 31 December
1999 1998

(CHF in millions)

Counterparties:

Allowances for non-performing loans 8,719 9,609

Allowances for other impaired loans 4,057 3,484

Provisions for contingent liabilities 17 435
Subtota alowances and provisions for counterparty default 12,793 13,528
Country:

Allowances for non-performing loans 416 397

Other allowances and provisions for country risk 958 961

Allowances for other impaired loans 50 92
Subtotal alowances and provisions for country risk 1,424 1,450
Total alowances and provisions for credit osses 14,217 14,978




The following tables provides an analysis of the allowances for credit losses by Swiss domestic
and foreign borrowers:

At 30 September At 31 December
1999 1998
CHF % CHF %
Domestic: (in millions) (in millions)
Banks 34 0.7% 49 1.4%
Financia ingtitutions 350 3.5% 668 3.1%
Construction 1,407 2.4% 1,671 2.4%
Services (1) 1,012 5.0% 766 3.5%
Retail and wholesde 844 3.8% 825 2.7%
Hotels and restaurants 747 1.5% 657 1.2%
Red estate and rentals (2) 3,158 7.2% 3,333 6.4%
Manufacturing 1,303 4.0% 1,331 4.1%
Public authorities 19 1.7% 107 1.8%
Private households 2,549 325% 2,741 29.5%
Other R 0.7% 71 0.5%
Totd domestic 11,515 63.0% 12,219 56.6%
Foreign (3) 1,278 1,309
Country provisons 1,424 1,450
Tota foreign 2,702 37.0% 2,759 43.4%
Tota alowances and provisions for
credit losses 14,217 100.0% 14,978 100.0%

(1) Includes trangportation, communication, health and social work, education and other socia and
personal service activities.

(2 Includesred estate development, buying, selling and letting of real estate, agency activities and real
estate management.

(3) The 1999 and 1998 amounts include CHF 179 million and CHF 435 million of provisions for
commitments and contingent liabilities.

Summary of credit loss experience. In 1996, prior to the merger, both Union Bank of
Switzerland and Swiss Bank Corporation established credit risk reserve pools totaling some CHF 5.5
billion in recognition of the fact that there might be a further deterioration in the quality of their loan
portfolios as a result of adverse economic conditions particularly in Switzerland. In the subsequent two
years dl but CHF 300 million of these reserve pools was applied against specific creditsin our portfolio.
Following this exercise, the credit loss expense incurred in 1998 amounted to CHF 951 million. In the
first nine months of 1999 a further CHF 170 million was applied from the reserve pool against specific
loans and we incurred a credit loss expense of CHF 910 million. Although we began to benefit from our
tightened credit procedures, our efforts on the recovery portfolio and the improving macro-economic
climate, additional impairments continued to be recognized in our domestic portfolio during the nine
months ended 30 September 1999. The weakest area of our loan portfolio was in the collateral values
supporting loans in the domestic portfolio, specifically in the commercial real estate and services sectors.



The following analysis provides an overview of credit |oss experience by Swiss/domestic and
foreign borrowers:

At 30 September At 31 December
1999 1998
(CHF in millions)

Balance at beginning of period............. 14,978 16,213
Write-offs:
Domestic:
Banks .....cccovveiiieeiiee e 0 2
Financial ingtitutions..................... (50) (66)
ConStruction...........ceeeeevveeeennnenn. (209) (228)
SErVICES (1) cevveeveeeiee e (163) (116)
Retail and wholesdle...................... (139 (178)
Hotels and restaurants................... (86) (98)
Red estate and rentals (2) ............. (559) (610)
Manufacturing..........cccceeeeeeennenn.. (206) (214)
Public Authorities..........ccccvveeeee... - 2
Private households............cceeneee.. (381) (534)
(@1 O (15) (15)
Total domestiC.......coovvveeriieeiiieenee, (1,803) (2,063
FOreign .....eveeiiee e (362) (261)
Total write-offs.......cccoeeviiiiiiiiees (2,165) (2,324)
RECOVENES: ..o
DOMESC....cvvvveeiiiiee e 49 59
FOreign ... 6 -
Total reCoOVENEs......cvvveviiiieeeiciieeeens 55 59
Net write-OffS.......ccocevviieiiiiiiieeen, (2,110 (2,265)
Increase in credit loss alowances........ 910 951
Net foreign exchange adjustment ......... 205 (98)
Provision for doubtful interest............. 323 423
Adjustments for subsidiaries
sold and Other........ccveeeevciiire e (89) (246)
Balance at end of period...................... 14,217 14,978

(1) Includes transportation, communication, health and socia work, education and other socia and
persona service activities.

(2 Includesred estate development, buying, selling and letting of real estate, agency activities and rea
estate management.

Market risk. Market risk isthe risk we face as aresult of adverse movementsin the value of our
foreign exchange, commodities, equity market and interest rates positions. We incur market risk mainly
through our trading activities, which are centered in UBS Warburg. UBS Warburg's primary market risk
exposure relates to its business activities in equities, fixed income products and foreign exchange. The
risk which UBS Warburg assumes is primarily related to the need to facilitate its customers activitiesin
the mgjor OECD markets, with a particular emphasis on the European markets.
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We measure our exposure to market risk using the framework of expected loss, datistical loss and
stress scenario 1oss, as follows:

In the context of market risk, expected losses are the value adjustments made to the
portfolio to adjust for price uncertainties resulting from alack of market liquidity or the
absence of areliable market price for a particular instrument.

Satistical loss is measured based on aVaue a Risk, or VaR, methodology. VaR isa
forward looking estimate of potentia loss. One-day VaR looks forward one trading day,
while 10-day VaR looks forward 10 days. UBS calculates VaR using a 99% confidence
level. In other words, under normal market conditions, we would expect over the course
of aday aloss more than our one-day VaR to occur with aonein 100 chance.

Sressscenario lossis defined as the risk of an extreme market move affecting particular
predefined market variables. 1n order to keep our exposure to market risk within
acceptable boundaries, the Board of Directors has set limits on our exposure to both
statistical loss by reference to the VaR exposures as well as to stress scenario 1oss by
placing limits in relation to particular stress scenarios.

We calculate the VaR associated with our exposure to market risk and consequently aso our
regulatory capital requirement using the historical smulation technique. VaR is calculated both on a
one-day 99% confidence interval and a 10-day 99% confidence interval, and the latter is used both for
internal limits setting and for calculating regulatory capital. The calculation incorporates both the risk
from general market moves such as moves in foreign exchange rates, equity indices and market interest
rates as well as the risk from price movements that are specific to an individual issuer. These calculations
are performed on a daily basis for al divisons and the Group.

All VaR models, while forward looking, are based on past events and are dependent upon the
quality of available market data. In order to evaluate our VaR model we compare on adaily basis actual
revenues with one-day VaR, a process know as “backtesting”, with losses greater than the VaR estimate
being know as “exceptions’. During the period August through October 1998, following the market
turmoil surrounding the Russia crisis, we experienced losses which exceeded the one-day VaR estimate.
In the course of 325 trading days since mid 1998, we experienced four backtesting exceptions, which is
consistent with a 99% confidence level over this period.

During the course of 1999 we received approva from the Swiss Federal Banking Commission, or
FBC, to use our VaR model to compute regulatory capita requirements for market risks.

While we use aVaR measure as the principal measure of our exposure to day-to-day movements
in market prices, our risk control is specifically focused on tail risks (or the risk of aloss significantly
larger than the VaR number as aresult of large movements in the risk factors, such as equity indices,
foreign exchange rates and interest rates, on our portfolios). We have a consistent set of predefined large
price movements, or shocks, which apply to all the major risk factors to which we are exposed. In that
context we have a so introduced a stress loss limit for all the trading activities which are concentrated
within UBS Warburg. The potential stress loss we might suffer is calculated with respect to eight base
scenarios which are supplemented by ad hoc analyses depending on externa devel opments or specific
portfolio concentrations such as Y ear 2000 which we added to our stress test analysisin the third quarter
of 1999. Implementing this stress loss limit is designed to help us to protect our earnings during periods
of extreme market stress. The limit has been in place since the beginning of 1999. When the limit was
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first introduced during February 1999, actual utilization was higher. The risk was actively reduced within
aperiod of two weeks so that from early March there have been no excesses.

Long Term Capital Management. In the third quarter of 1998 we realized a post-tax loss of CHF
984 million as aresult of awrite-down of our investment in Long Term Capital Management, L.P., or
“LTCM”, and a post-tax loss of CHF 919 million as aresult of unrealized losses in the value of our
Globa Equity Derivatives, or GED, portfolio.

In the case of LTCM, the loss arose from a structured transaction in which we sold an option
which gave the optionholder the right to purchase sharesin LTCM at a predetermined price over a
sevenryear period. In order to hedge the risk of this option, we held $800 million of LTCM shares to
create an incrementally risk neutral position. Separate from the structured transaction, we also made a
further direct equity investment of $266 million in LTCM. In norma market conditions, the structured
transaction would have behaved in a controlled manner. However, the structured transaction could not be
effectively hedged, particularly in the event of extreme market movements. Asaresult of the structured
transaction, UBS was exposed to a sudden and severe downward movement in the value of LTCM equity,
and had very limited scope to hedge this exposure. LTCM'’ s equity was not traded and was only valued
periodically based on the underlying instruments held by LTCM. Moreover, LTCM did not provide
detailed information about its investment results. Consequently, UBS could not hedge with any precision
against adverse moves in the value of LTCM’ s equity. In particular, when LTCM was faced by a sharp
adverse move in market prices relating to certain specific investment strategies, UBS was unable to hedge
thisrisk itself asit had no knowledge of the details of these strategies.

At the time of the recapitaization of LTCM in 1998, we wrote down our initia investment in
LTCM and aso agreed to provide a further $300 million (out of $3.6 billion provided by a group of
financid ingtitutions) of “group fund” equity in order to avoid aforced liquidation of LTCM and to
enable LTCM’ s portfolio to be managed under the oversight of a management board which would
oversee the orderly winding down of LTCM’s portfolio.

On 24 November 1999, at the release of our nine month 1999 results, we reported that our initial
investment, which was written down to $106 million, has been bought back by LTCM with an immaterial
impact on our income statement. That position is now closed. In addition, as part of our “group fund’
investment, two cash payments totaling $147 million were received by 30 September 1999. $130 million
of these cash repayments were treated as a return of our $300 million investment, to leave aremaining
balance of $170 million, and $17 million was recorded as income.

Global Equity Derivatives (GED) Portfolio. The other major contributory factor to the third-
quarter 1998 losses related to the GED portfolio. This portfolio consists of a number of structured equity
derivative transactions. This portfolio was analyzed at the time of the merger and it was recognized that it
contained a number of positions which possessed the potentia for significant short-term variance.
Consequently, when equity market volatilities increased significantly as a result of the market turmoil in
the third quarter of 1998, an unrealized loss of about CHF 728 million on the value of the portfolio arose.
Over the next 12 months, as volatilities fell and positions were reduced, income from the portfolio of
approximately CHF 306 million was recognized.

We continue to manage the exposure associated with this portfolio in order to minimize the risk
of further adverse effects on earnings. The positions have now been included in our standard equity risk
management platform and are subject to our normal risk control and stress loss processes. We have been
reducing the market risk associated with the portfolio and will continue to do so through specific hedges,
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close-outs and the passage of time. These positions, including the associated hedges, are al carried at fair
value. However, given that the average maturity of the transactions in the portfolio is about two years, it
will take some time to wind down this exposure, and during this time the portfolio will continue to be
exposed to adverse moves in equity markets.

UBS Warburg Market Risk Developments  Since the merger, UBS Warburg has taken a number
of stepsto improve its overal risk profile. These include adjusting its market risk profile, including its
exposure to emerging market risk and equity market volatility. As the table below shows, VaR utilization
within UBS Warburg has dropped across all major product linesin the course of 1999, atrend which
continued into the third quarter. This does not reflect arationing of risk but a choice taken by UBS
Warburg management based on the risk-return opportunities in the market. This reduction in the risk
profile has coincided with a period when UBS Warburg has generated some of its strongest earnings,
indicating a significant improvement in the risk-return profile of our business.

Summary of 10 day 99% Confidence Value at Risk (CHF millions)

Risk Type 9 Months ending 30/09/99 6 Months ending 31/12/98
Min Max Average 30.09.1999 Min Max Average | 31.12.1998
Equities 121.8 207.6 164.2 147.7 151.6 303.6 216.1 215.2
> Interest Rates 87.7 187.6 137.1 139.9 128.9 278.6 181.1 169.9
5 Foreign Exchange 9.5 144.7 56.4 50.5 21.0 83.8 47.1 72.5
n 2 _ Prgciogs Metals 105 30.5 19.1 26.8 16.3 48.4 315 19.1
m © Diversification Effect | et =" -164.6 1672 > 1810 -216.8
- ; TOTAL| 176.6 : 275.7 i 2123 197.5 | 210.1 ¢ 399.6 i 294.8 i 259.9

Moreover as the chart below shows, the UBS Warburg backtesting results for the first three
quarters of 1999 have shown no losses greater than VaR.

UBS Warburg Backtesting Results (1999)
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UBS Warburg Daily Revenue Distribution (1999)
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Market Risk in the Other Divisions. Although we assume amost dl of our active market risk in
UBS Warburg, we measure our trading book market risk exposure to include all sources of market risk
and conduct VaR analysis on that basis. This includes a small amount of risk which is assumed in order
to facilitate customer business by UBS Private Banking in Switzerland as well as the risk associated with
the structural foreign exchange hedge positions managed by Corporate Center, which are discussed
below under “— Asset and Liability Management”. As the table below shows, however, the overall
impact of these additiona risks are mitigated. The risk associated with these positions is to a significant
degree offset by positions in the UBS Warburg portfolio. Thisis shown by the measure of the
diversification effect which we obtain when aggregating our total market risk at the Group level.

Summary of 10 day 99% confidence/ Value at Risk (CHF millions) for UBS Group

UBS Group VaR 30.09.99 31.12.1998
UBS Warburg 197.5 259.9
Corporate Center 115 79.2
Other 3.4 5.4
Diversification Effect -15.4 -62.0
UBS Group 197.0 282.5

Operational Risks. In addition to credit and market risks which we assume as an integral part of
our business activities, UBS assumes a number of consequential risks — often referred to as “ operational
risk” —which arise as a direct result of the business activities which we undertake. These risks include

operations or transactions processing risk
legal risk

compliance risk

liability risk
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security risk

We are addressing the measurement of our operationa risk with the introduction of a generic
operational risk-modeling framework. This framework groups risks into predetermined risk categories
and identifies the factors behind the risk exposure. Operationa risks scenarios are developed to stress our
processes and procedures underlying the exposure. This helps us measure our risk of loss from the
identified exposure as we would do with statistical |oss measurements of our credit and/or market risk
exposures. Finaly, we use the results of these tests to initiate and improve our processes and procedures
and obtain insurance, as appropriate. We believe this framework, which contains varied and sophisticated
techniques, will provide us with the ability to assess more accurately our risk exposures to help ensure
they are in accordance with our risk appetite and risk-bearing capacity.

We are improving the consistent monitoring of our operational risks and we were particularly
aware of the necessity to monitor and manage our operational risks during the merger integration. The
stresses placed on our infrastructure, including personnel, information technology and physical premises,
as aresult of the merger were substantial. Three primary challenges to our operational risk management
at the time of the merger were apparent:

effectively integrating personnd and technology globally within a very short timeframe

successful implementation of the necessary processes and procedures associated with
the Euro

successful Year 2000 remediation

While we identified risks associated with the merger integration which were present throughout
our organization, we further believed that the significant integration risks would be concentrated in UBS
Private and Corporate Clients and UBS Warburg. For example, in UBS Warburg we believed the
integration would place significant demands on our information technology infrastructure and transaction
processing. The principal risk drivers were believed to be the significant increase in transaction volumes
and the effect potentia staff instability would have on the contral environment. Upon identifying these
potential risk exposures, senior management initiated a preemptive risk assessment and implemented a
series of risk mitigation initiatives which we monitored through a reporting framework whereby specific
operationa risk exposures were identified, communicated and addressed.

Year 2000 Issue. Animportant element of our operationa risks over the past two years has been
the need to address the Y ear 2000 issue. We recognized early the potential problems that could arise
from computer systems failing to properly recognize the change of date from 1999 to 2000. To combat
this problem, starting in 1996, we and each of our operating divisions established and implemented a
program responsible for addressing the Y ear 2000 issue.

To date, we have not experienced any material problems related to the Y ear 2000 date change,
and our preparations for the date change have performed according to plan. We continue to monitor for
any problems that may still arise from the date change and continue to test our systems for Y ear 2000
compliance.

The total cost to us of the Y ear 2000 program was CHF 493 million in 1998 and CHF 222 million
during the first nine months of 1999.
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Asset and Liability Management

We recognize that the market and credit risk framework which is set out above cannot be fully
applied to our asset and liability management activities which include group liquidity, group funding and
capital management as well as the management of non trading foreign exchange risk and non trading
interest rate risk. Consequently, we have established specific processes and policies for managing these
risks. Our asset and liability management function is undertaken at the Corporate Center by our
Corporate Financial Management department, or “CFM”, which reports directly to the CFO. CFM is
responsible for establishing and effectively managing the processes in relation to these risks in accordance
with the specific policies which have been approved by the Board of Directors.

The overriding goals of all processes within our asset and liability management activities are:

efficient management of the bank’s non trading interest rate and foreign exchange
exposures

durable and cost-efficient funding of the bank’s balance sheet
optimal liquidity management in order to generate cash when required

compliance with legal and regulatory requirements

I nterest Rate Management

Interest rate risk is inherent to most of our businesses. Interest rate risks arise from a variety of
factors, including differences in the timing between the contractual maturity or repricing of assets,
liabilities and derivative instruments. Net interest income is affected by changes in market interest rates,
given that the repricing characteristics of loans and other interest earning assets do not necessarily match
those of deposits, other borrowings and capital. In the case of floating rate assets and liabilities, we are
also exposed to basis risk, which is the difference in repricing characteristics of two floating rate indices,
such asthe savings rate and six month LIBOR. In addition, certain of our products have embedded
options that affect their pricing and principal.

With regard to interest rate risk, the Board of Directors reviews and approves risk management
poalicies, risk limits and the control framework. We have adopted a comprehensive Group-wide approach
to managing our interest rate risk, and we allocate the responsibility for managing this risk to alimited
number of business areas. Under this approach, interest rate risk is clearly segregated into trading and
non-trading risk. In particular, all interest rate risks arising from non trading business activities are
captured at the point of business origination and transferred either to UBS Warburg' s Cash and Collateral
Trading book, or “CCT”, or to the Corporate Center’s Bank book through a group wide transfer pricing
mechanism. Therisk isthen managed centrally in accordance with the relevant risk policy.

In the case of transactions with afixed maturity, the interest rate risk is transferred from the
relevant business areato CCT on atransaction by transaction basis. This means that products with fixed
maturities immediately become part of the trading book in UBS Warburg and the business locks in an
interest-risk-free margin on such products thereby relieving them of any residual interest raterisk. Asa
result of this process, we aso benefit fully from the netting potential between our balance sheet and
trading products.
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In the case of client business, such as savings accounts or current accounts, which have no
contractual maturity date or directly market-linked customer rate the interest rate risk is transferred from
the business areas by pooled transactions to the Bank Book. Since these products effectively contain
various embedded options in respect of withdrawal/prepayment and rate-setting, they cannot be hedged
by single back-to-back transactions. Consequently, CFM manages the inherent interest rate risk in these
products in the Bank Book through the establishment of replicating portfolios of revolving fixed-rate
transactions of predefined maturities which approximate the average cash flow behavior of these
positions. CFM then hedges the overal risk in the Bank Book by means of interna transactions with
CCT. Hence, dl interest rate risks arising from client business are transferred either directly, or indirectly
viathe Bank Book, to CCT.

In addition to the interest rate risk associated with client business, there is a significant amount of
interest rate risk in relation to our non-business balance sheet items, such asin the refinancing of our real
estate portfolio; our equity investments in associated companies and the investment of our own equity.
The refinancing of real estate and equity investments and the investment of our equity are all strategic
decisions which implicitly create non-trading interest rate exposures. The interest rate risks inherent in
these balance sheet items are managed in the Bank Book by representing them as replicating portfolios,
on the basis of decisions taken by the Group Executive Board as to the appropriate effective maturities.
Here, too, therisk is hedged by means of interna transactions with CCT.

All these replicating portfolios which are contained in the Bank Book are updated monthly by
replacing maturing tranches with new aggregate tranches which reflect the changes in the balance sheet
over the period. By their nature, the staggered tranches which congtitute each replicating portfolio reduce
the volume that must be hedged by the Bank Book at each monthly rollover. However, due to the extent
of the underlying portfolio volumes, the new aggregate tranches are nevertheless of such a size that they
cannot be hedged instantly. The Bank Book therefore assumes intramonth interest rate exposure until it
can execute all the necessary offsetting hedges with CCT. The exposure of the Bank Book, which thus
tends to fluctuate between monthly rollovers and the profits or losses arising out of the Bank Book, are
reported on an accrua basisin the financia statements and congtitute an integral part of the Group’s net
interest income.

The Board of Directors has approved risk management policies, risk limits and the control
framework for the entire interest rate risk management process including the establishment of a
Vaue-at-Risk limit for the interest rate exposure of the Bank Book. Market Risk Control monitors the
risk in both the CCT and in the Bank Book on a daily basis as part of its overal market risk in order to
ensure the integrity of the interest rate risk management process and its compliance within the defined
risk limits.

The approach which we adopt for managing the interest rate risks inherent in the Bank Book
complies with the regulatory framework recently introduced by the FBC. In the course of the year 2000,
it will become mandatory for al Swiss banks to report to the Swiss Nationa Bank the interest rate
sengitivity of the Bank Book on a quarterly basis. Additionaly, the specific composition of the
underlying replicating portfolios used to manage individual balance sheet items must also be disclosed in
order to assist the regulators to identify “outliers’ in terms of their interest rate risk profiles.
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The following table shows the interest rate sensitivity of our Bank Book at 30 September 1999
measured in terms of the potential impact of a one basis point (0.01%) parald rise in interest rates on the
market value of each balance sheet item:

CHF thousand within 1 1to3 3tol12 |1to5years| over5 TOTAL
per basis point month months months years

CHF -8 14 36 537 -1,146 -567|
usD q 3 -50 89 1,185 1,229
EUR 2 -6 0 80 226 302
GBP Qg -17 15 69 769 836
JPY 3 0 0 -1 -3 -1
Others 0 0 0 0 0 0
TOTAL -3 -7 1 775 1,030 1,796

of which Replicated Equity:

CHF thousand within 1 1to3 3tol12 |l1toS5years| ove 5 TOTAL

per basis point month months months years
CHF 12 18 523 6,981 0 7,534
Bank Book without Replicated Equity:
CHF thousand within 1 1to3 3tol12 |[1to5years| over5 TOTAL
per basis point month months months years

-15 -25 -522 -6,206 1,030 -5,738
TOTAL

The most significant component of the Bank Book sensitivity stems from the investment of the
Group's equity. At 30 September 1999, this was invested in a portfolio of fixed-rate CHF deposits with
an average duration of 2.0 years and a sengitivity of CHF —7.5 million per basis point, in line with the
strategic investment targets set by the Group Executive Board. 1n order to ensure that these GEB targets
are met, the Group’s equity is represented as aliability position in the Bank Book with a benchmark
replication portfolio. By offsetting the risks represented by this “replicated equity” position, the Group’s
equity is invested according to the GEB’s strategic targets. It should be noted that the interest rate
sengitivity associated with this position cannot be viewed in the same light as the interest rate risk within
our trading portfolio. This sengitivity is a direct consequence of our chosen investment strategy for our
equity, and a reduction could only be achieved by adopting a shorter term investment profile which would
inevitably expose our interest earnings to greater volatility.

In addition to the above standard sensitivity to a one basis point rise in rates, we use the following
two measures to help to monitor the risk inherent in the Bank Book:

Net interest income at risk, which is defined as the exposure of the net interest income
arising in the Bank Book to an adverse movement in interest rates over the next twelve
months. Given the fact that al client business with fixed maturities is matched funded
with UBS Warburg, these transactions are not affected by changes in interest rates.
Therefore only net interest income positions resulting out of replicating portfolios may be
exposed to market changes. Our simulations estimate the impact of different changesin
the level of interest rates using shock scenarios as well as gradual changes in interest
rates over aperiod of time. All of the scenarios are compared with a scenario where
current market rates are held constant for the next twelve months.
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The economic value sensitivity, which is defined as the potential change in market value
of the Bank Book resulting from changes in interest rates. This estimates the effect of an
immediate interest rate shock on the net position in the Bank Book.

The net interest income at risk measure on the Bank Book considers such variables as.
repricing characteristics of assets and liabilities
rate barrier effects, such as caps and floors, on assets and liabilities
maturity effects of replicating portfolios
behavior of competitors

Both measures are based on the Bank Book’ s interest rate position excluding the ligbility position
relating to “replicated equity”. The methodology is designed to highlight the effects of market changesin
interest rates on existing baance sheet positions; it ignores future changes in the asset and liability mix
and therefore it is not by itself a measure of future net interest income.

The two methodologies provide different measures of the level of interest raterisk. The
economic value sengitivity measure provides alonger term view, since it considers the present value of al
future cash flows generated from the existing balance sheet positions. The net interest income at risk
measure provides a shorter term view, as it considers the repricing effect of al maturing positions over
the next twelve months. The table below shows the change in risk under both measures between the end
of 1998 and 30 September 1999.

Nine Months Ended Y ear Ended
30 September 1999 31 December 1998

(CHF in millions)
Net interest income at risk - 294 - 265

Economic value senstivity - 575 - 493

The net interest income at risk figure shown is the worst case among the scenarios analyzed,
simulating an interest rate shock (parallel shift) of -200 basis points. At 31 December 1998, the
difference to the constant market rate scenario represents -4.0% of 1998’ s total net interest income and
-4.4% at 30 September 1999. |In this extreme scenario the largest part of the decrease would occur due to
lower margins on deposit accounts and lower returns on the investment of the Group’s equity.

The economic value sensitivity shows the effect of a 100 basis point adverse interest rate shock,
implying that the bank had an exposure of CHF -493 million to rising rates at 31 December 1998 and
CHF -566 million at 30 September 1999.

The increase in the economic value sengitivity from 31 December 1998 to 30 September 1999
was primarily due to the decreased USD and GBP senditivities. Since these exposures act asa
counterweight to the dominant CHF position, this resulted in an increased overall CHF exposure to rising
rates.
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Liquidity and Funding Management

Our approach to liquidity management seeks to ensure that we will aways have sufficient
liquidity to meet our liabilities in atimely manner while preserving the option of exploiting potential
strategic market opportunities. Our centralized approach to liquidity management encompasses the entire
network of branches and all of our subsidiaries and ensures that the liquidity position is more than
adequate to cover short-term liabilities at all times. Our liquidity management is based on an integrated
framework that incorporates an assessment of al known cash flows within the Group as well asthe
availability of high grade collateral which could be used to secure additional funding if required. We
prudently manage our liquidity position under different potential scenarios taking stress factors into due
consideration.

Our Board of Directors has approved a policy which establishes the core principles for liquidity
management and has defined an appropriate contingency plan. A first set of principles relates to the
establishment of liquidity risk limits, such as a net overnight funding limit. The risk limits are set by the
Group Executive Board and monitored by our Financial Management Committee, or “FMC”, which is
chaired by the CFO and meets on a monthly basis in order to assess the bank’ s liquidity exposure. A
second set of principles concentrates on the liquidity crisis management for which detailed contingency
plans have been worked out. Regional committees constantly monitor the markets in which we operate
for potential threats and regularly report their findings to the FMC. In the event of aliquidity crisis
regional crisis task forces will perform al necessary contingency actions under the command of senior
management.

The liquidity management process is undertaken jointly by CFM and CCT. CFM’sfunction isto
establish a comprehensive framework of directives and risk limits, in which CCT undertakes the
operational cash and collateral management transactions. Our centralized cash and collateral business
management enables us to achieve atight control on both the global cash position and the stock of highly
liquid and rediscountable securities.

Our funding strategy seeks to ensure that we are able to finance our business activities at the
lowest possible costs. With abroad diversification (by market, product and currency) of funding sources
we maintain awell balanced portfolio of liabilities which generate a stable flow of financing and
additionally enables us to bridge times of market disruptions. In this context our strong domestic retail
businessis avery valuable, cost efficient and reliable source of funding. Through the establishment of
short- and medium-/long-term funding programs in Europe, in the US and Asia we can raise funds
globaly in avery efficient manner and reduce our dependence on any particular source of funding.

Our long-term debt portfolio has increased from CHF 50.8 hillion as of 31 December 1998 to
CHF 55.5 billion as of 30 September 1999. During this period we have issued CHF 8.1 billion of
long-term securities while at the same time CHF 3.4 billion have matured. The maturity profile of the
long-term debt portfolio is well balanced with a dight bias towards shorter-term maturities due to the
maturity profile of our assets. See Note 22 to the Notes to the Consolidated Financia Statements for
further information concerning our long-term debt.

Currency Management
Our corporate currency management activities are designed to shield our equity and the expected

future foreign currency cash-flows from adverse currency movements against the Swiss franc while
preserving the option of exploiting any market opportunities which may arise.
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The following principles guide our approach to managing this risk:
Our equity must be invested in Swiss franc (trandation risk management)

Recognized foreign currency exposures must be hedged proactively for the whole
financial year, which represents the cycle of financia accounting (transaction risk
management).

Trandation (balance sheet) currency risk. We aim to maintain the flexibility to alow our
foreign assets (a business unit or a non-financial asset) to be divested at any time without adverse
currency impacts. To limit these undesired foreign exchange impacts on investments and divestments of
these assets, foreign currency assets are match funded in the relevant currency. The match-funding
principle is aso applied to the financing of our foreign investments, including foreign equity investments.
This strategy, together with the repatriation into Swiss francs of foreign currency dividends and capital,
ensures that our equity is aways fully invested in Swiss francs.

Transaction (revenues/costs) currency risk. The objective of our transaction risk management
process is to protect our budgeted annual foreign currency net profits against adverse currency
movements during the relevant reporting period. Foreign currency net profits are actively managed by
CFM on behaf of the Group against the Swiss franc in accordance with the instructions of the Group
Executive Board and the established VaR limit for thisrisk. The budgeted net profits are treated as long
forward Foreign Exchange exposures in local reporting currency against the Swiss franc.

The non-trading foreign currency exposures are mainly hedged with foreign exchange forward
contracts, although foreign exchange options are also used particularly where there is a measure of
uncertainty about the magnitude of the underlying income. The net position of the budgeted net profits
and the corresponding hedges, is the basis for the VaR calculation on CFM’ s non-trading currency
position. During the year, actua results are continuously monitored. Major budget deviations must be
communicated to CFM for potentia additional hedge transactions. The VaR analysis, which is performed
daily, is based on the same 10 day 99% confidence level as appliesin UBS Warburg. The vdidity of the
VaR measurement is evaluated by conducting backtests, which compare the estimated VaR amount with
the actud shift of the positions' profit or loss due to exchange rate movements

The following table summarizes the VaR usage for the time period 1 July 1998 to 30 September
1999:

VaR (in CHF mio.) Minimum Maximum Average Last value of period
1.Jul.98 — 31 Dec.98 37.2 133.7 775 79.2
1. Jan.99—30. Sep. 99 14 77.8 46.6 11.5

The principal contributors to our non-trading currency exposure are the operations in the UK and
the United States. In genera, the VaR position is highest at the beginning of the year when the budgeted
net profits are transferred to CFM and is gradually reduced during the year depending on the exact hedge
strategy being used.

Our policy isto keep the VaR of the non-trading currency position relatively low, as can be

observed in the development of the VaR since the merger. The large currency exposure in the course of
1998 is due to the effects of the merger as well as to the unexpected losses in relation to the Global
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Equities Derivatives portfolio and LTCM which resulted in a significant divergence between budgeted
and actua income.

Capital Management

Capita management is a part of the Group’s asset and liability management activities for which
the Corporate Financial Management Department is responsible. Our overall capital needs are
continually reviewed to ensure that our capital base can appropriately support the anticipated needs of the
divisions as well as the regulatory capital requirements. See “— Risk Management — Asset and Liability
Management”.

The following table sets forth key capital figures and ratios as of 30 September 1999 and 31
December 1998:

At 30 September At 31 December
1999 1998
(CHF in millions, except ratios)
BISTier 1 Capital.......c.cvevverveeneinieerieenn 29,069 28,299
BISTier 1 and Tier 2 Capital.........c.ceenene. 39,517 40,385
BISTier 1 Capital Ratio........cceeeveverieeinnne 10.2% 9.3%
BISTier 1 and Tier 2
Capital Ratio........ccoouveieeiiieie e, 13.9% 13.3%

The ratios measure capital adequacy by comparing our eligible capital with our risk-weighted
asset positions, which include balance sheet assets, net positions in securities not held in our trading
portfolio, off-balance sheet transactions converted into their credit equivalents and market risk positions
at aweighted amount to reflect their relative risk. Our BIS Tier 1 Ratio increased from 9.3% at 31
December 1998 to 10.2% at 30 September 1999 primarily resulting from a significant increase in retained
earnings coupled with a reduction in risk weighted assets. The decrease in risk weighted assets
principally reflected reduced derivatives, amounts due from banks, off balance sheet contingent liabilities
and market risk positions. See Note 33c in the consolidated financial statements for additional
information on capital adequacy.

The following table sets forth BI S risk-weighted assets as of 30 September 1999 and 31
December 1998:

At 30 September At 31 December
1999 1998
(CHF in millions, except ratios)
Balance sheet assets........ccccooevvveeecciiieeeeennee 222,719 238,024
Off balance sheet and other positions............ 49,033 50,659
Market risk OptionS.........covveeeiieeinieennieene 11,920 16,018
Total BISrisk-weighted assets.................... 283,672 304,701

We bdlieve that a strong capitalization and rating are part of distinguishing UBS to both clients
and shareholders. On 12 March 1999, we introduced a treasury stock buy-back program, which was
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intended to run for a period of two years. At the end of the third quarter of 1999, we held 17.2 million
shares, as adjusted to reflect the two-for-one stock split, the effective date of which is 8 May 2000,
representing about 4% of our outstanding shares. The objective of the buy-back program was to utilize
the shares for acquisitions and the employee stock ownership program. We have subsequently concluded
that this program is too limited for our purposes because of the continuous increase in capital we project
from on-going retained earnings and the selective reduction in our risk profile as well asincreasing capital
efficiency.

For this reason, we decided in December 1999 to discontinue our treasury stock buy-back
program. We plan to replace the current program with a Swiss-specific buy-back program targeted at
Swissingtitutiona shareholders, which is the only tax-efficient means that we have identified to achieve
cancdllation. Thisiscalled a*“second trading line” program. The second trading line program will be
implemented subject to agreement on the final conditions with the relevant authorities. The subsequent
cancellation of the shares bought back through the second trading line program requires shareholders
approval. We also recognize, and will address over time, the potentia for introducing a more active
management of the composition of our capital.

Selected Statistical Information

The tables below set forth selected statistical information regarding the Group’s banking
operations. Unless otherwise indicated, average baances for the nine month period ended 30 September
1999 are calculated from monthly data and averages for the years ended 31 December 1998 and 1997 are
calculated from quarterly data. The distinction between domestic and foreign generaly is based on the
domicile of the booking location. For loans, this method is not significantly different from an analysis
based on domicile of the borrower. Disclosures for the years ended 31 December 1996 and 1995, where
applicable, are presented for Union Bank of Switzerland and Swiss Bank Corporation individudly.
Combined data is not presented for these periods because differences between accounting policies of the
predecessor banks were significant or could not be quantified, or because significant inter-company
balances could not be identified and eliminated. For purposes of this selected statistical information,
“UBS’ refersto Union Bank of Switzerland and “SBC” refers to Swiss Bank Corporation.
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Average Balances and I nterest Rates

The following table sets forth average interest-earning assets and average interest-bearing
liabilities, dlong with the average rates, for the nine-month period ended 30 September 1999 and the years
ended 31 December 1998 and 1997.

30 September 31 December
1999 1998 1997

Average Average Average Average Average Average
Balance Interest Rate(%) Balance Interest Rate(%) Balance Interest Rate (%)
(CHF in millions, except percentages)

Assets
Money market paper

DOMEStC...ovvveviiriiene 2,750 17 0.8% 4,002 70 1.7% 6,768 181 2.7%

FOreign ...cvevereesieceeieee 42,183 724 2.3% 20,679 763 3.7% 27,416 1,133 4.1%
Due from banks

Domestic 20,661 567 3.7% 22,703 916 4.0% 22,823 926 4.1%

FOreign .ccveveeesiecieciee 32,333 882 3.6% 43,705 2,852 6.5% 33,003 2,278 6.9%
Securities borrowed and

reverserepurchase

agreements

DOMEStC ...cuveveveveieeenen 3,123 88 3.8% 7,751 89 1.2% - - 0.0%

FOreign ..occcvvveieeveeieene, 227,781 7,680 45% 275,549 10,290 3.7% 257,090 11,328 4.4%
Trading portfolio

DOMESLIC ..o, 45,413 78 0.2% 78,211 78 0.1% 19,915 139 0.7%

FOreign ..cveeeeesiericcieee 108,605 2,760 3.4% 119,629 3,802 3.2% 153211 4,059 2.6%
Loans

DOMESEC ...ovveveveeeieeeias 203,090 6,177 4.1% 207,937 8,839 4.3% 216,114 10,646 4.9%

FOreign ..ceeevevveniiiiee 61,015 2,518 5.5% 72,445 5,440 7.5% 61,110 5,400 8.8%
Financial investments

Domestic 3,359 53 2.1% 3481 104 3.0% 3,819 119 3.1%

Foreign 3,879 51 1.8% 7,105 268 3.8% 9,491 379 4.0%
Net interest on swaps........... - 1,794 - - 1,701 - - 725 -
Totd interest-earning

BSSELS...eenvereie e 754,192 23,389 4.1% 863,197 35,212 4.1% 810,760 37,313 4.6%
Non-interest -earning assets

Positive replacement

values 146,098 164,708 124,224

Fixed assets.. 9,026 11,316 12,628

Other ..o 34,630 33,897 32,846
Tota] aver age assAtS...ovunnn 943,946 1,073,118 980,458
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Liabilitiesand Equity
Money market paper issued
DomestiC......ccoocveveerinene
FOreign ...ooveveereieiee
Dueto banks

Foreign ......ccceeeieeiiieen.

Foreign ......ccoeeveeiiieen.
Trading portfolio
DomestiC........ccceevevvennen.
Foreign ......cccoveveeieeenen.
Dueto customers
DomestiC......cccocvevverieene
FOreign ...oovveveerecieee
Long term debt
DomestiC........ccceevvvvennnen.
FOreign ..o
Totd interest-bearing liabilities
Non-interest -bearing liahilities
Negative replacement values
Other
Total liabilities..........cccu...
Shareholders’ equity ...........

Total averageliabilitiesand
shareholders’ equity.......

Netinterestincome............
Net yield on interest-

30 September 31 December

1999 1998

1997

Average Average Average Average Average
Balance  Interest Rate(%) Balance Interest Rate(%) Balance

Average

Interest Rate (%)

(CHF in millions, except percentages)

160 - 0.0% 255 2 0.8% 625 12
54,306 1,667 41% 51435 2,557 5.0% 42,565 1,920
38,763 1,145 3.9% 69,140 2772 40% 76269 1,749
39,481 1,167 3.9% 51,209 3,205 6.3% 63498 4,155
12,043 80 0.9% 12261 71 0.6% - -

146,686 5,621 51% 186,819 7472 40% 177,128 9,660
- - 0.0% - - 0.0% - -
48,490 1,804 5.0% 65677 1,741 2.7% 40541 1,492
156,482 1,877 1.6% 161,688 2,613 1.6% 169,514 3,030
122,087 4,403 48% 132,338 7,275 55% 121,305 6,505
16,864 712 56% 21267 1,138 5.4% 29010 1,481
36,308 1,530 56% 31,024 1,348 43% 23,788 1,055
671,760 ~ 20,006 4.0% ~ 783,113 30,194 3.9% ~ 744243 31,059
171,396 187,934 136,151
68,007 69,184 66,755
911,163 1,040,231 047,149
32,783 32,887 33,309
943,946 1,073,118 980,458
3,383 5,018 6,254
0.6% 0.6%

1.9%
4.5%

2.3%
6.5%
0.0%
5.5%

0.0%
3.7%

1.8%
5.4%

5.1%

4.4%
4.2%

0.8%

All assets and liabilities are trand ated into Swiss Francs at uniform month-end rates. Income and
expenses are trand ated at monthly average rates. For the purpose of calculating the average rate and net
yield for the nine-month period ended 30 September 1999, interest income and expense amounts have

been annualized.

Average rates earned and paid on assets and liabilities can change from period to period based on
the changesin interest rates in general, but also are affected by changes in the currency mix included in
the assets and liabilities. This especialy istrue for foreign assets and liabilities. Tax exempt incomeis
not recorded on atax-equivalent basis. For al three years presented, it is considered to be insignificant
and therefore the impact from such income is negligible.
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Interest income and expense on certain accounts are reported as trading income in our
Consolidated Financial Statements, but are reported againgt those accounts in the table. These accounts
include: money market paper, securities borrowed and lent; reverse repurchase and repurchase
agreements, and trading assets and liabilities. Also, the interest expense in our Consolidated Financial
Statements is reduced by an amount for funding costs for trading positions, which is not reflected in the
preceding table. The following table reconciles net interest on interest-earnings assets as shown in the
table above to net interest income in our Consolidated Financial Statements.

Nine Months Ended Year Ended 31 December
30 September 1999 1998 1997
(CHF in millions)

Net interest on interest -earning assets 3,383 5,018 6,254
Money market paper (667) (22) -
Securities borrowed and reverse repurchase agreements (7,768) (10,379 (11,328)
Trading portfolio assets (2,838) (3,880) (4,198)
Securities lent and repurchase agreements 5,701 7,543 9,660
Trading portfolio liabilities 1,804 1,741 1,492
Funding costs for trading positions 5,222 6,641 5,056

Net interest per financial statements 4,837 6,662 6,936

Analysis of Changesin Interest Income and Expense

The following tables alocate, by categories of interest-earning assets and interest-bearing
liabilities, the changes in interest income and expense due to changes in volume and interest rates for the
nine month period ended 30 September 1999 compared to the year ended 31 December 1998, and for the
year ended 31 December 1998 compared to the year ended 31 December 1997. Volume and rate
variances have been calculated on movements in average balances and changes in interest rates. Changes
due to a combination of volume and rate have been dlocated proportionally. For purposes of anayzing

the net change for 1999 over 1998, the nine month 1999 period ended interest income and expense
amounts have been annualized.
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Inter est-earning assets
Money market paper
Domestic....
FOreign ..ocovveeiieieee e
Due from banks

FOrEIgN oo

Foreign
Trading portfolio

DOMESLC....coveviiiriiciieieeeeecee

FOreign ..cooeeeeiieiee e
Loans

FOreign ..ocovveeiieiee e
Financial investments

DOMESLIC....ccevveeeeciee e

Foreign

Totd interest-earning assets....

Net interest on SWaps.......ccccevverieeeenns
Total interest inCOME..........cccvvveeenneeen.

Interest-bearing liabilities

Money market paper issued
DOMESEIC.....ceeivvieiiieciie e
FOreign ..ooovveeiieiee e

Dueto banks

FOrEIgN oo
Securities lent and repurchase
agreements

FOreign ..ocoveeeiieiee e
Trading portfolio

Domestic

FOrEIgN oo

FOreign ..ocovveeieieeeeeen
Long term debt
DOMESLIC....ccvvereeieeeeeec e
FOreign ..ocoveeeiieiee e
Interest expense
Domestic....
FOrEign ..oocveeieicceceeie e
Totd interest-bearing liabilities.............

1999 over 1998

1998 over 1997

Increase (decrease) dueto

Increase (decrease) dueto

changesin changesin
Average Average
Volume AverageRate  Net Change Volume AverageRate  Net Change
(CHF inmillions)
(22) (25) 47) (74) (37) (111)
793 (590) 203 (278) (92) (370)
(82) (78) (160) 6 4 C)
(742) (934) (1,676) 739 (165) 574
(53) 82 29 89 - 89
(1,784) 1,734 (50) 813 (1,851) (1,038)
(33) 59 26 407 (468) (61)
(350) 228 (122) (890) 633 (257)
(206) (397) (603) (403) (1,404) (1,807)
(859) (1,224) (2,083) 1,002 (962) 40
&) (30) (34) (11) 4 (15)
(122) (78) (200) (95) (16) (111)
(400) (389) (789) 3 (1,917) (1,914)
(3,064) (864) (3,928) 1,291 (2,453) (1,162)
(3,464) (1,253) (4,717) 1,294 (4,370 (3,076)
690 976
@ @ &) (7 (€) (10)
143 477) (334) 400 237 637
(1,217) (28) (1,245) (164) 1,187 1,023
(734) (915) (1,649) (804) (146) (950)
36 - 36 71 - 71
(1,605) 1,628 23 529 (2,717) (2,188)
(45(;:») 1,12(; 664 926; (67%) 249;
(84) (26) (110 (140) (277) (417)
(564) (841) (1,405) 592 178 770
(236) 47 (189) (395) 52 (343)
234 458 692 321 (28) 293
(1,502) 8 (1,510) (635) 959 324
(2,982) 973 (2,009) 1,964 (3,153) (1,189)
(4,484) 965 (3,519 1,329 (2,194) (865)
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Deposits

The following table analyzes average deposits and the average rates on each deposit category
listed below at and for the nine months ended 30 September 1999 and the years ended 31 December 1998
and 1997. The geographic alocation is based on the location of the office or branch where the deposit is
made.

30 September 31 December
1999 1998 1997
Average Average Average Average Average Average
Deposit Rate (%) Deposit Rate (%) Deposit Rate (%)
(CHF in millions, except percentages)
Banks
Domedtic offices:

Demand deposits.........ccceevvenreeeenns 14,382 1.0% 11,890 0.6% 9,856 0.8%
6,279 5.7% 10,813 4.7% 12,967 2.5%

Total domestic offices........ccccvvrinnene 20,661 2.4% 22,703 2.6% 22,823 1.8%

Foreign offices:

Interest -bearing deposits (1) ........... 32,333 3.9% 43,705 6.3% 33,003 6.5%
Total duetobanks.........cccccveerenennenne. 52,994 3.3% 66,408 5.0% 55,826 4.6%
Customer accounts

Domedtic offices:

Demand deposits.... 49,145 0.6% 44,569 0.7% 41,411 0.8%

Savings deposits..... 80,990 1.2% 82,561 1.6% 85,027 1.8%

Time deposits............... . 26,347 4.6% 34,558 2.9% 43,076 2.7%

Total domestic offices.......ccceveruennene 156,482 1.6% 161,688 1.6% 169,514 1.8%
Foreign offices:
Demand deposits.........c.oeevvenreenenns 122,087 4.8% 132,338 5.5% 121,305 5.4%

Total dueto customers........cceeeeeneee. 278,569 3.0% 294,026 3.4% 290,819 3.3%

(1) Includes mostly time deposits.

At 30 September 1999, the maturity of time deposits exceeding CHF 150,000, or an equivaent
amount in other currencies, was as follows:

At 30 September 1999
(CHF in millions)

Domestic Foreign
Within 3 months........ccccceveeeuvienee. 40,155 126,550
31012 months.......cccoveveveceeereniennns 4,899 8,376
1tO 5 YEAS...corrrrrrrrrerirsrine 766 469
OVEr 5YEaIS. ..o 48 2,107
Total time deposits......cccovvveenne. 45,868 137,502
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Short-term Borrowings

The following table presents our period-end, average and maximum month-end outstanding

amounts for short-term borrowings, aong with the average rates and period-end rates at and for the nine

months ended 30 September 1999 and the years ended 31 December 1998 and 1997.

Money Market Paper |ssued Dueto Banks Repurchase Agreements
30 September __ 31 December 30 September 31 December 30 September 31 December
1999 1998 1997 1999 1998 1997 1999 1998 1997
(CHF million)
Period-end balance............ 67,417 51,527 55,600 39,997 10,361 84,952 147,532 137,617 191,792
Average baance 54,466 51,690 43,190 25,250 53941 83941 139,935 177,298 153,028
Maximum month-end
balance.......ccoovininnne 67,417 53,710 55,600 39,997 89,072 105,332 147,532 202,062 191,792
Average interest rate
during
theperiot.......ccceeueeene 4.1% 5.0% 4.5% 5.2% 4.9% 4.0% 5.0% 3.6% 5.3%
Averageinterest rate at
PEriOC-ENC....eevveeeeennene 5.3% 4.6% 4.5% 5.2% 4.4% 4.2% 5.5% 4.9% 4.5%
Loans

Our loans are widely dispersed over customer categories both within and outside of Switzerland.
No one concentration of loans, with the exceptions of private households in Switzerland and foreign
banks accounted for more than 10% of our total loan portfolio. For further discussion of our loan
portfolio, see “— Risk Management — Credit Risk”. The following table illustrates the diversification of

our loan portfolio among customer categories at 30 September 1999 and 31 December 1998, 1997, 1996

and 1995. The industry categories presented are consistent with the classification of loans for reporting to
the Swiss Federal Banking Commission and Swiss National Bank.

Domestic:
BankS .....cooovieeieiiiee e
Financid ingtitutions..........
Construction
Services (1)
Retail and wholesdle......................

Red edtate and rentas (2)
Manufacturing
Public authorities...........cccccevveee.
Private households............cccccveennee.
Other
Total domestic

Foreign:
Banks ....cooveiiiieiiee e

Other loans (3)
Totd foreign

Total grossloans........c.ccceeveeeveeennne

(1)
2

At 31 December
At 30 September 1996 1995
1999 1998 1997 UBS SBC UBS SBC
(CHF in millions)

2,147 4,543 17,751 15,039 2,532 2,700 2,467
10,173 10,240 11,371 14,465 6,752 12,865 6,673
6,973 7,897 9,627 6,022 4,556 3,737 4,644
14,408 11,582 13,083 7,841 6,383 6,011 6,401
11,085 8,912 10,512 7,220 6,602 6,772 6,323
4,243 4,129 4,668 4,815 2,200 4,311 2,219
20,794 21,231 22,915 N/A N/A N/A N/A
11,527 13,505 16,440 9,650 9,019 10,113 9,788
4,886 5,858 6,354 3,271 4,972 2,727 4,484
94,169 97,664 109,044 55,088 59,098 48,935 56,732
1,965 1,662 1,862 1,156 694 1,629 747
182,370 187,223 223,627 124,567 102,808 99,800 100,478
34,265 65,000 49,559 25,048 70,758 88,586 42,689
73,064 78,741 80,054 33,412 34,758 55,188 29,814
107,329 143,741 129,613 58,460 105,516 143,774 72,503
289,699 330,964 353,240 183,027 208,324 243,574 172,981

introduced this category in 1997; prior years' balances cannot be restated.

©)
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Include transportation, communication, health and socia work, education and other social and personal service activities.
Include real estate development, buying, selling and leasing of real estate, agency activities and real estate management. The SNB

Includecommercial and manufacturing (33%), financia institutions (23%), commodities (10%) and other (34%) at 30 September 1999.



The following table analyzes our mortgage portfolio by geographic origin of the customer and
type of mortgage at 30 September 1999 and 31 December 1998, 1997, 1996 and 1995. Mortgages are
included in the aforementioned industry categories.

31 December
30 September 1996 1995
1999 1998 1997 UBS SBC UBS SBC
(CHF in millions)

Mortgages:

DOMESLIC...cvveveeeeeiieiesie e 128,262 138,306 142,919 68,534 70,966 67,200 67,098

FOrEIgN ...ccveieieeeee e 2,111 2,479 3,883 1,657 2,266 1,306 2,372
Total grossmortgages ..................... 130,373 140,785 146,802 70,191 73,232 68,506 69,470
Mortgages:

Residential.........cccoerrreienenienens 100,611 106,093 105,926 48,508 49,794 48,711 46,083

CommErcial .......cooeerererenenenens 29,762 34,692 40,876 21,683 23,438 19,795 23,387
Total grossmMortgages ..........co.ee..... 130,373 140,785 146,802 70,191 73,232 68,506 69,470

Loan Maturities

The following table discloses |oans by maturities at 30 September 1999. The determination of
maturities is based on contract terms. Information on interest rate sensitivities can be found in Note 33 of
our Consolidated Financial Statements.

Within 1 Year lto5Years Over 5 Years Total
(CHF in millions)
Domestic:
Banks.......cocoevveeeinnnne. 2,127 5 15 2,147
Mortgages..........ccceuvunene. 64,967 60,963 2,332 128,262
Other loans.................... 38,571 10,701 2,689 51,961
Total domestic.................. 105,665 71,669 5,036 182,370
Foreign:
Banks......cocoeevereinnnne 33,160 873 232 34,265
Mortgages .........ccvuvunne. 1,138 847 126 2,111
Other loans................... 64,706 4,629 1,618 70,953
Total foreign.......c.cccveeee. 99,004 6,349 1,976 107,329
Total grossloans............. 204,669 78,018 7,012 289,699

Non-performing and Restructured Loans

Non-performing loans are loans for which the contractua payments of principal and/or interest
arein arrears for 90 days or more. After the 90-day period, we no longer recognize interest income on the
loan and we take a charge for the unpaid and accrued interest receivable. Unrecognized interest related to
non-performing loans amounted to CHF 323 million for the nine month period ended 30 September 1999
and CHF 423 million and CHF 450 million for the years ended 31 December 1998 and 1997,
respectively. The table below provides an analysis of our non-performing and restructured loans at 30
September 1999 and 31 December 1998, 1997, 1996 and 1995. For further discussion of non-performing
and restructured loans, see — Risk Management — Credit Risk”.
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At 31 December

At 30
September 1996 1995
1999 1998 1997 UBS SBC UBS SBC
(CHF in millions)
Non-performing loans:
DOMESLIC.....coeiieeiiieiiieeie e 11,928 14,023 15,238 7,171 9,687 7,787 10,582
FOrEign oo 1,666 2,001 1,426 414 1,446 424 1,703
Total non-performingloans................ 13,594 16,114 16,664 7,585 11,033 8,211 12,285
Foreign restructured loans (1)............. 315 449 638 473 289 439 301

(1) Amounts presented for 1999 and 1998 include only performing foreign restructured loans. Amounts
presented for prior years include both performing and non-performing foreign restructured |loans.
We do not, as a matter of policy, typicaly restructure loans to accrue interest at rates different from
the original contractua terms or reduce the principal amount of loans. Instead, specific loan
allowances are established as necessary. Unrecognized interest related to the foreign restructured
loans was not material to our results of operations.

In addition to the aforementioned data analyzing non-performing loans, at 30 September 1999 we
had CHF 11,154 million in “other impaired loans’. These are loans that are current, or less than 90 days
in arrears, with respect to payment of principal or interest, however our credit officers have expressed
doubts as to the ability of the borrowers to repay the loan and specific alowances of CHF 4,107 million
have been established against them. These loans are primarily domestic.

Cross-border Outstandings

Cross-border outstandings consist of general banking products such as loans and deposits with
third parties, credit equivalents of over-the-counter derivatives and repurchase agreements, and the market
value of the inventory of securities. The outstandings are monitored and reported on an ongoing basis by
the credit risk management organization with a dedicated country risk information system. With the
exception of the 27 most developed economies the exposures are rigoroudy limited.

Claims which are secured by third party guarantees are recorded against the guarantor’ s country
of domicile. Outstandings which are secured by collatera are recorded against the country where the asset
could be liquidated. This follows the “ Guidelines for the Management of Country Risk”, which are
applicable to al banks that report to the Swiss Federal Banking Commission as the supervisory body.

The following tables list those countries for which the cross-border outstandings exceeded 0.75%
of total assets at 30 September 1999 and 31 December 1998 and 1997. At 30 September 1999, there were
no outstandings that exceeded 0.75% of tota assets in any country currently facing liquidity problems that
we expect would materially impact the country’ s ability to service its obligations.

For more information on cross-border outstandings, see “—Risk Management”.
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At 30 September 1999

Derivatives
and
Banking Products Repurchase Tradeable % of Total
Banks Non-Banks  Agreements Assetst) Total Assets
(CHF in millions)
United States....... 7,653 21,645 21,928 53,379 104,605 11.6%
Japan ... 1,421 960 8,429 70,204 81,014 9.0%
Germany .............. 5,079 2,186 40,330 16,185 63,780 7.1%
United Kingdom. 4,633 1,828 8,237 21,737 36,435 4.0%
] =)V —— 1,210 853 6,553 15,249 23,865 2.7%
France........cccoevene. 4,385 1,591 7,413 6,650 20,039 2.2%
Austrdia............... 2,433 376 6,718 4,956 14,483 1.6%
Netherlands......... 1,110 981 3,956 4,948 10,995 1.2%
Spain....eereiene 1,251 225 2,213 5,313 9,002 1.0%
Sweden..........c...... 433 1,223 3,126 2,450 7,232 0.8%
Luxembourg........ 995 1,862 2,386 1,694 6,937 0.8%
At 31 December 1998
Derivatives
and
Banking Products Repurchase Tradeable % of Total
Banks Non-Banks Agreements Assets? Total Assets
(CHF in millions)

United States....... 13,882 2,292 27,922 65,543 109,639 11.6%
United Kingdom. 4,006 2,583 10,912 32,348 49,849 5.3%
Japan ... 1,633 768 7,879 38,133 48,413 5.1%
Germany .............. 7,850 2,500 20,666 15,903 46,919 5.0%
France........ccoeuvene. 2,490 1,420 10,037 8,521 22,468 2.4%
[taly ..o 2,174 1,201 8,236 9,394 21,005 2.2%
Augtraia.......co..... 6,749 543 3,097 4,760 15,149 1.6%
Netherlands......... 1,221 1,086 6,134 6,363 14,804 1.6%
Sweden.........cc...... 449 812 3,710 8,091 13,062 1.4%
Canada.......cccou.... 755 549 5,162 3,479 9,945 1.1%
Austria.....ccoenvenes 769 82 1,513 5,436 7,800 0.8%
Spain...vereiene 913 350 2,495 3,701 7,459 0.8%
Belgium............... 1,248 162 2,393 3,599 7,402 0.8%
Luxembourg........ 1,212 2,130 1,723 2,195 7,260 0.8%

(1)

Tradeable assets consists of equity and fixed income financia instruments held for trading
purposes, which are marked to market on adaily basis.
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UBS
At 31 December 1997

Derivatives and

Banking Repurchase Tradeable % of Total
Products Agreements Assets'” Total Assets
(CHF in millions)

8,306 10,063 - 18,369 32%
7,338 3,450 - 10,788 1.9%
5,074 4,704 - 9,778 1.7%
2,741 6,963 - 9,704 1.7%
6,088 1,748 - 7,836 1.4%
5,930 739 - 6,669 1.2%
4,832 1,123 - 5,955 1.0%
1,641 4,101 - 5,742 1.0%
3,524 1,114 - 4,638 0.8%
SBC

At 31 December 1997

Derivatives and

Banking Repurchase Tradeable % of Total
Products Agreements Assets™ Total Assets
(CHF in millions)

23,084 11,432 26,170 60,686 13.8%
4,790 10,404 8,768 23,962 5.5%
2,022 6,555 11,870 20,447 4.7%
1,271 5,150 2,900 9,321 2.1%
2,621 4,009 2,379 9,009 2.1%
2,419 2,541 3,988 8,948 2.0%
1,144 2,096 1,254 4,494 1.0%

365 1,664 2,035 4,064 0.9%
655 2,531 818 4,004 0.9%
73 1,982 1,671 3,726 0.8%
771 1,443 1,328 3,542 0.8%
o Tradeable assets consists of equity and fixed income financia instruments held for trading

purposes, which are marked to market on adaily basis.
Summary of Movementsin Allowances and Provisions for Credit Losses

The following table provides an analysis of movements in alowances and provisions for credit
losses.

Prior to the merger, in 1996, both Union Bank of Switzerland and Swiss Bank Corporation had
established credit risk reserve pools, totaling CHF 5.5 billion, based on statistical analysis of their
portfolios. To asignificant extent, this was done in recognition of the continued weakness in the Swiss
economy and real estate market, and the likelihood of deterioration in collateral values and the loan
portfolio in genera. Over the next two years, substantially all of these reserve pools were applied to
specific credits.
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As aresult of Swiss bankruptcy laws, banks will write off loans against alowances only upon
fina settlement of bankruptcy proceedings, the sale of the underlying asset and/or in case of the
forgiveness of debt. Under Swiss law, a creditor can continue to collect from a debtor who has emerged
from bankruptcy, unless the debt has been forgiven through a formal agreement.

31 December
30 September 1996 1995
1999 1998 1997 UBS SBC UBS SBC
(CHF in millions)
Balance at beginning of period......... 14,978 16,213 18,135 6,413 6,700 6,412 7,403
Write-offs:
DOMESLIC....veeviveiiieeeiee e,
Banks.......ccooeervenieennnnn - )] 5 - - 3 -
Financia ingtitutions...... (50) (66) (226) (32 (284) (57) (88)
Construction.................. (209) (228) (408) (203) (240) (447) (166)
Services (1) ..oovvveinnenns (163) (116) (229) (220) (59) (283) (100)
Retail and wholesdle....... (134) (178) (227) (208) (46) (192 (68)
Hotelsand restaurants (86) (98) (138) (28) (37) (46) (35)
Red estate and rentals (2) ....... (559) (610) (871) (561) (263) (386) (278)
Manufacturing..........cccceeennene (206) (214) (514) (179) (111 (297) (171)
Public authorities. - @) (19 - 3 - )]
Privatehouseholds.................. (381) (534) (1,214) (306) (389) (220) (867)
Other (15) (15) (29) (85) (35) (155) (28)
Total domestic (1,803) (2,063) (3,880) (1,622 (1,362 (1,986) (1,803)
Foreign (362) (261) (240) (49) (350) (73) (339)
Total write offs......cccccvvveveiieiienen, (2,165) (2,324) (4,120) (1,671) (1,712) (2,059) (2,142)
Recoveries:
DOMESLIC...cecvvecveeciieciee e, 49 59 406 438 71 354 78
Foreign ........... 6 - 36 25 20 8 -
Tota recoveries 55 59 442 463 91 362 78
Net Writeoffs.......ccceveeeeiiecciece, (2,110) (2,265) (3,678) (1,208) (1,621) (1,697) (2,064)
Increase in credit loss allowances...... 910 951 1,432 1,272 1,018 1,084 874
Special provisions (3) .......cccceeevvene. - - - 2,289 2,480 711 -
Net foreign exchange and other
Adiustments (4) .....ceveeerveneenieens 439 79 324 140 652 (97) 487
Balance at end of perioc................... 14217 14,978 16,213 8906 9,229 6,413 6,700

(1) Includes transportation, communication, health and socia work, education and other social and persona service activities.

(2) Includesred estate development, buying, selling and letting of real estate, agency activities and real estate management.

(3) The 1996 UBS amount includes a special provision of CHF 3,000 million for credit risks and the release of a CHF 711 million provision for
genera banking risks from the prior year. The 1996 SBC amount includes specid provisions of CHF 2,480 million.

(4) Includes provisionsfor doubtful interest of CHF 323 million, CHF 423 million and CHF 450 million for 1999, 1998 and 1997, respectively.
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Allocation of the Allowances and Provisions for Credit Losses

The following tables provide an analysis of the alocation of the allowances and provisions for
credit losses by customer categories and geographic location at 30 September 1999 and 31 December

1998, 1997, 1996 and 1995. For a description of our procedures with respect to allowances and
provisions for credit losses, see “— Risk Management — Credit Risk”.

Domestic:

Total domestic ..

BanKS ..vveecicireeeeeciee e
Financial indtitutions....
Congtruction................
Services (1).eeevveennnen.
Retail and wholesdle....

Redl estate and rentals (2) ......
Manufacturing.........ccceeeneen.
Public authorities......
Private households....

Foreign................
Country provisions

Total foreign (3) ..ooovvverieereerierieen,

Unallocated alowances (4) ..............

Total allowances and provisionsfor

(1)
(2)
(©)

4

Credit 0SSES.....vvvvieecviee e,

At 31 December
At 30 September 1995
1999 1998 1997 UBS SBC UBS SBC
(CHF in millions)

34 49 34 9 39 43 32
350 668 510 152 403 132 370
1,407 1,671 1,449 716 539 602 471
1,012 766 661 429 160 440 157
844 825 723 371 263 318 212
747 657 512 172 135 113 112
3,158 3,333 2,591 1,286 1,335 1,314 1,163
1,303 1,331 1,036 603 438 547 385
19 107 59 1 66 1 47
2,549 2,741 2,264 970 1,459 976 1,396
92 71 52 40 19 19 34
11,515 12,219 9,891 4,749 4,856 4,505 4,379
1,278 1,309 1,399 353 1,286 340 1,539
1,424 1,450 1,175 804 404 857 559
2,702 2,759 2,574 1,157 1,690 1,197 2,098
- - 3,748 3,000 2,683 711 223
14,217 14,978 16,213 8,906 9,229 6,413 6,700

Includes transportation, communication, health and social work, education and other social and personal service activities.

Includes real estate development, buying, selling and leasing of redl estate, agency activities and real estate management.
The 1999, 1998 and 1997 amounts include CHF 179 million, CHF 435 million and CHF 472 million, respectively, of provisions and

commitments for contingent liabilities.

The 1996 SBC amount includes CHF 603 million of provisions for commitments and contingent liabilities. The 1995 UBS and SBC

amounts represent provisions for general banking risks and commitments and contingent liabilities, respectively.



The following table presents the percentage of loans in each category to tota loans. Thistable
can be read in conjunction with the preceding table showing the breakdown of the allowances and
provisions for credit losses by loan categories to evaluate the credit risks in each of the categories.

At 31 December
At 30 September 1996 1995
1999 1998 1997 UBS SBC UBS SBC

Domestic:

Banks......coooiiieeee e, 0.7% 1.4% 5.0% 8.2% 1.2% 1.1% 1.4%

Financial institutions... 3.5% 3.1% 3.2% 7.9% 3.2% 5.3% 3.9%

Construction.........ccccvveeeeeiveeeeennenen. 2.4% 2.4% 2.7% 3.3% 2.2% 1.5% 2.7%

SEIVICES..uevieictriee et 5.0% 3.5% 3.7% 4.3% 3.1% 2.5% 3.7%

Retail and wholesdle....... 3.8% 2.7% 3.0% 3.9% 3.2% 2.8% 3.6%

Hotelsand restaurants 1.5% 1.2% 1.3% 2.6% 1.0% 1.8% 1.3%

Readl estate and rentals 7.2% 6.4% 6.5% 0.0% 0.0% 0.0% 0.0%

ManufaCturing.........cccoveevvereennenn. 4.0% 4.1% 4.7% 5.3% 4.3% 4.1% 5.7%

Public authorities 1.7% 1.8% 1.8% 1.8% 2.4% 1.1% 2.6%

Private households ... 32.5% 29.5% 30.9% 30.1% 28.4% 20.1% 32.8%

Other ..o, 0.7% 0.5% 0.5% 0.6% 0.3% 0.7% 0.4%
Total domestiC.....oveevvvveeeeiiieeeeeee, 63.0% 56.6% 63.3% 68.0% 49.3% 41.0% 58.1%
Foreign:

Banks......coooiiieeeee e, 11.8% 19.6% 14.0% 13.7% 34.0% 36.4% 24.7%

Other loans.... 25.2% 23.8% 22.7% 18.3% 16.7% 22.6% 17.2%
Total foreign......coeeveveeeeeieccree, 37.0% 43.4% 36.7% 32.0% 50.7% 59.0% 41.9%
Total gross|0ans.....c..vveeveerereenerenn. 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Loss History Statistics

As aresult of Swiss bankruptcy laws, banks will write off loans against alowances only upon
final settlement of bankruptcy proceedings, the sale of the underlying asset and/or from the forgiveness of
debt. Under Swiss Law, a creditor can continue to collect from a debtor who has emerged from
bankruptcy, unless the debt has been forgiven through aformal agreement. As bankruptcy proceedingsin
Switzerland can last up to 5 years, especialy in cases where foreclosure of real estate property is

involved, it is not unusua for banks in Switzerland to carry large allowances compared to annua charge-
offs.

31121999 30.9.1999 31121998  31.12.1997 31.12.1996 31.12.1995
UBS SBC UBS SBC
(CHF inmillions)
Gross Loans 278,014 289,699 330,964 353,240 183,027 208,324 243574 172,981
Impaired loans 22,456 24,748 26,447 N/A N/A N/A N/A N/A
Non-performing loans 13,073 13,594 16,114 16,664 7,585 11,033 8211 12,285
Allowances and provisions for credit 13,398 14,217 14,978 16,213 8,906 9,229 6,413 6,700
Net I;\?r?tszsoffs 3,210 2,11C 2,265 3,678 1,208 1621 1,697 2,064
Credit loss expense 956 910 951 1432 1,272 1,018 1,084 874
RATIOS:
Impaired loans / Gross loans 8.1% 8.5% 8.0% N/A N/A N/A N/A N/A
Non-performing loans / Gross loans 4.7% 4.7% 4.9% 4.7% 4.1% 5.3% 3.4% 7.1%
Allowance and provisions for credit
L osses as a percentage of period enc
Gross loans 4.8% 4.9% 4.5% 4.6% 4.9% 4.4% 2.6% 3.9%
Impaired loans 59.7% 57.4% 56.6% N/A N/A N/A N/A N/A
Non-performing loans 102.5%  104.6% 93.0% 97.3%  117.4% 83.6% 78.1% 54.5%
Net write-offs as a percentage of :
Gross loans 1.2% 0.7% 0.7% 1.0% 0.7% 0.8% 0.7% 1.2%
Allowance and provisions for 24.0% 14.8% 15.1% 22.7% 13.6% 17.6% 26.5% 30.8%
credit losses
Allowance and provisions for credit 4.17 6.74 6.61 4.41 7.37 5.69 3.78 3.25

losses as amultiple of net write-offs

N/A = Not Available

[tem 9A QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

See “Management’ s Discussion and Analysis of Financial Condition and Results of Operations —
Risk Management — Market Risk”.

[tem 10 DIRECTORSAND OFFICERS OF REGISTRANT

The Board of Directors has ultimate responsibility for the strategic direction of our business and
the supervision and control of our executive management. The Board consists exclusively of
non-executive directors in accordance with Swiss Banking Law. Each member of the Board is elected at
the annual general meeting of shareholders for afour-year term. However, at the initial annual general
meeting, the terms varied between one and four years to provide for staggered terms for Board members.
In order to ensure its independence, the Chief Executive Officer is not permitted to be a member of the



Board. The Articles of Association and the Organizational Regulations prescribe the presentation of
information on our affairs to the members of the Board.

The Group Executive Board is our most senior executive body. It assumes overall responsibility
for the development of our strategies, and the implementation of the results thereof. The GEB is
comprised of seven members, namely the CEO, the CEQOs of the five divisions and the CFO. The Group
Executive Board normally convenes bi-weekly. Information concerning the members of the Board of
Directorsis set forth in the table below.

Expiration of

N Year of Initial Term of
Name Positions held Appointment Office
Alex Krauer Chairman 1998 2002
Member of the Audit Supervisory
Board
Alberto Togni Vice Chairman 1998 2001
Chairman of the Audit
Supervisory Board
Markus Kiindig Vice Chairman 1998 2002
Member of the Audit Supervisory
Board
Peter Bockli Chairman of the Audit Committee 1998 2003
Rolf A. Meyer Member of the Audit Committee 1998 2003
Hans Peter Ming Board member 1998 2000
Andreas Reinhart Member of the Audit Committee 1998 2000
Eric Honegger Board member 1999 2003

Information concerning the members of the Group Executive Board is set forth below.

. Year of Initial
Name Positions held Appointment
Marcel Ospel President and Group Chief 1998
Executive Officer
Lugman Arnold Chief Financia Officer 1999
Georges Gagnebin Chief Executive Officer of Private 2000
Banking
Markus Granziol Chairman and Chief Executive of 1999
UBS Warburg
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Year of Initial

Name Positions held Appointment

Stephan Haeringer Deputy of the Group Chief 1998
Executive Officer and Chief
Executive Officer of UBS
Switzerland

Pierre de Weck Chief Executive Officer of UBS 1998
Private Equity

Peter A. Wuffli Chief Executive Officer of UBS 1998

Asset Management
[tem 11 COMPENSATION OF DIRECTORSAND OFFICERS

The aggregate compensation paid by us to our directors and officers as agroup in 1998 was
approximately CHF 102.8 million, including bonus compensation and approximately CHF 10.3 million in
accrued pension benefits. The aggregate compensation paid by usto our directors and officers as a group
for the nine months ended 30 September 1999 was approximately CHF 136.2 million, including bonus
compensation and approximately CHF 3.3 million in accrued pension benefits. For the purposes of this
analysis, our executive officers are the members of our Group Managing Board, which consists of the
seven members of the Group Executive Board, 18 members who hold office on the Divisional Executive
Boards and five members who are responsible for special functions at the top level of our organization.

Item 12 OPTIONS TO PURCHASE SECURITIESFROM REGISTRANT OR SUBSIDIARIES
We offer employees options on our shares under five plans, described below:

Under the Group’s Employee Ownership Plan and Senior Management Compensation Program,
key personnel are awarded that portion of their performance-related compensation in excess of a
predetermined amount in UBS shares, warrants or options, which are restricted for a specified number of
years.

Under the Group's Employee Investment Plan, employees have the option to invest part or al of
their annual bonusin our shares, warrants or other derivatives on our shares. A certain holding period
applies during which the instruments cannot be sold or exercised.

Under the Group’s Long Term Incentive and Key Award plans, long-term stock options are
granted to key employees. We consider the key employee’ s performance, potential, years of service and
the performance of the division in which the employee works in determining the amount of the award.
The options are blocked for a certain period of time during which they cannot be exercised. For the 1997
options and certain of the 1998 options, one half of each grant is subject to an acceleration clause after
which certain forfeiture provisions lapse. One option gives the right to purchase one registered share at
the option’s strike price.

The following table provides information concerning options to purchase UBS AG registered

shares at 30 April 2000, as adjusted to reflect the two-for-one stock split, the effective date of whichis 8
May 2000.
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Weighted-Average Weighted-Average

Exercise Price Expiration

| nstrument Type Number |ssued (in CHF) (in years)
Options 14,733,750 198 4.7
Warrants 6,790,726 221 25
Total 21,524,476 208 4.1

The total securities called for by such options and warrants being held by officers and directors as
of 30 April 2000 is 3,530,694.

Item 13 INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS
Tota loans and advances receivable from the Board of Directors, the Group Executive Board, the

Group Managing Board, close family members and enterprises which are controlled by these individuals
were as follows:

CHF million 1999
Mortgages at 1 January 27
Additions 6
Reductions S)
Mortgages at 31 December 28

Members of the Board of Directors, Group Executive Board and Group Managing Board are
granted mortgages at the same terms and conditions as other employees. Terms and conditions are based
on third party conditions excluding credit margin. No loans or advances other than mortgage loans are
made to our officers or directors.

PART |1
Item 14 DESCRIPTION OF SECURITIESTO BE REGISTERED
Description of Shares
Set forth below isa summary of the material provisions of our Articles of Association, which we
cal the “Articles’ throughout this document, and the Swiss Code of Obligations relating to our shares.
This description does not purport to be complete and is qualified in its entirety by reference to Swiss law,

including, Swiss company law, and to the Articles, copies of which are available at our offices.

The shares are registered shares with a par value of CHF 10 per share. The shares are fully
paid-up and non-assessable.

Each share carries one vote at our shareholders mestings. Voting rights may be exercised only
after a shareholder has been recorded in our share register as a shareholder with voting rights.
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Registration with voting rights is subject to certain restrictions. See “¥s Transfer of Shares’ and “¥
Shareholders Mesting”.

The Articles provide that we may elect not to print and deliver certificates in respect of registered
shares. Shareholders may, however, request at any time that we print and deliver such certificates free of
charge.

Transfer of Shares

The transfer of sharesis effected by corresponding entry in the books of a bank or depositary
ingtitution following an assignment in writing by the selling shareholder and notification of such
assignment to us by the bank or depository ingtitution. The transfer of shares further requires that the
purchaser file a share registration form in order to be registered in our share register as a shareholder.
Failing such registration, the purchaser may not vote at or participate in shareholders meetings.

A purchaser of shares will be recorded in our share register with voting rights upon disclosure of
its name, citizenship and address. However, we may decline a registration with voting rightsif the
shareholder does not declare that it has acquired the shares in its own name and for its own account. |f
the shareholder refuses to make such declaration, it will be registered as a shareholder without voting
rights.

Thereis no limitation under Swiss law or our Articles on the right of non-Swiss residents or
nationals to own or vote our shares.

Shareholders Mesting

Under Swiss law, annual ordinary shareholders meetings must be held within six months after
the end of our fiscal year, which is 31 December. Shareholders meetings may be convened by the Board
of Directors or, if necessary, by the statutory auditors, with twenty-days advance notice. The Board of
Directorsis further required to convene an extraordinary shareholders’ meeting if so resolved by a
shareholders meeting or if so requested by shareholders holding in aggregate at least 10% of our nominal
share capital. Shareholders holding shares with an aggregate par value of at least CHF 1,000,000 have the
right to request that a specific proposa be put on the agenda and voted upon at the next shareholders
meeting. A shareholders meeting is convened by publishing a notice in the Swiss Official Commercia
Gazette (Schwel zerisches Handel samtshl att) at least twenty days prior to such meeting.

The Articles do not require a minimum number of shareholders to be present in order to hold a
shareholders’ mesting.

Resolutions generaly require the approval of an “absolute majority” of the votes cast at a
shareholders meeting. Shareholders' resolutions requiring a vote by absolute magjority include:

amendments to the Articles
elections of directors and statutory auditors

approval of the annual report and the annual group accounts
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setting the annual dividend

decisions to discharge directors and management from liability for matters disclosed to
the shareholders meeting

the ordering of an independent investigation into the specific matters proposed to the
shareholders meeting

Under the Articles, aresolution passed at a shareholders meeting with a supermgjority of at least
two-thirds of the Shares represented at such meeting is required to:

change the limits on Board size in the Articles
remove one-fourth or more of the members of the Board of Directors
delete or modify the above supermgjority voting requirements

Under Swiss corporate law, aresolution passed by at least two-thirds of votes represented and an
absolute magjority of the par value of the shares represented must approve:

achange in our stated purpose in the Articles

the creation of shares with privileged voting rights
arestriction of transferability

an increase in authorized capital

an increase of capital out of equity against contribution in kind, for the purpose of
acquisition and granting of special rights

changes to pre-emptive rights
achange of domicile of the company

adissolution of the company without liquidation

At shareholders meetings, shareholders can be represented by proxy, but only by another
shareholder, a proxy appointed by us, an independent representative nominated by us, or a depository
ingtitution. Votes are taken on a show of hands unless awritten ballot is requested by at least 3% of the
votes present at the shareholders meeting or such ballot is ordered by the Chairman of the mesting.

Net Profits and Dividends

Swiss law requires that at least 5% of the annual net profits of a corporation must be retained as
genera reserves for so long as these reserves amount to less than 20% of the corporation’s nominal share
capital. Any net profits remaining are at the disposal of the shareholders meeting, except that, if an
annua dividend exceeds 5% of the nomina share capital, then 10% of such excess must be retained as
general reserves.
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Under Swiss law, dividends may be paid out only if the corporation has sufficient distributable
profits from previous business years, or if the reserves of the corporation are sufficient to alow
distribution of adividend. In either event, dividends may be paid out only after approval by the
shareholders meeting. The Board of Directors may propose that a dividend be paid out, but cannot itself
set the dividend. The auditors must confirm that the dividend proposal of the Board conforms with
statutory law. In practice, the shareholders meeting usually approves the dividend proposa of the Board
of Directors.

Dividends are usually due and payable after the shareholders' resolution relating to the alocation
of profits has been passed. Under Swiss law, the statute of limitations in respect of dividend paymentsis
five years.

U.S. holders of shares will receive dividend payments in dollar denominations, unless they
provide notice to our U.S. transfer agent, The Bank of New Y ork, that they wish to receive dividend
payments in Swiss francs. The Bank of New Y ork will be responsible for paying the U.S dollars or Swiss
francs to registered holders, and for withholding any required amounts for taxes or other governmental
charges. If The Bank of New Y ork determines, after consultation with us, that in its judgement any
foreign currency received by it cannot be converted into dollars or transferred to U.S. holders, it may
distribute the foreign currency received by it, or an appropriate document evidencing the right to receive
such currency, or in its discretion hold such foreign currency for the accounts of U.S. holders.

Preemptive Rights

Under Swiss law, any share issue, whether for cash or non-cash consideration or for no
consideration, is subject to the prior approval of the shareholders meeting. Shareholders of a Swiss
corporation have certain preemptive rights to subscribe for new issues of sharesin proportion to the
nomina amount of shares held. A resolution adopted at a shareholders meeting with a supermgjority
may, however, limit or suspend preemptive rights in certain limited circumstances.

Borrowing Power

Neither Swiss law nor the Articles restrict in any way our power to borrow and raise funds. No
shareholders' resolution is required.

Conflicts of Interest

Swiss law does not have a general provision on conflicts of interests. However, the Swiss Code
of Obligations requires Directors and members of senior management to safeguard the interests of the
corporation and, in this connection, imposes a duty of care and a duty of loyalty on directors and officers.
Thisruleis generally understood as disqualifying directors and senior officers from participating in
decisions that directly affect them. Directors and officers are personaly liable to the corporation for any
breach of these provisions. In addition, Swiss law contains a provision under which payments made to a
shareholder or adirector or any person associated therewith, other than at arm’s length, must be repaid to
usif the shareholder or director was acting in bad faith.

Repurchase of Shares
Swiss law limits a corporation’s ability to hold or repurchase its own shares. We and our

subsidiaries may only repurchase shares if we have sufficient free reserves to pay the purchase price, and
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if the aggregate nominal value of the shares does not exceed 10% of our nominal share capital.
Furthermore, we must create a specia reserve on our balance sheet in the amount of the purchase price of
the acquired Shares. Such shares held by us or our subsidiaries do not carry any rights to vote at
shareholders meetings.

Notices

Notices to shareholders are made by publication in the Swiss Officia Gazette of Commerce. The
Board of Directors may designate further means of communication for publishing notices to shareholders.

Notices required under the listing rules of the Swiss Exchange will be published in two Swiss
newspapers in German and French. We or the Swiss Exchange may aso disseminate the relevant
information on the online exchange information systems.

Registration and Business Purpose

We are registered as a corporation in the commercia register and have registered officesin
Zurich and Basdal, Switzerland.

Our business purpose, as set forth in our Articles, is the operation of a bank, with a scope of
operations extending to al types of banking, financial, advisory, trading and service activitiesin
Switzerland and abroad.

Duration, Liquidation and Merger
Our duration is unlimited.

Under Swiss law, we may be dissolved at any time by a shareholders' resolution which must be
passed by (1) an absolute majority of the shares represented at the meeting in the event we are to be
dissolved by way of liquidation, or (2) a supermajority of at least two-thirds of the votes represented and
an absolute majority of the par value of the shares represented at the meeting in other events (for example
in amerger where we are not the surviving entity). Dissolution by court order is possible if we become
bankrupt.

Under Swiss law, any surplus arising out of aliquidation (after the settlement of al claims of all
creditors) is distributed to shareholders in proportion to the paid-up nomina vaue of shares held.

Disclosure of Principal Shareholders

Under the applicable provisions of the new Swiss Stock Exchange Act, shareholders and
shareholders acting in concert with third parties who reach, exceed or fall below the thresholds of 5%,
10%, 20%, 33 1/3%, 50% or 66 2/3% of the voting rights of a Swiss listed corporation must notify the
corporation and the Swiss Exchange on which such shares are listed of such holdings, whether or not the
voting rights can be exercised. Following receipt of such naotification, the corporation has the obligation
to inform the public. The company must disclose in an attachment to the balance sheet the identity of any
shareholders who own in excess of 5% of our shares.
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Mandatory Tender Offer

Under the Swiss Stock Exchange Act, shareholders and groups of shareholders acting in concert
who acquire more than 33 1/3% of the voting rights of alisted Swiss company will have to submit a
takeover bid to al remaining shareholders. A waiver from the mandatory bid rule may be granted by our
supervisory authority. If no waiver is granted, the mandatory takeover bid must be made pursuant to the
procedura rules set forth in the Swiss Stock Exchange Act and implementing ordinances.

American Depositary Receipts
We currently have an American Depositary Receipt, or “ADR”, program in place in the U.S.
Following the effectiveness of this registration statement, however, we expect to terminate the ADR
program. Pursuant to our deposit agreement with The Bank of New Y ork, we will provide advance notice
of the termination to holders of ADRs, and such holders will have the opportunity to surrender their
ADRs and receive ddivery of the ordinary shares underlying their ADRSs.
Other

ATAG Erngt & Y oung, Aeschengraben 9, P.O. Box 2149, CH-4002 Basel, Switzerland, have
been appointed as statutory auditors and as auditors of the consolidated accounts of UBS. The auditors
are subject to confirmation by the shareholders at the ordinary general meeting on an annual basis.

PART I11
Item 15 DEFAULTSUPON SENIOR SECURITIES
Not applicable.

[tem 16 CHANGESIN SECURITIES, CHANGESIN SECURITY FOR
REGISTERED SECURITIES AND USE OF PROCEEDS

Not applicable.
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PART IV

Item 17 FINANCIAL STATEMENTS

Not applicable.

[tems18and 19 FINANCIAL STATEMENTSAND EXHIBITS
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SIGNATURES

Pursuant to the requirements of Section 12 of the Securities and Exchange Act of 1934, the
registrant certifies that it meets al of the requirements for filing on Form 20-F and has duly caused this
registration statement to be signed on its behaf by the undersigned, thereunto duly authorized.

UBSAG

By:

Name:
Title:

Date:
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