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Analysis of the 1997 financial year

n 1997, the Bank continued its constant
expansion. enabling it to record a prosperous development of business and results.
[ts consolidated net income rose to 86.5 million Swiss Francs. a 43% increase
over 1996. Total assets at year-end 1997 reached 14.6 billion Swiss Francs, com-
pared to i1.2 biltion Swiss Francs at the previous year-end. All sectors of the
Bark. and in particular our asset management activities. shared in these results.

The trends that had marked 1996 continued during 1997, notably the continuation
of non-inflationary growth in the United States and in Europe. the fall and the
convergence of interest rates in Europe. the rise of the US Dollar. and the fack of
recovery in Japan,

The G7 bond markets produced positive vields due to low inflation rates that had
not been seen since the 1960s. the search tor quality assets after the Asian crisis.
and the convergence of interest rates within Europe. which has practically been
achieved for long-term rates. However. major differences remain on shori-term
rates despite the increase of pension savings rates by the Bundesbank. which
enabled the process of convergence to be launched. The markets reflected the opinion
that the creation of the Euro will take place on the scheduled dates. but with a
larger number of member countries. Thus. the participation of several countries
has aroused some uncertainty as 1o the stability of the Euro. which encouraged
transfers of capital to the United States. Great Britain. and Switzerland. whose
currencies have risen in value in relation to other European countries, Thus the US
Dolltar. which already benefited from the strong American economy. appreciated
by 14% against the German Mark.

Stock markets also produced positive results, with a global return of 12%. This
increase conceals an extremely negative performance on the Asian stock
exchanges. with drops ranging from 21% for Japan to 75% (in USS terms) for
Thailand. The best performance was in the developed markets of the Western
countries. with gains of 20% to 30% in the United States. and 23% to 60% in
Europe.

This performance is primarily due to the downward trend of interest rates, and to
an unexpected improvement in the performance of companies. both in terms of
productivity and profitability. Let us note also that ithe European and American
stock markets endured. to a lesser extent. the shocks that hit South East Asia
towards the end of October. This adjustment. appuarently linked to the events in
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Analysis of the 1997 financial year (continued)

South East Asia, had also another explanation. In fact. economic indicators and
the weak interest rates did not justify the levels achieved by the stock markets.
Thus. a correction proved necessary.

In the United States. growth was stronger than estimated by economists at the
beginning of the year. Inflationary pressures did not dccompany this exceptional
growth. even though unemployment reached its lowest level in 37 vears. This
situation led to a firming up of the US Dollar. and created a favourable environ-
ment for the bond and stock markets. The bond market saw ten-vear yields decrease
from 6.40% at the beginning of the vear. 1o 5.74%. The real interest rate increased
to 4 and thus found itself once again at a historical high. The steck market
benefited from a favourable environment. which led to an improvement in ¢com-
pany results. However. certain sectors began to show weuknesses due to the

strength of the US Dollar or because of their commitments in Asia.

[n Europe. the stll weak growth was helped by export activities and the capital
goods sector. Consumption rematined relatively low. notably due 10 high unem-
ploymeni as well as restrictive fiscal policies. The aim of governments was o
achieve the objectives imposed by the Maastricht Treaty in regard to inflation
rates. interest rates, budget deficits. and the level of public debt. Modest European
growth was responsible for a rather substantial drop in 10-vear interest rates.
while ftaly and Spain showed an excellent performance in benetiting tfrom the
effects of convergence. the differential to the German 10-vear rate has been nar-
rowed by 130 basis points for the first. and 75 basis points for the second. The
yteld for the German rate thus fell from 5.90% to 5.35%. Stock markets advanced
25% wn England, and up to 59% in Italy and Switzerland.

The principal factors were the strength of the US Dollar. which benefited exports,
as well as the numerous major restructurings, in the fields of finance. insurance.

and industry.

The great disappointment came once again from Japan. where the government
showed itself incapable of taking the measures necessary to stimulate a weak
domestic economy and to restore confidence in an under-performing financial
system. Bankruptcies continued 1o increase both in numbers and in the size of the
aftected companies. The financiai crisis. which engulfed South East Asia in the

fourth quarter. exacerbated existing deflationary pressures.
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Analysis of the 1997 financial year (continued)

In these uncertain economic conditions. Republic National Bank of New York
(Suisse) S.A. (RNB Suisse) continued its progression. and reported a gross protit
of 147.9 million Swiss Francs and a net income of 86.5 million Swiss Francs, an
increase of 59.7% and 43.4%. respectively, compared to the previous financial
year.

In order to meet the expectations of its clientele. the Bank reinforced all of its
asset mgnagement operations. Statfing wise. it retained the services of the best
professionals. It also extended the range and the sophistication of its products.
developed its information technology infrastructure. and reinforced its risk manage-
ment instruments.

We are pleased 10 mention that. during the fourth quarter of 1997 Moody's
Investor Service Inc. allocated an "Aa2" rating to our Bank for its senior long-term
debt. and a "Prime 1" for its deposits. This recognition will enable us to further

strengthen our presence on the international markets.

In accordance with its expansionist strategy, RNB Suisse decided to complement
its internal growth by way of acquisitions, It acquired Mercury Bank A.G. in
February 1997. Concluded in December 1996. shortly after the purchase of
Banque Unigestion had become effective. this new acquisition enabled us to
diversity our clientele even further and to reinforce our presence on the Zurich
financial market. The integration of the activities of Banque Unigestion and
Mercury Bank within RNB Suisse was successfully completed.

To respond to the needs of this rapid expansion. the Bank opened in Geneva an
additional private banking centre. in a restored building on Rue du Rhéne. as well
as a new administrative centre located on Boulevard Jacques-Dalcroze. In
February, it opened the new offices of its Zurich branch. on Paradeplatz, and started
the restoration of its new building in Lugano, under the direction of the architect
Mario Botta. Work is expected to be completed during 19983.

The redistribution of part of our income to charitable or public causes is one of
our Group’s traditions. In [997. the Bank contributed to numerous humanitarian
and medical causes. such as the fight against cancer and against AIDS. It also sup-
ported the "Anne Frank" exhibition, contributed to the Geneva football club
"Servette”. and renewed its support for the Museum of Modern and Contemporary

10




Analysis of the 1997 financial year (continued)

Art in Geneva (MAMCQ). as one of its co-founders. It similarly followed other
traditional sponsorship activities. notably in favour of the Weizmann Institute of

Science.

The Board of Directors. convinced that the Bank will pursue its expansion. looks
to 1998 with confidence and determination. The Bank sincerely thanks its clients
for their trust and their loyaity. In addition. it wishes to express its gratitude to its
personnel. whose contribution has enabled it to achieve its objectives. and to

uphold its reputation.

The Board of Directors
January 13, 1998
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Long-lasting
relationships.

Innovative ideas tending to traditional principles

ur innovative and prudent policies are
founded on a simple principle: we target the future rather than satisfying ourselves
with the successes of the past. Built on a solid balance sheet and prudent and
conservative banking principles. our banks achieve consistent growth, because we
are less concerned by our performance over one year than by our long-term
results.

Indeed, the Republic National Bank of New York Group. united in Europe
under Safra Republic Holdings. can be proud of an uninterrupied growth of its
balance sheet and net income, as well as of the constant increase in ciient assets,
With a concern for durability. our expansion, under changing market conditions,
is based on strong capitalisation. a highly liquid balance sheet and prudent invest-

nents to protect our clients' wealth.

Based on conservative principles., we establish innovative banks. current with
the newest development of financial services and specialised technologies. We
offer a comprehensive range of individual solutions and a high quality service to

establish and maintain long-lasting refationships with 2 diversified clientele,
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"Time works for us."
Edmond J. Safra

Tme is e anr enemy. (i the confrany, i s associatedd
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dlecizions, the growih of Repuiblic cosines,
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fetrtles, the resalt of onr continuons siricing for excellence,

Hetseed o sivict prorciples of consertaive banking.



Every client is
important io us.

Tailor-made portfolios

¢ offer a comprehensive range of high-
ly sophisticated products and services, in traditional financial instruments as well
as in emerging markets and new product investments. We specialise in the concep-
tion of "tailor-made” diversified portfolios which may include any asset catego-

ries chosen by the client.

Present in all the major financial centres with state-of-the-art technology,
we have solid experience in investment management. Our Asset Management
teams consist of skilled specialists in the various international markets. business
sectors and products. They have developed a precise methodology and are able to

offer our private clicntele all the techniques of institutional investment.

Our account managers determine with each customer the best solution for
his or her financial objectives. They will propose a personalised investment stra-
legy, corresponding to individual targets in terms of currency base, yield and risk

within a given time period.

This strategy, agreed with the clicnt, defines the asset mix in stocks, bonds
and currencies on the various markets where the investments are to be executed.
It is used constantly as the reference in the active administration of the portfolio
which will be adapted to market conditions, based on our specialists’ analysis
using internal and external information about economies, business sectors and
companies performance. Because we attach great importance to sound manage-
ment and communication with our clients, we provide them on a regular basis
with reports on the value and the performance of their portfolios, accompanied by
benchmarks. We transmit the information to our clients or their advisers. at the

dates, the place and in the form they choose,
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“A solid bank attracts loyal clients.”

Edmond . Safra

Repueblic Buanbhs are uilt on solid fordetions sucly s
strong capited hase. o bishiy ligisd Daiciice sheet anied
pritdent investments, G vatings confirnt ibe

dppropriciteness of orr Denling strategy.




The client
determines his

risk tolerance.

A large choice of investment funds

n addition. we give our clients direct
access to a very large number of carefully selected mutual funds. Invested in
diverse sectors, markets and products, these funds meet the needs of a wide range

of finuncial objectives and individual risk profiles.

Relying on our considerable statistical database covering a large number of
funds and their managers. and using the latest technologies and a sophisticated
methodology. we propose selected investment products on all the markets to our
clients. Qur specialists will advise our clientele on setting up a portfolio adapted
to their financial gouls, risk tolerance. and time horizon as well as to other speci-

ficd needs.

In purticular, we monitor various high performing offshore hedge funds

and can devise an investment strategy using hedge funds of higher quality.

Together with Republic New York Corporation, Safra Republic Holdings

has its own offshore investment company, Safra Republic Investments Limited

(SRIL Guernsey). This company, established in Guemnsey, has launched the
Republic Portfolio Selection Fund with 20 sub-funds covering money market.
fixed income and sophisticated financial products. The many combinations offe-

red by this fund meet the needs of a wide range of investors.

SRIL Guernsey's administration assures the permanent supervision of the
asset allocation process and client service. However. the management of the port-
folio is undertaken by external professionals. chosen according to their particular
competence in a given asset category. As an intermediary between the private
client and the best performing institutional investment managers, SRIL Guernsey
offters cach client the muiti-manager portfolio of his choice. This is combined with

quick. detailed and concise reporting available to the custormer.
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‘Being a conservative banker
means mastering rise.”

Edmond | Sefra

Our cliens know the principles thal e follow: to protect
their assets. They o ibat we have not changed onr
philesophy coted wifl not do so D the futire. becanse in ihe
fonig raen, stecess depends an privelence. Aned privlence is

it attribinie of durabitiy, pativiice eoed aitticipation.




Protecting our
clients' wealth.

Setting up of foundations, companies and trusts

ur Group is also able to offer our clients

a vast range of services in the establishment of foundations. companies and trusts

in various jurisdictions. In this sector. our clients can benefit from the wealth of

experience of our legal departments.

To meet the needs of our clients in terms of wealth and succession manage-
ment, Republic established in Guernsey a company specialising in trusts.
Republic New York International Trust Company (RITCO). In tounding a trust,
an individual or a couple (the settlor) can transfer the legal ownership of assets to
the trustee. who will manage them for the account of individuals or companies
designated as beneficiaries (and that may include the seuiér). This transfer pro-
vides all the assurances to the beneficiaries based on an agreement with the sett-
lor that defines specifically the duties and the responsibilities of the trustee. whe-

ther it is an express or a discretionary trust. revocable or irrevocable.

Furthermore. Republic National Bank of New York (Suisse) also has a spe-
cialised trust company. RNB Trust. Thus. the various types of trusts that we esta-
blish provide our clients with the means to protect their fortune in their lifetime

and beyond. insuring the inheritance for future generations. Qur specialists review

with each client the best formula to suit their particular needs.




“Stability, discretion and
confidence.”

Edmond [ Safra

The duety of et Dandkor Is to seifegiand wbal customers ot
ertrustec to bing, e is o confidentt. sanetimes a friend.
He is the custodicn of people’s secress (Uid caor clienis show:
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A promising
Jutire.

State-of-the-art technology at the service of
our clients

o allow us 1o respond rapidly and surely
to the needs of our clientele active on the markets. we regularly enhance our admi-
nistrative structure rel ying on effective EDP systemis. While actively preparing for
the introduction of the new European Currency. the Euro. and the Yeqr 2000 pro-

Jject, we are continwously updating our computer systems.

Hence. the implementation of a new trading system increases the speed of
transactions on the stock exchange and the financial markets as well as their
accounting. The enhancement of clients’ statements and the awtomation of their
production are ways that have allowed us to expand clients” services. We have also
improved our securities systems and database. Furthermore. we have provided our

employees with advinced workstations increasing our communication efficiency.

These major developments in our Group affirm our eagemess (o perpetuate
our values in an endlessly changing environmenr, We focus on the rapid expan-
sion of the financial services market. which has allowed us to build a powerful
Group that regularly enhances itself. For us. inovation sustains continuity rather
than provoking a rupture. and allows us to continue to honour our obligations to
our clients in a changing world. Qur financial strength and our adherence to the
conservative banking principles of prudence and client service, permit us to plan
for the future instead of relishing the past no matter how impressive it may have

been.

20

R




“Banks built to last ten thousand
years.”

Edmond j. Safra

Republic Banks are led i top execidives assistecd Iy a sofid
caelre of sertior meieers 1S mnagenent I CONSCISUS.
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Analysis of the consolidated statement of
condition and consolidated statement of income

Total assets at December 31. 1997 increased by 3.4 billion Swiss Francs over 1996, to reach
14.6 billion Swiss Francs. This increase was mainly due to growth in business volume
increased deposits and the upprectation of the US Dollar against the Swiss Franc.

]

The breakdown of assets by maturity reveals that the proporiion of current assets maturing
within 3 months is almost 90% of the balance sheet. The currency matching of assets and
liabilities is essentially balanced.

The analysis of the division of assets by maturity. and by currency, demonsirates the conser-
vative policy pursued by the Bank. whose objectives are:

B to maintain an extremely liquid balance sheer.

W {0 invest in top quality instruments.

W to ensure the matching between the maturities of assets and liabilities.

W 10 harmonise currencies between assets and liabilities.

W [0 manage i1s treasury in an optimum manner to provide the best possible margin,
while monitoring risk,

During 1997. the structure of the statement of condition was subject to some modifications
compared to the prior year. notably:

W the strong increase in client deposits
W the increase in banking transactions
B the increase in amounts due from customers

The increase in banking transactions is the result of the increased development of our inter-
national activities, and the treasury policy followed by the Bank.

The strong increase in amounts due from customers. which reached 2.3 billion Swiss Francs.
against [.5 billion Swiss Francs in 1996. is linked to stock market developmenis. The increase
in the volume of stock activity had repercussions on the volume of Lombard credits.
Moreover. this increase confirms the ability of our clientele to react rapidly to market ftuc-
tuations. and our Bank's continuing prudence, since over 98%6f loans are secured.

The growih in tangible assets resuits mainly from the goodwill of the acquisition of Mercury
Bank. as well as of the expansion of our Bank's premises. aimed at reinforcing its presence
in the Geneva, Zurich. and Lugano financial markets.

Amounts due to customers increased by 2.8 billion Swiss Francs compared with 1996, 10
reach 11.4 billion Swiss Francs. This increase is due both to the acquisition of Mercury and
to the development of our client assets.

At December 31. 1997, totl shareholders' equity reached 742 million Swiss Francs and
includes. in addition to retained earnings. an increase in capital of 50 million Swiss Francs
effected in Janury 1997. Moreover. a subordinated loan of 80 million Swiss Francs, which is
part of equity. atlows the Bank to cover its risk management commitments while satistving
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Analysis of the consolidated statement of

condition and con<olidated statement of income (eontinued)

its tegal requirements. At December 31. 1997, capital excess was almost 236 million Swiss
Francs., despite the costs of acquiring Mercury Bank. and the Cooke ratio stood at 12.3%.
This rate atiests 1o the good health of our establishment and exceeds that of most Swiss and
foreign banking institutions.

At December 31, 1997. off-balance sheet positions for derivatives. forward exchange trans-
actions. and precious metals reached 20.7 billion Swiss Francs. against £2.9 billion Swiss
Francs in the prior vear. These transactions are carried out mostly for hedging purposes for
our own account and on behalf of clients.

Statement of income

At December 31. 1997. the Group's statement of income showed a gross profit of 147.9 million
Swiss Francs. an increase of almost 60% over the 92.6 miflion Swiss Francs realised during
the previous tinancial year.

The main factor contributing to this significant increase is the fact that in 1997 stock market
values continued their upward trend as in 1996, producing a large business volume.
Likewise. diversification and the otfering of attractive products to clients contributed to this
ao00d result. The acquisition of Mercury Bank. active on other markets. produced an even

areater diversification of our income.

The net interest margin progressed from 86.2 million Swiss Francs in 1996 to 109.9 million
Swiss Erancs at December 31. 1997, an increase of 27.5%. This increase was mainty due to the
wrowth of total assets and astute Management: it was uchieved despite the downward trend of
interest rates.

Income from commissions and service fees. reached 141.9 miltion Swiss Francs. against
1.8 million Swiss Francs in the previous financial year, for the same reasons. This growth
of 73.5% is due to the quality of the services provided by a highly qualified staft. as well as
10 the demands of a clientele in search of improved performance.

The increase in costs is directly related to bank acquisitions and the growth of the Bank. In
Fact. in 1996. salaries expense was only slightly higher due to the arrivat of new staff members
in September, following the purchase of Banque Unigestion. In 1997, the impact of these
«alaries covered the entire vear and included additional charges resulting from the purchase
of Mercury Bank.

The rapid development of business led the Bank to improve its technological infrastructures
in EDP and to add premises. in particular two new buildings. In addition, the Year 2000. and
the introduction of the Euro. will not demand extraordinary investment. given that the Bank
had prepared for these events. [n this phase of strong growih. the Bank continues to place

particular emphasis on cost controls.

The Group's net income reached 86.3 million Swiss Francs for the year 1997, while it was
60.3 million Swiss Francs for the prior vear. an increase of 26.3 million Swiss Francs. or
4340
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Consolidated Statement of Condition at December 31

ASSETS
i It Thousandy of CHF) 1997 1996
Liquid assets 31,144 23.015
Receivables arising from money-market paper 78,752 53.045
Amounts due from banks 8.380.448 6,179,437
Amounts due from customers 2,268.015 1484958
Loans secured by mortgages 40,748 34739
Securities and precious metals held for

trading purposes 1207 939
Financial fixed assets 2.887.810 2.909.401
Participations 1.929 N
Fixed assets 142.751 1200406
Goodwill 158436 49.466
Accrued income and prepald expenses 179.556 163,090
Other assets 267.742 203.201
Total assets 14,638,338 11.242.011

Total subordinated loans

Total amount due from non consolidated
group companies and qualified participants




Consolidated Statement of Condition at December 31 (continued)

LIABILITIES
{In Thousunds of CHF) 1997 1996
Amounts due arising from money-market paper 82,389 57.217
Amounts due to banks 1,746,687 1,441.855
Amounts due 1o custamers in the form

of savings or deposit accounts 136 185
Other amounts due to customers 11,416,244 8.617.815
Subordinated debe 80.000 80,000
Accrued expenses and deferred income 152,579 134,807
Other liabilities 296,123 219.511
Value adjustments and provisions 96.290 74.593
Reserve for general banking risks 26.500 11.000
Total amounts due 13.896.968  10.636.983
Share capitul 425.000 375.000
Retained carnings 230,028 169.677
Net Group income for the year 86,542 60.351
Total shareholders’ equity 741570 605.028
Total liabilities 14.638.538  11.242.011
Totai subordinated debt 80.000 80.000
Total amounts due to-non consolidated

group companies and qualified participants 1.118 1,969
OFF-BALANCE SHEET TRANSACTIONS
Contingent liabilities 543185 518.591
Trrevocable faciiities granted 80,178 158.770
Oft-balance sheet financial instruments 20,692,469 12.939.5335
Fiduciary transactions and certificates of deposit issued 3.534.670 2,662,056
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Consolidated Statement of Income
for the Year Ended December 31

tin Thousands of CHF) 1997 1996
Interest income
Interest and discount income 527,298 406.988
Interest and dividend income

from trading portfolio 27 —
Interest and dividend income from

investment portfolio 153,678 145,504
Interest expense (371.114) (466.330)
Net interest income 109,889 86.162
Income from commissions, products and services
Commission income from credit-granting business 5,131 4.038
Commission income from securities

and investment activities 143,538 74377
Commission income from other

services rendered 10.717 8.321
Commission expense (17.502) {+.969)
Net income from commissions, products

and services 141.884 81.767
‘Trading income $8.839 32914
Other ordinary resuits
Profit from sales of financial fixed assets 1.300 1517
Other income 2775 2185
Other ordinary results 4.573 3,702
Operating expenses
Personnel expenses (93.188) 166.887)
Other operating expenses (62.093) -43.047)
Total operating expenses (157.283) (111.934)
Gross profit 147,904 92611
Depreciation of fixed assets (12.067) (13.654)
Depreciation of goodwill {16.200) (1.913)
Value adjustments. provisions and losses (7.919) (+.169)
Sub-total - 111.718 70.875
Provision for general banking risks 3,653 88
Extraordinary income (2,000} (2.600)
Extraordinary expenses (10.890) (17
Taxes (15,941) (7.995}
Net Group income for the year 86,542 60.351
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Consolidated Statement of Cash Flows

for the Years Ended December 31, 1997 and 1996

1997 1997 1996 1996
Source Use Source Use
{In Thousands of CHF} of funds of funds of funds of funds
Cash flows from operations
Net Group income for the year 86,542 60,351
Depreciation of fixed assets 12,067 17,567
Depreciation of goodwill
{whereof CHF 10.889 extraordinary write-offs) 27,089
Value adjustments. provisions and losses 28,035 4,854 3.300 2,106
Provision for general banking risks 2,000 2,600 121
Accrued income and prepaid expenses 16,466 19.380
Accrued expenses and deferred income 17,772 25.030
Taxes 15,941 7,570 7.995 5,004
Sub-total 189,446 28.890 116.343 26,611
Cash flows for equity-related transactions
Share capital 50,000
Cash flows from fixed assets transactions
Bank premises 9.571 9.929
Other tixed assets 17 24.858 7 14,135
Goedwitl. net 136.029 51.409
Other 1,633 26.275
Sub-total 17 172,113 7 101,748
Cash flows from banking operations
Medion and long-term business
tmaore thean one vear)
Amounts due 1o customers 9,844 28.404
Amounts due from customers 13,828 9.314
Loans secrued by mortgages 10,537 19.563
Amounts due from banks 3,742 1,270
Financial fixed assets 53,622 755.661
Short term business
Amounts due artsing from
money-market paper 25,172 36.157
Amounts due to banks 304,832 376.829
Amounts due to customers 2,788,382 29 1.665.756
Receivables from money-market paper 25,707 31,962
Amounis due from banks 2,404,753 573.388
Amounts due trom customers 769,229 635,595
Loans secured by mortgages 3454 13.614
Financial fixed assets 78,858 61,352
Other assets 64,541 49.040
Other liabilities 76,612 92.931
Liguiedire
Liquid assets 8.129 3,330
Securities and precious metals held
for trading purposes 258 251
Sub-total 3.301,636 3,340.09¢6 2185838  2.174.329
Total 3,541,099 3,541,099 2,302,688 2,302,688
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Notes to the Consolidated Financial Statements
at December 31, 1997

1. Activity and Number of Employees of the Group

The activity of Republic National Bank of New York (Suisse) S.A. («The Groupw) is divided between
the headquarters in Geneva, the three branches in Zurich. Lugano and Guernsey and the subsidiary
in Gibralear.

The share capital of CHF 425 million is entirely held by Safra Repubiic Holdings S.A.. Luxembourg.
49.1% of its shares being owned by Republic New York Corporation and 50.9% by institutional and
private invesiors.

The Group's main activity is private banking. Within the scope of this specialisation. the Group
operates in areas such as commercial and Lombard [oans. Clent deposits are used by the Group
mainly for interbank deposits or investments in securities for its own account. areas in which the
Group is particularly active.

At December 31. 1997, the Group emploved 550 people (1996: 424) on a full time basis.

2. Consolidation and Valuation Principles

The Group's consoiidated financial statements consist of the statement of condition. the statement of
income. the statement of cash flows and the notes to the financial statements. The principles of
consolidation are based on the requirements of the Swiss Banking Law and Banking Ordinance.

Principles for the preparation of the Group's consolidated financial statements

The consolidated financial statements of the Group consolidate its participations according to the
following rules:

A. Consolidated Participations

‘The Group's companies with banking or financial activities for which RNB Suisse. directly or
indirectly. holds the majority of voting shares or capital are integrated 100% in the consolidation.
Assets and liabilities. as well as expenses and income. between the different companies of the Group
are eliminated in consolidation.

Some participations meeting these criteria are not consolidated due to their small size,
B. Consolidation Period

The consolidation petiod cormesponds to the calendar year.

C. Consolidation Method

The capital is consolidated under the Purchase Method. The difference between the book value of
these participations at acquisition time and their shareholder's equity is included in retained eamnings.

D. Extent of Consolidation

The only consolidated participation. RNB Suisse (Gibraltar) Ltd. s held 100% by RNB Suisse. This
subsidiary. incorporated in Gibraltar. has a fully paid share capital of CHF 1 million and is engaged
in banking activities.




Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

The other participations, non-consolidated due to their size, are as foilows:

Participation ~ Book value

Name in%  (CHFO00) Head office
Gesellschaft fiir Hande! und Finanzierungen AG 100% 60 Glarus
RNB Trust Company AG 100% 100 Zurich
Protrust Verwaltungs AG 60% 60 Zurich
Roparo Trust Management AG 52% 24 Zurich
Paicelex Trust Management AG 51% 300 Zurich
Wingest Finanz AG 50% 1.000 Zug
Unifortune Asset Management SA 20% 213 Lugano
Veritas Asset Management AG 25% 50 Zurich
Other 122

Total 1929

Accounting and valuation principles

The establishment of the statement of condition and the valuation methods are based on uniform
principles that apply o the entire Group. As such. the consolidated financial statements of the Group

fairly represent the financial condition and the results of the Group.

A. Conversion of Foreign Currencies

Assets and liabilities denominated in foreign currencies are valued at the exchange rates prevailing at
year end. Income and expenses are translated at the exchange rates in effect at the end of each month.

The unrealised exchange profits and losses from torward foreign exchange contraces open at year end

are accounted for in the statement of income.

The fotlowing conversion rates were used for the principal currencies at December 31. 1997

USD/CHF 1.432
GBP/CHF 2403
DEM/CHF 81.072
IPY/CHF 1117
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Notes to the Consolidated Financial Statements

at December 31, 1997 (continued)

B. Financial fixed assets

Financial fixed assets are carried at the lower of cost, adjusted for the amortisation of premium or
accretion of discount based on the constant yield method, or market value, Following the directives
of the Federal Banking commission. the Bank has stopped its former accounting method which
consisted in the creation of specitic positions in order to reduce book values. calculated in accordance
with the above principle. to market value. This accounting change produced an extraordinary tncome
of CHF 3.645.000.

C. Loans

Loans are carried at their nominal value. The Group establishes provisions which are included in the
statement of’ condition under the caption “Value adjustments and provisions®. The amount of these
provisions is determined through an analysis of the risks inherent in the loan portfolio.

D. Repurchase and reverse repurchase agreements

Repurchase agreements are accounted for under "Amounts due to banks” as cash deposits with
pledge of own securities. The corresponding securities are included under "Financial fixed assets”:
they are valued according to the principles which apply to financial tixed assets.

E. Value adjustments and provisions

The Group establishes value adjustments and provisions that are either specific or discretionary.
These value adjusuments and provisions are shown separately in the statement of condition.

F. Taxes
The Group provides for income and capital taxes on an accrual basis.

Risk management

The policy of the Group in terms of general risk management is to minimise risks by obtaining
adequate coverage including pledges and guarantees and by hedging with financial instruments,

Therefore. loans to customers are generally Lombard loans. unsecured loans being granted under
very restrictive conditions. [nterest rate risk is limited by clese- monitoring of the matching of
maturities between assets and labilities. as well as by the use of financial instruments such as interest
rate swaps.

Off-balance sheet financial instruments

The Group uses off-balances sheet financiaf instruments essentially to hedge existing positions.
Recording of transactions

The transactions of the Group are recorded as off-balance sheet transactions up o their settlement or

value date. when they are recorded on balance sheet. Unreatised gains and losses from all transactions
are recorded in the statement of earnings on a trade date basis.
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Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3. Information concerning the Consolidated Statement of Condition

3.1 Collateral for loans

The collateral for foans was as follows at December 31, 1997:

Secured by Other

tin Thousands of CHF) mortgages collateral Unsecured Total
Loans
Amounts due from customers 2.219.167 48848  2.268.015
Loans secured by mortgages on
- residential buildings 20.764 20.764
- office and business premises 12.099 12099
- airplanes 7.885 7.885
Total at 31.12.97 40,748 2,219,167 48,848  2.308,763
Total at 31.12.96 54739 1.430.039 34919  1.5339.697
Off-Balance Sheet
Contingent liabilities 524542 20.643 345.185
irrevocable facitities granted 80.178 80.178
Total at 31.12.97 604,720 20,643 623.363
Total at 31.12.96 666,454 10907 677361
3.2 Securities and precious metals
At December 31, 1997, securities and precious metals held were as follows:
tin Thowsands of CHF) 31.12.97 31.12.96
Securities and precious wmetals held for trading purposes
Securities quoted on stock exchanges 593 415
Pracious metals 614 534
Total securities and precious metals

held for trading purposes 1.207 949
Financial fixed assets
[nterest-bearing securities:

quoted on stock exchanges 1,744,823 1.702.540

not quoted on stock exchanges 1,142,985 1.206.861
Total financial fixed assets 2.887.810 2.909.401

thereot admitted as discountable or pledgeable

by the Swiss National Bank 14,023 6.880
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Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3.3 Fixed assets

Fixed assets were as follows at December 31, 1997:

Accumuiated Net Net

Purchase depre- book Depre- book

cost ciation value Additions Disposals ciation value

(In Fhousands of CHF) 31,1296 311296  31.1296 1997 1997 1997  31.12.97

Bank premises 37.208 (883) 36,323 9.571 (614 45,280

Other fixed assets 93.357  (49.240) 44,117 24,838 (17) (10,139) 58,819

Assets acquired

under financiai

leases 14,019 14.019 14,019

Alrpiane 26273 (328) 25947 (1,314) 24,633

Goodwill 51.409 (1.913) 49,496 137.335 (1.306) (27,089) 138,436

Total 222268  (52.366) 169,902  171.764  (1,323) (39,156) 301,187

An extraordinary depreciation of goodwill for an amount of CHF 10.889.000 was recorded in 1997.

1997

Fire insurance value of bank premises 35,000

Fire insurance value of fixed assets 87.638
Future commitments arising from current leases were as follows:

Following

tIn Thausands of CHF ) 1998 1999 2000 2001 2002 VEars

Total commitments 22,560 15,107 14,635 14,529 9,830 29725

3.4 Pledged assets

At December 31. 1997. the Group has pledged Swiss bonds with a par value of CHF 14.000.000 and
a book value of CHF 14,023,000 (CHF 7.100.000 and CHF 6.880.000 respectively at December 31.
1996) to guarantee payments at the Swiss National Bank. At that date. the Group had no outstanding
liabilities with the Swiss National Bank.

The total securities pledged under repurchase and reverse repurchase agreements amounted
to CHF 61.053,696 (CHF 64.616.000 at December 31, 1996). The corresponding amounts are
accounted for under "Amounts due to banks".




Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3.5 Value adjustments, provisions and reserve for general banking risks

At December 31. 1997. movements in value adjustments. provisions and reserve for general banking

risks are sumrnarised as follows:

Recoveries, New
Balance at Change in interest and  provisions Balance at
beginning purpose forex  charged to Released end of
(In Thousands of CHF of year  Utilisation (reclassification) differences eamings 1o earnings year
Value adjustments and
provisions for
default risks 55.828 (20% 112.667) 20,500 6.758 70.210
Value adjustments and ’
provisicns for other
business risks 2.000 (1.000) 1.000
Value adjustments and
provisions for financial
fixed assets H1.698 {333) {3.643) 7.220
Provisions for taxes and
deterred taxes
Other provisions 9.489 (7.570) 13.941 {7.860
Total value adjustments
and provisions 79015 {8,779 (13.500) 20300 22,699 (3645 96,290
Less:
Value adjustments directly
set-off against assets (4422 7 3.645
Total value adjustments
and provisions as per
statement of condition 74.593 (8.779) (12.723) 20,500 22,699 96,290
Reserve for general
banking risks 11,000 13.500 2,000 26,500
3.6 Shareholders’ equity
{In Thousands of CHF} 1997 1996
Shareholders’ equity at beginning of the year
Share capital 375,000 375.000
Retained earnings brought forward 169.677 121.308
Net Group income in previous year 60.351 48.369
Total shareholders' equity at beginning of the year 605,028 541677
Share capital 50.000 —_
Net Group income for the year 86.342 60.351
Total shareholders' equity at end of the year 741.370 605.028
Represented by:
Share capital 425,000 375000
Retained earnings 230.028 169.677
Net Group income for the vear 86.542 60.351
741570 605.028
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Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3.7 Maturity structure of current assers, financial fixed assets and third-party liabilities

At December 31. 1997, the maturity structure of current assets, financial fixed assets and third-party

liabilities was as follows:

Within Within
Cancel- Within Jwl2 1to Over
(fn Thousands of CHF) At sight lable 3 moaths  months S years 5 vears Total
Current assets
Liquid assets 3144 314
Amounts due from:
* money-market paper  6.392 26,023 HLT737 1.400 78.752
« banks 673499 7112214 794.733 8.380.448
* customers 784.323 1231714 226281 [1.177 14320 2.268.015
* loans secured
by mortgages 8.389 6.240 16.193 7.876 1.850 40.748
Trading porttolio 1.207 £.207
Total current
asset at 31,12.97 1,496,765 8.589 8.376.191 1.081.946 20453 16370 11,000,314
Total current
assets at 31.12.96 917.047 28.851 3901390 9127381 13148 20726 7.796.143
Financial fixed
assets at 31.12.97 14,577 3499 115078 1252815 1,501.841 2.887.810
Financial fixed
assets at 31.12.96 1.258 7H0H 133065 1.241.176 1.439.858  2.909.401
Third party liabilities
Amounts due:
* on money-market
paper £0.229 26023 1,737 1400 82.389
* to banks 281.169 812741 632777 1.746.687
* 1o customers in the
form of savings or
deposit accounts 136 H"- 156
+ other amounts due
1o ¢ustomers 808.728 1.598.289 8.357.781 640.816 10.630 11416244
Subordinated debe 30.000 80.000
Totai third-party
liabiiities at 31.12.97 1,100.126 1.598.H45 9,196,345 1,338,330 12,030 80.000 13,325476
Total third-party
liabilities at 31.12.96  665.360  967.833 7.3934290 889442 786 80.000 10.197.072
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Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3.8 Amounts due to / from affiliated companies and loans to Directors / Senior Managers

At December 31. 1997, amounts due to / from attiliated compantes were as follows:

{In Thousands of CHF) 31.12.97 31.12.96
Amounts due from banks 398,240  403.128
Amounts due to banks 398.692 306,927
Amounis due o customers 1,118 1,969
Subordinated debt 80.000 30.000

479810  383.896

At December 31. [997. loans granted to members of the Board of Directors / Senior Management

were CHF 3,666.077 (1996: CHF [.756,734).

3.9 Analysis of domestic and foreign assers and ligbilities

At December 31. 1997, domestic and foreign asxets and habilities were as follows:

31.12.97 31.12.96
tIn Thousands of CHF Domestic Foreign Total Domestic Foreign Total
Assets
Liquid assets 31144 3144 22947 68 23.015
Amounts due from:

= money-market paper 4.707 74,043 78,752 4.670 18,375 33.045

* banks 533,068 8.047.380  B.380,4d8 326260 5.853.177 6.179437

* CUSLOMETrS 357,011 1911084 2268015 268.050 1216908 1.484.958

* louns secured by 12,383 28.365 40,748 17.651 37.038 54.739

mortgages

Securities and precious metals

held for trading purposes 616 391 1.207 337 412 949
Financial fixed assets 65,643  2.822.167 2,887,810 38345 2.871.036 2.909.401
Participations 1.858 71 1,929 203 71 274
Fixed assets 142,743 8§ 142,751 120.373 33 120,406
Goodwill 158436 138.436 49496 49496
Accrued income and

prepaid expenses 104,245 75311 179,556  83.360 79.250 163.090
Other assets 35,489 232.233 267,742 155.008 44193 203.201
Total 1,447,343 13.191.195 14,638,338 1.091.400 10.130.611 11.242011




Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

31.12.97 31.12.96
(i Thousands of CHF) Domestic Foreign Total Domestic Foreign Total

Liabilities
Amounts due;
* on money-market paper 8,516 73,873 82,389 19,838 37.379 57,217

* to banks 340,251 1406436 1,746,687  207.684 1.234.071 1,441,855
* 10 customers in the form
of savings or deposits 154 2 156 174 tl 185

Other amounts due

[0 customers 1,350,773 9865471 11,416,244 899273 7.718.542 8.617.815
Subordinated debt 80,000 80,600 80.000 30,000
Accrued expenses and

deferred income 131,768 20,811 152,579 74.738 60.069 134.807
Other liabilities 156,874 139,249 296,123 162506 37.005  219.511
Value adjustments

and provisions 87,308 8,982 96,290 52.881 21712 74,593
Reserve for general

banking risks 6.859 19,641 26,500 4817 6.183 11.000
Share capital 425,000 425,000  375.000 375.000
Retained eamnings 209,309 20,719 230,028 162000 1.677 169.677
Net Group income

for the year 80,277 6.265 86,542 47.309 13.042 60.351
Totat 2,997,089 11.641,449 14,638,538 2.006.220 9.235.79] | 1.242.011

3.10 Analysis of assets by country / groups of countries

At December 31. 1997, the assets by country / group of countries were as follows;

31.12.97 31.12.96
{In Thousands of CHF) Carrying Value Share in % Carrying Value  Share in %
Switzerland 1.447.343 9.90 1.091.400 9.71
Europe except Switzerland 8.177.439 35.85 6.975.732 62.05
North America 2.342.076 16.00 1.986.825 17.67
Asia and Oceania 1.716.264 11.72—- 501.084 346
Latin America and Caribbean 759.396 5.19 563.046 5.0t
Africa and Middle East 196.020 1.24 123.924 [.10
Total 14.638.538 100% 11.242.011 1009
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Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

3.11 Analysis of the statement of condition by currency

At December 31. 1997, the statement of condition by curtency was as follows:

{In Thousands of CHF) CHF UsD DEM FRF GBP Autres Total
Assets
Liquid asssets 11.205 7.100 1.252 2980 2,413 6.194 31,144
Amount due from:

* money-market paper 64.608 1.678 313 116 12.037 78,752

+ banks 472,847 5.720.297 28.648 392,604 1.161.315 804.737 8580448

* customers 304,134 1473374 79931 77.057 137365 193.934 2268015

* loans secured by

mortgages 11.644 14.269 35438 5815 3.562 40,748

Securities and

precious metals 385 8 614 1,207
Financial fixed assets 227436 1.268.627 1.148.494 3779 147534 91920 2887810
Participations 1.858 71 1.929
Fixed assets 142.751 142,751
Goodwill 158,436 158.436
Accrued income and

prepaid expenses 17.305 81611 +48.688 2421 18.734  10.797 179.356
Other assets 166.263 i5.156 8.397 32.669 1738 43499 267742
Total au 31.12.97 1313.899 8.645.627 1.317.088 517.289 1475230 1,169.385 14.638.538
Towal au 31.12.96 1.267.942  6.136.000 1.171.250 587.176 882321 1.197.322 11.242.011
Liabilities
Amounts due on

money-market paper {.188 66.667 £.680 275 33 12.034 §2.389
Amounts due to banks 191360 723505 397461 73308 38439 222714 1.746.687
Amounts due to

customers in the

form of savings or

deposit accounts 156 156
Other amounts due to

customers 397596 7.507.082 767,638 463,119 1431681 349,128 11416244
Subordinated debt §0.000 80.000
Accrued expenses and

deferred income 28277 76.073 15629 2003 21.254 9.341 152,579
Other liabilittes 196918 16.996 8.190 32702 342 40975 296,123
Value adjustments and

provisions 96.290 96.290
Reserve for general

banking risks 26,500 26,500
Share capital $25.000 425,000
Retained earnings 230.028 130,028
Net Group income

for the year 86.542 86.542
Total au 31.12.97 1,759,755 8.390.325 1.290,598 571,407 1.492.261 1.134.192 14.638,538
Total au 31.12.96 [.536.858 6.090.971 1.085.936 634.145 798496 1.093.5385 11.242.01!




Notes to the Consolidated Financial Statements
at December 31, 1997 (continued)

The net values below are partially covered by interest rate swaps in duaf currencies as follows (nominal
value in thousands of Swiss Francs):

tin Thousands of CHF) CHF UsD DEM FRF GPP Other Total

Total 273818 (61.696) (43.475) (112.786) (35.861) —

4. Information Concerning Off-Balance Sheet Transactions
4.1 Contingent liabilities

At December 31, 1997, contingent liabilities amounting to CHF 545.185.000 (CHF 518.591.000 at
December 31. 1996) consisted of guarantees.

4.2 Off-balance sheet financial instruments

At December 31. 1997, open off-balance sheet financial instruments were as follows:

Positive Negative

replacement replacement Cantract
tIn Thousands of CHF ) value value volume
Interest-rate instruments
Swaps 11.817 27.878 1.801.871
Caps 9.399 — 1.280.393
Securities
Options 5.537 3.547 330.656
Currencies
Forward contracts 118.000 148.737 7.690.372
Options (OTC) 122,358 114.359 9.056.980)
Precious metals
Forward contracts 6.035 5460 168.003
Options (OTC) 4292 3.958 334,194
Totat at 31.12.97 277,738 305939 20.692.469
Total at 31.12.96 210.878 245,631 12.939.535
4.3 Fiduciary transactions
At December 31. 1997, otf-balance sheet fiduciary transactions were as follows:
(n Thousands of CHF) 31.12.97 311296
Fiduciary deposits with third party banks 523,844 473,303
Fiduciary deposits with affiliated banks 2,803,253 2033417
Fiduciary toans 207,573 154,836
Total 3,534.670 2.662.036
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Notes to the Consolidated Financial Statemen
at December 31, 1997 (eontinued)

ts

5. Information concerning the Consolidated Statement of Income

5.1 Trading income

At Decernber 31. 1997, trading income was as follows:

tin Thousands of CHF) 31,1297 31.12.96
Currency trading income 43,766 31.402
Portfotio trading income 5,073 1.512
Total trading income 48,839 32914
3.2 Personnel expenses
At December 31. 1997, personnel expenses were as follows:
10 Thewsands of CHF) 31.12.97 31.12.96
Sularies 79,788 36.120
Benefits 8,416 3.648
Appropriation to pension fund in favor of emplovees 4,841 3.684
Other personnel expenses 2,143 1.435
Total personnel expenses 95.188 66.387
3.3 Other operating expenses
At December 31, 1997, other operating expenses were as follows:
it Thewsands of CHF ) 31.12.97 31.12.96
Expenses for premises:
Rental and maintenance expenses 20.646 15.207
Expenses for EDP. eyuipment. turniture,
motor vehicles and other installations 6.638 4.200
Other:
Office and operating materials, printed material.
telephone. postage and other transportation costs 12.264 3.037
Representation offices 3,796 +4.606
Travel costs 3,727 1877
Insurance premiums 409 135
Advertising expenses 2491 2400
Fees and legal expenses 714 671
Auditing costs 615 382
Denations 2,496 2715
Qther 6,299 3.637
34,811 25.640
Total other operating expenses 62,095 45.047
3.4 Aualysis of domestic and foreign income and expenses
At December 31, 1997, domestic and foreign income and expenses were as foflows:
31.12.97 311296
11 Thousands of CHF) Domestic  Foreign Total Domestic  Foreign Total
Net interest income 50,984 58.905 109,889 33.901 32261 B86.162
Net income from commissionable
products and services 147.640 (3.756) 141.884 90.054 (8.287Y 81.767
Trading income 48,734 105 48.839 26553 6361 32914
Other ordinary results 2,980 1.595 4,575 2.255 1,447 3.702
Operating expenses {153.660) (3.623) (157,283 (107.060) (.87 (111.934)
Gross profit 96,678 51,226 147.904 43,703 46908 92611




Report of the Group Auditors to
the Annual Shareholders' Meeting of
Republic National Bank of New York (Suisse) S.A.

As group auditors, we have audited the consolidated financial statements {statement of condition,

income statement and notes to the consolidated financial statements) of Republic National Bank of
New York (Suisse) S.A. for the year ended December 31, 1997,

These financial statements are the responsibility of the Board of Directors. Our responsibility is to
EXpress an opinion on these financial statements based on our audit. We confirm that we meet the
legal requirements concerning professional qualification and independence,

Our audit was conducted in accordance with auditing standards promulgated by the profession. which
require that an audit be planned and performed to obtain reasonable assurance about whether the
financial statements are free from material misstatemnent. We have examined from 4 test basis
evidence supporting the amounts and disclosures in the financial statements. We have also assessed
the accounting principles used, significant estimates made and the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion. the consolidated tinancial statements present fairty the Group's patrimony. in all
material respects, the financial position of the Company as of December 3 L. 1997, and the results of
its operations and its cash flows for the year ended in accordance with the Swiss Banking Law

Ordinance. as well as with the Company’s corsolidation and valuation principles as described in the
Notes.

We recommend that the financial statements submitted to you be approved.

KPMG Fides Peat

Mario Castelnuovo Philippe Cordonier

Auditors in charge

Geneva, January 9, 1998




Report of the Board of Directors to
the Annual Shareholders' Meeting

Foilowing the consolidated financial statements of Republic National Bank of New York (Suisse)
S.A.. the Board of Directors has the pleasure to present the annual accounts of the Swiss Bank on the

following pages.

The analysis of the 1997 financial year can be fournd on pages 7,9, 10 and 11. The financial condition

and the results of the Swiss Bank are progressing similarly to those of the Group.

The Board of Directors proposes the following appropriation of retained eamings:

{11 Thousands of CHF: 31.12.97 31.12.96
Profit for the year 80,277 47.309
Retained camings 198,309 153,600
Amount at the disposal of the shareholders' meeting 278,786 200.909
Transfer to the general legal reserve 4,200 2.400
To be carried forward 274,586 198.509

278.786 200,909
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Statement of Condition at December 31

tter Theusumds of CHF) 1997 1996
ASSETS
Liquid assets 31,144 23015
Receivables arising from money-market paper 78,752 533.045
Amounts due from banks 8,419,760 5.944.197
Amounts due from customers 1,233,495 1.484.938
Loans secured by mortgages 40,748 54739
Securities and precious metals held for trading purposes 1,207 949
Financial fixed assets 2.748,142 2.681.702
Participutions 37.304 33.375
Fixed assets 142,743 120.394
Goodwill 158,436 19.496
Accrued income and prepaid expenses 178,516 161.689
Other assets 267,640 200,073
Total assets 14.357.827  10.809.632
Total amount due from group companies

and qualified participants 60,579 [1.533
LIABILITIES
Amounts due arising tfrom monev-market puper 82.389 37.217
Amounts due to banks 1.727.043 1.437.300
Amounts due to customers in the torm of savings or deposit accounts 156 185
Other amounts due to customers 11.186.162 8.221.509
Subordinated debt 30,000 80.000
Accrued expenses and deferred income 150L.338 137.211
Other liabilities 294,343 206.208
Value adjustments and provisions 96.290 74593
Reserve for general banking risks 26,500 11.000
Total amounts due 13.643.241 10225323
Share capital 425,000 375.000
General legal reserve 10.806 8,400
Retained earnings 198.509 153,600
Income for the vear - 80,277 47309
Total shareholders' equity 714.386 584.309
Total liabilities 14357827 10.809.632
Total subordinated debt 80,000 80.000

Total amount due 1o group companies and
qualified participants 1,274 19.096

OFF-BALANCE SHEET TRANSACTIONS

Contingent liabilities 545,183 318.5391
frrevocable facitities granted 80,178 158.770
Off-balance sheet financial instruments 20,689,728 13.098.142
Fiduciary transactions : 3,764,753 3.058.362




Statement of Income for the Year Ended December 31

the Thowsands of CHF) 1997 1996
Interest income
Interest and discount income 516,004 399,909
Interest and dividend income

from trading porifolic 27
Interest and dividend income from

investment porttolio 145,404 133,773
[nterest expenses (559,016) {455.962)
Net interest income 102,419 77.720
Commission income from products and services
Commission income from credit-graniing business 5131 4.038
Commission income from securities and

investment activities 143,904 74.939
Commission income from other

services rendered 10.717 8.321
Commission cxpense (17,493 (-4.966)
Net commission income from

products and services 142,259 82332
Trading income 48.773 26.870
Other income
Income trom adjusenents to the nvestment Portfoiio 1,300 1.471
Other ordinary income 2,775 2,185
Total other income 4.575 3.636
Operating expenses
Personnel expenses (95,069) (66.734)
Other operating expenses {61,322) (44.229)
Total operating expenses (136391 (L1013
(ross profit 141,635 79.563
Depreciation of fixed assets {12,063) (15.630)
Depreciation of goodwill (16,200 (1913
Valee adjustments, provisions and losses (7.91%) {4,169
Sub-to1al 105,453 57.833
Provision for general banking risks 3.655 88
Extraordinury income (2,000 (2.600)
Exwaordinary charges (10,899 (an
Taxes (15.941) (7.995)
Income for the year 80,277 47.309
Aporopriation of retained earnings:
Profit for the year 80,277 47.309
Retained carnings at beginning of the year 200,909 155.800
Retained carnings before appropriation 281,186 203,109
Trunster o generad legal reserve (2,400 (2,20
Retained earnings at end of the year 278,786 200.909




Notes to the Annual Accounts at December 31, 1997

1. Bank's Activity and Number of Employees

The Bank's main activity is private banking. Within the scope of this speciatisation. the Bank operutes
in areas such as commercial and Lombard loans. Client deposits are used by the Bank mainly for
interbank deposits or investments in securities for its own account. areas in which the Bank is
particularly active.

Al December 31, 1997, the Bank emploved 548 people (1996: 422) on a tull time basis.

2. Accounting and Valuation Principles

The accounting and vaiuation principles used for the preparation of the annual accounts of the Bank
are the same as those adopted for the consolidated financial statements of the Group. They are listed
in Note 2 of the notes [o the consolidated financial statements.

The annuai accounts at December 31, 1997, have been established according to the principles of the
Swiss Banking Ordinance. Some information about the annual accounts is not shown as the Bank is
presenting consolidated financial statements.

3. Information Concerning the Statement of Condition
3.1 Participations

The Bank holds as sole participation [00¢% of the fully paid share capital of its subsidiary, RNB
Suisse (Gibraltar) Ltd. which is engaged in banking activities and incorporated in Gibraltar. The
capital of this subsidiary amounts to CHE 1.000.000.

3.2 Pledged assets

At December 31. 1997. the Bank has pledged Swiss bonds with a par value of CHF 14.000.000 and
a book value of CHF 14.023.000 ¢CHF 7.100.000 and CHF 6.880.000. respectively. at December 31,
1996) to guarantee payments at the Swiss National Bank. At that date. the Bank had no outstanding
liubilities with the Swiss National Bank.

The total securities pledged within repurchase and reverse repurchase agreements amount to
CHF 61.053.696 at December 31. 1997 (CHF 64.616.000 at December 31. 1996). The
corresponding amounts are accounted for under "Amounts due 1o banks".
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Notes to the Annual Accounts at December 31, 1997 (continued)

3.3 Value adjustiments, provisions and reserve for general banking risks

The table conceming value adjustments. provisions and reserve for general bunking risks of the
annual accounts is the same as the table in the consolidated financial siatements and can be found at
Note 3.5 of the notes to the consolidated financial statements.

3.4 Share capital

The share capital of CHF 425.000,000 consists of 425.000 shares of CHF £.000 each. It is wholly
owned by Safra Republic Holdings S.A.. Luxembourg. 49.1% of its shares being held by Republic
New York Corporation and 50.9% by private and institutional investors,

3.5 Shareholders’ equity

1 Thousandds of CHF) 311297 31.12.96

Shareholders' equity at beginning of the year:

Share capitat . 375.000 375.000
General legal resenve 3.400 6.200
Retained earnings 200.909 153.800
Total shareholders’ equity at beginning of the vear 584,309 337.000
Share capital increase 30,000 —
Allocation to the generai legal reserve 2,400 2.200
Charge 1o prior »ear's earnings (2.40th {2.200)
Income for the vear 80.277 47.309
Total shareholders' equity at end of the vear 714,586 384,309

Represented by:

Share capital 425,000 375.000
General fegal resenve 10.800 8.400
Retained earnings : 278,786 200.909

714.586 384,309




Notes to the Annual Accounts at December 31. 1997 (continued)

3.6 Amounts due to / from affiliated companies and loans to Directors / Senior Managers

At December 31. 1997, amounts due to / from affiliated companies were as follows:

tin Thowsands of CHF} 31.12.97 31.12.96
Amounts due from banks 587.333 401.383
Amounts due to banks 377.826 28534
Amounts due to customers 1,118 1.969
Subordinated debe §0,000 80.000

458,944 367.313

At December 31. 1997. loans granted to members of the Board of Directors / Senior

Management were CHF 3.666.077 (1996: CHF 1.756.734).

4. Information Concerning Off-Balance Sheet Transactions

4.1 Fiduciary transactions

At December 31, 1997, open oft-balance sheet fiduciary transactions were as follows:

thn Thotsands of CHF) 31.12.97 312,96
Fiduciary deposits with third party banks 323,844 473803
Fiduciary deposits with affiliated banks 3.033.336 2429.724
Fiduciary foans 207,573 134.833

3.764.753 3.038.362
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Report of the Auditors to
the Annual Shareholders' Meeting of
Republic National Bank of New York (Suisse) S.A.

As statutory auditors, we have audited the accounting records and the financial statements (balance
sheet. income starement and notes to the annual accounis) of Republic National Bank of New York
(Suisse) S.A. for the year ended December 31. 1997,

"These financial statements are the responsibility of the Board of Directors. Our responsibility is to
express an opinton on these financial statements based on our audit. We confirm that we meet the
legal requirements conceming professional qualification and independence.

Our audit was conducted in accordance with auditing standards promulgated by the profession, which
require that an audit be planned and performed to obtain reasonabie assurance about whether the
financial statements are free from matenial misstatement. We have examined from a test basis
evidence supporting the amounts and disclosures in the financial staiements. We have also assessed
the accounting principles used. significant esnmates made and the overall financial statement
preseniation. We believe that our audit provides a reasonable basis for our opinion.

Based on our examination. we conclude that the accounting reccords. the annual accounts and the
proposed appropriation of retained eamings are in accordance with Swiss law and the Bank’s articles

of incorporation.

We recommend that the annual accounts submitted to you be approved.

KPMG Fides Peat

Mario Castelnuovo Philippe Cordonier
Aucditors in charge

Geneva. January 9. 1998
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Philosophy

N : / he banks of Safra Republic are each locally
managed by bankers familiar with the language and culture of their customers, They operate
under a common corporate philosophy dedicated to the protection of clients' assets and to tradi-
tional banking principles:

* A strong capital base for future growth and protection against market instability.

* High liquidity to meet customer needs and to provide financial flexibility.

* Premium asset quality to allow depositors’ funds to be safely invested with the most
favourable terms.

+ Cautious diversification of risk to avoid overdependence on any one source for income or
liquidity purposes.

+ Control of expenses to reduce the necessity of accepting additional risks to cover fixed costs.

* Personal service to ensure lasting relationships built on mutual understanding and trust.

Safra Republic Holdings S.A.

Safra Republic Holdings S.A.. incorporated in the Grand Duchy of Luxembourg in May,
1988. is the holding company for six European banking subsidiaries (see facing chart), inclu-
ding Republic National Bank of New York (Suisse) S.A.

Financial Support

The Board of Directors of Safra Republic has adopted a resolution that Safra Republic
shall serve as a source of financial strength to 2ach of its banking subsidiaries and. for the bene-
fic of depositors and other creditors. Safra Republic stands ready to use its available resources to
provide adequate capitai funds to enable those subsidiary banks to meet their commitments in

the normal course of business.

Safra Republic’s Consolidated Statements of Condition can be found on page 31 of this annual
report.
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@ Safra Republic Holdings

Financial Highlights

(In Thousands of USS except per

December 31,

shure dute and employee data) 1993 1994 1995 1596 1997
For the year ended
Net income 121,595 158.575 162,104 189.330 255,055
Net income per share - diluteds* 3.40 443 4.54 5.35 7.17
Dividend per share™* 1.37 1.62 1.75 235 3.25%
At year end
Total assets 11349966 12487.0i0 15660544 17223409 20,356,300
Client deposits 5806494 8130047 9961958 11.576.742 13,589,790
Client portfolio assets 5.656.795 5468975 6883457 11064673 16,281,275
Total shareholders™ equity 1,280,755 1246353  1.467.807 L643.110 1,760,566
Book value per share®* 36.12 35.10 41.73 46.57 49.92
Employees 558 611 602 661 831
Risk based capital ratio % 422 342 31.8 295 30.6
Ratings at December 31, 1997 S&P Fitch IBCA Moody's D&P
Long-term AA AA AA Aa3 AA+
Short-term Al+ F-t+ Al+

The shares of Safra Republic Holdings S.A. are listed on the Swiss Electronic Stock Exchange, the
Luxembourg Stock Exchange and traded over-the-counter in London on SEAQ (Stock Exchange

Automated Quotations).

¥ Propased for the 1998 Amnnal Shareholders” Meeting.

W Adjusted for the 2-1 stock split thar took effect on Mav 31, 1997, All per shure data s been restated 1o reflect the split.

Net income

Year ended December 31,

Millions of USS except per share data
anel dividend data

Net income
Net income /share - diluted

Dividend / share

Client Aceounts
Decenmber 31,
Billions of USS

Client Deposits

Client Portfolic Assets

1993

1993

1995

(3323

gy

1995

1996

1996

1997

1997




Safra Republic Holdings S.A.

Consolidated Statements of Condition

Republic National Bank of New York (Suisse) $.A. is a wholly-owned subsidiary of Safra Repubiic.
The following is a condensed extract of the consolidated statements of condition from Safra

Republic’s 1997 Annual Report.

December 31,

{In Thousands of USS except per share duta) 1997 1996
Assets:
Cash and due from banks 73.815 30.760
[nterest-bearing deposits with banks 7,476,969  6.041,717
Investment securities;

Securities availuble for sale (at approximate market value) 5.141,629 4916012

Securities held 1o maturity (approximate market value of

LSS 4.370.2539 in 1997 and USS 3.740.434 in 1996) 4344008 3749369

Total tnvestment securities 9485637  3.663.381
Trading account assets 248,941 202.21¢
Loans. net of uneamed income 2,288,896  1.687.050
Allowance for possible credit losses 134351y (131.071)
Accrued interest receivable 242310 227.260
Due from brokers 262305 160332
Premises and equipment 141.088 139.341
Other assets 270,490 150428

Total assets 20,356,300 17223409
Liabilities and shareholders’ equity:
Ctient deposits 13.389.790  11.376.742
Bank deposits E811L.275 1.761.203

Tozal deposits 15401065 13,337,947
Trading account fiabilities 225,659 148.326
Short-term repurchase agreements 1468190  1.308.604
Accrued interest payable 176,414 201.606
Due to brokers 80.331 40.150
Other liabilities 242627 168.672
Long-term repurchase agreements 601.448 -—
Long-term debs 150,060 175.000
Subordinated long-term debt due in 2997 250.000 —
Shareholders’ equity:
Common stock, USS 2,30 par vaiue. 400.000.000 shares

authorised: 35.662.024 shares issued:

33.270.191 shares outstanding in 1997

and 33.279.450 in 1996 89,155 89.155
Surplus 818,107 818.793
Retained earnings 834476 658.855
Cumulative transluion adjustument (43.69h (9.150)
Less: 391,833 shares held in treasury. at cost. in 1997

and 382,574 in 1996 (21.168) {16.857)
Net unrealised appreciation on securities

available for safe. net of taxes 83.690 102,314

Total shareholders’ equity 1.760.366  [.643.110

Total subordinated debt and shareholders™ equity 2.010.366  1.643.110

Total liabifities and <hareholders’ equity 20,356,300 17.223.409

A complete copy of Satra Republic's annual repert may be obtained by written request to the Generai
Munager, Safra Republic Holdings S.A.. 32, Boulevard Royal. L-2449 Luxembourg.
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Safra Republic Holdings S.A.

Banking Network

SAFRA REPUBLIC HOLDINGS S.A.
32. Boulevard Roval

L-2449 Luxembourg

Tel. (+332) 47 93 31 600

Telex 3320 RNBNYLU

Fax (+352) 2246 52

Bank Subsidiaries:

REPUBLIC NATIONAL BANK
OF NEW YORK (SUISSE) S.A.

Heud Office:

Place du Lac 2 - BO. Box 3580
CH-1211 Geneva 3

Rue Dr. Alfred-Vincent 2
PO. Box 2019 - CH-12} [ Geneva 1

Rue du Rhéne 92

P.O. Box 3580 - CH-1211 Geneva 3
Tel. (+41 223 705 35 35

Telex 427 1533 RNB CH

Fax (+41 223 311 99 60

Subsidiary:
Gibraltar
Branches:
Lugano
Zurich
Guernsey
Representative Qffices:
Buenos Atres
Copenhagen
Hong Kong
London

Tel Aviv

REPUBLIC NATIONAL BANK

OF NEW YORK (LUXEMBOURG) S.A.

Luxembourg
Representative Offices:
Hong Kong

Copenhagen
fstanbul

e}

REPUBLIC NATIONAL BANK
OF NEW YORK (MONACO) S.A.
Monte-Carlo

REPUBLIC NATIONAL BANK
OF NEW YORK (FRANCE) S.A.
Paris

Branch:
Monte-Carlo

REPUBLIC NATIONAL BANK
OF NEW YORK (GUERNSEY) LIMITED
Guernsey

REPUBLIC NATIONAL BANK
OF NEW YORK (GIBRALTAR) LIMITED
Gibraltar

Principal Non-Bank Subsidiaries:

REPUBLIC NEW YORK
INTERNATIONAL TRUST
COMPANY LIMITED
Guemsey

SAFRA REPUBLIC INVESTMENTS
(GUERNSEY) LIMITED

(Co-owned with Republic New York
Corporation)

Guernsey

Subsidiary:
SAFRA REPUBLIC INVESTMENTS

LIMITED
London




Republic New York Corporation

Banking Network

REPUBLIC NEW YORK CORPORATION
452 Fifth Avenue. New York. N.Y. 10013
Telephone (+1 212) 325 3000

Principal Banking Subsidiary:

REPUBLIC NATIONAL BANK OF

NEW YORK

New York

95 branches in Manhattan. Bronx. Brooklyn
and Queens. Nassau. Sutfolk and Westichester
counties, New York. and Dade and Broward
counties, Florda

Intermational Banking Facility

Cable BLICBANK

Telex iRCAY 234-967

(MCIy Inc1 # 620-274 - (CC) 76(-7367
Telephone (+1 212) 325 5000

Member Federal Reserve System

Member Federul Deposit Insurance Corporation
Member New York Clearing House Association

Fureien Branch Offices:

Bucnos Aires. Cavman [slands. Guemnsey.
Hony Kong. London. Milan. Suntiago.
Singapore. Taipei, Tokyo

Represenmative Offices:

Beijing. Beirut. Buenos Aires, Copenhagen.
Jakarta. Mantla. Montevideo, Punta del Este.
Rio de Janeiro

Principal Subsidiaries of Republic
New York Corporation:

REPUBLIC BANK CALIFORNIA
NATIONAL ASSOCIATION
Beverly Hills. Encino

REPUBLIC BUSINESS CREDIT
CORPORATION
New York. Los Angeles. Charlote

REPUBLIC NEW YORK SECURITIES
CORPORATION
New York. Chicago. Philadelphia

Principal Subsidiaries of Republic National
Bank of New York:

REPUBLIC NATIONAL BANK

OF NEW YORK (INTERNATIONAL)
LINITED

Nassau, Gibraltar

(R

BANCO REPUBLIC NATIONAL BANK
OF NEW YORK (BRASIL) S.A.
Sao Paulo

REPUBLIC NATIONAL BANK
OF NEW YORK (CAYMAN) LIMITED
Cayman Islands

REPUBLIC NATIONAL BANK
OF NEW YORK (CANADA)
Montreal, Toronto

REPUBLIC NATIONAL BANK
OF NEW YORK (MEXICO) S.A,
Mexico City

REPUBLIC NATIONAL BANK
OF NEW YORK {SINGAPORE) LIMITED
Singapore

REPUBLIC NATIONAL BANK
OF NEW YORK {URUGUAY) S.A.
Montevideo. Punta del Esie

C.B. "REPUBLIC NATIONAL BANK
OF NEW YORK (RRy" (L.L.C))
Moscow

REPUBLIC CONSUMER LENDING
GROUP. INC,
New York

REPUBLIC FINANCIAL SERVICES
CORPORATION
New York

REPUBLIC INTERNATIONAL BANK
OF NEW YORK {MIAMD)
Miami

RIBNY OVERSEAS INVESTMENTS
HOLDING CORPORATION
Wiimington

REPUBLIC MASE AUSTRALIA
LIMITED
Sydney. Perth

REPUBLIC NEW YORK
[INVESTMENT CORPORATION
Corpus Christi

REPUBLIC NEW YORK (U.K.) LIMITED
London

REPUBLIC OVERSEAS BANKS
HOLDING CORPORATION
Wilmington




i

Ve
WL ARE B\\ KERS 21 HOURS A DAY, WE PLAN FOR THE FUTURE. TIME WORKS FOR US.
:(JONS’!‘;\ .\ijl‘, LONG TERM GROWTH IS OUR GOAL. WE NEVER CALCULATE PROFITS. ONLY
“T‘O'l‘l*la\':l"l_-\ L LOSSES. A STABLE BANK ATTRACTS STABLE CLIENTS. WE KNOW OUR
CUSTOMERS. OUR JOB AND THE RISKS. WE HAVE TO MAKE PRUDENT INVESTMENTS OF
THE DEPOSITS BECAUSE IT IS NOT OUR MONEY. WE LISTEN TO THE NEEDS OF OUR

CLIENTS. OUR BA R]@J{DWLJ[C NAVIF][@NM IB%AN]KPRI_\'CIPLICS ARE

TRANSMITTED FR | _ ONEY WORK. WE
Cosraiy perroryA QI NIEW YORIK (SlU][SSE) SA KING 15 A SBPLE
© BUSINESS. WE ARE BANKERS 20 HOURS A DAY. WE PLAN FOR THE FUTURE. TIME WORKS
FORUS. CONSTANT LONG TERM GROWTH IS OUR GOAL. WE NEVER CALCULATE PROFITS.
ONLY POTENTIAL LOSSES. A STABLE BANK ATTRACTS STABLE CLIENTS. WE KNOW OUR
CUSTOMERS. OUR JOB AND THE RISKS. WE HAVE TO MAKE PRUDENT INVESTMENTS
OF THE DEPOSITS BECAUSE IT IS NOT OUR MONEY. WE LISTEN TO TIE NEEDS OF
OUR CLIENTS. OUR BANKS ARE TRAN 25 OUR CONSERVATIVE PRINCIPLES ARE
TRANSMITTED FROM GENERATION T 2. SN WE MAKE MONEY WORK. WE OBTAIN
PERFORMANCE THROUGH CONTINU Y. BANKING IS A SIMPLE BUSINESS.
WE ARE BANKERS 24 HOURS A DAY THE FUTURE. TIME WORKS FOR US.
CONSTANT LONG TERM GROWTH EVER CALCULATE PROFITS. ONLY
POTENTIAL LOSSES. A STABLE B STABLE CLIENTS. WE KNOW OUR

THE DEPOSITS BECAUSE I'T IS NOT OUR MO X ELISTEN TO THE NEEDS OF OUR CLIENTS.

OUR BANKS ARE TRANSPARENT. OUR CONSERVATIVE PRINCIPLES ARE TRANSMITTED
FROM GENERATION TO GENERATION. WE MAKE MONEY WORK. WE OBTAIN PERFORMANCE
THROUGH CONTINUITY AND SOLIDITY. BANKING IS A SIMPLE BUSINESS. WE ARE BANKERS
2L HOURS A DAY, WE PLAN FOR THE FUTURE. TIME WORKS FOR US, CONSTANT LONG
TERM GROWTH IS OUR GOAL. WE NEVER CALCULATE PROFITS. ONLY POTENTIAL LOSSES.
A STABLE BANK ATTRACTS STABLE CLIENTS. WE KNOW OUR CUSTOME R5.0LR JOB AND
THE RISKS. WE HAVE TO MAKE PRUDENT INVESTMENTS OF THE DEPOSITS BECAUSE IT
IS NOT OUR MONEY. WE LISTEN TO THE NEEDS OF OUR CLIENTS. OUR BANKS ARE
TRANSPARENT. OUR CONSERVATIVE PRINCIPLES ARE TRA NSMITTED FROM GENERATION
TO GENERATION. WE MAKE MONEY WORK. WE OBTAIN PERFORMANCE THROUGH CONTINUITY
AND SOLIDIETY. BANKING IS A SIMPLE BUSINESS. WE ARE BANKERS 21 HOURS A DAY.
WEPLAN FOR THE FUTURE. TIME WORKS FOR US. CONSTANT LONG TERM GROWTH [S OUR
GOAL. WE NEVER CALCULATE PROFITS. ONLY POTENTIAL LOSSES. A STABLE BANK
ATTRACTS STABLE CLIENTS. WE KNOW OUR CUSTOME RS, OUR JOB AND THE RISKS.
WEHAVE TO MAKE PRUDENT INVESTMENTS OF THE DEPOSITS BECAUSE IT IS NOT OUR
MONEY. WE LISTEN TO THE NEEDS OF OUR CLIENTS. OUR BANKS ARE TRANSPARENT.
OUR CONSERVATIVE PRINCIPLE ANNUAL REPORT 1997 GENERATION TO GENERATION.
WE MAKE MONEY WORK. WE OBTAIN PERFORMANCE TH ROUGH CONTINUITY AND
SOLIDITY. BANKING IS A SIMPLE BUSINESS. WE ARE BANKERS 21 HOURS A DAY, W
PLAN FOR THE FUTURE. TIME WORKS FOR US. CONSTANT LONG TERM GROWTH IS OUR
GOAL. WE NEVER CALCULATE PROFLTS. ONLY POTENTIAL LOSSES. A STABLE BANK
ATTRACTS STABLE CLIENTS. WE KNOW OUR CUSTOMERS, OUR JOB AND THE RISKS.
WE HAVE TO MAKE PRUDENT INVESTMENTS OF THE DEPOSITS BECAUSE [TIS NOT OUR




