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IT Panel Takeaways

We hosted an IT Panel with senior UBS technologists in our New Y ork Office
on Friday. Our panelists included: Scott Abbey, CTO; Gordon Elliott, Globa
Head of Finance IT; Anthony Belfiore, Global Head of ITI Security Operations,
Keith Knuckey, ITI, Head of Globa Data Center Strategy & Planning; Michael
Breuer, ITI, Head of Architecture; Mike Donnelly, ITI, Distributed Systems &
Storage; Jan Glikman, ITI, Technical Product Manager, Remote Computing &
Remote Access.

The key takeaways from the panel discussion follow below.

Overview of IT Spending in 2008 and 2009

Overdl, IT spend is likely to be materialy lower in 2008 versus 2007.
Excluding contractual commitments for 2008 that were made in prior years,
estimates are that 2008 spending could be down 5-15% y/y. Two key trends
driving spend lower include: 1) revenue pressures, write-offs and cash
conservation that are causing financial ingtitutions to look at technology
spending for savings as it typically accounts for the largest non-personnel
expense on the P& L, and 2) people are thinking about buying less yet still being
able to do more. Looking out to the December quarter, while the year end is
typically the busiest period to close deals with vendors, expectations are that
there are not likely to be purchases of any meaningful size in 4Q this year
suggesting that the typical Q4 budget flush is unlikely to occur. As well,
athough 2009 is difficult to assess at this point in time, spend could decline by a
similar amount.

We note that our enterprise software field checks both in the U.S. and Europe
were extremely mixed as we exited the September quarter. For some, the market
volatility of the past 2 weeks in particular had an impact on deal signings in the
al important last 2 weeks of the quarter. For others, our field checks indicate
deal signings continued as planned, albeit with a higher level of scrutiny then we
have seen in recent years. The one constant in al of our channel conversations
has been that there is practically no visibility right now and as such they
themselves are setting very conservative targets for Q4. As a result, we feel
confident that 4Q guidance for enterprise software companies will certainly be
impacted by the recent macro dislocation and we expect to see signs of this to
also begin showing up on the deferred revenue line of the balance sheet. In our
view, it will be interesting to see if companies that normaly give out-year
guidance or even 1 quarter out guidance will continue to maintain that policy.

Our pandlists indicated, however, that maintenance spend is very sticky and
noted that during the tech bubble in 2001 financial institutions were not able to
renegotiate maintenance rates much lower with large vendors such as Oracle,
Microsoft and SAP (reduced maybe 2 to 3 percentage points). Given that most
financia ingtitutions likely have multi-year maintenance agreements, any
changes in support contracts are likely to be deferred over the next couple of
years. From a software perspective, we note that our channel checks indicate
that while larger vendors are not immune from the macro environment, they are
relatively well positioned to weather the uncertainty as companies reallocate
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spend from tightened or already reduced budgets and give an increasing
percentage of their overall budgets to these large vendors.

Security Trends: Increased Spending and Large
Vendors

Spending in security software seems to be one of the few bright spots that have
not been impacted by the deteriorating macro environment. Our security expert,
Anthony Belfiore, Global Head of ITI Security Operations, expects security
spending at UBS to increase 10% y/y in 2008 and forecasts an additional 15%
yly increase in 2009. He argued that the firm is most at risk in economic
downturns as his organization has to protect against issues as disparate as laid-
off employees taking confidential information to increased efforts by hackersto
bring down the firm. He aso noted however that while financial services and
government entities will need to continue spending on security and compliance
requirements even in a down economy, other industry groups that are as
regulated would likely pull back. Mr. Belfiore notes that he wants to simplify
his vendor dealings so the winners of this increased spending are the large
security vendors with a full portfolio of security products such as McAfeg,
Symantec and RSA. This is in agreement with our channel checks who
mentioned that they prefer to deal with vendors who can offer integrated
solutions. Mr. Belfiore notes that as these firms diversify and fill out their
product suite, he can replace the proprietary in-house applications (which have
high people costs) with new software licenses. He also mentioned that since the
firm operates in a heterogeneous software environment due to legacy systems
and software being kept after mergers, there is a risk that installation of new
software could have an adverse impact on system performance. With a multi-
product service provider, the update could be installed as a patch to 100k users
and the chance of issues arising are much lower. Therefore the incumbent
security vendor, McAfee, seems to have a large advantage but Mr. Belfiore
mentions that the firm will be looking to overhaul its desktop operating system
platform and choose its main security vendor at the same time giving Symantec
a far opportunity as McAfee's incumbent status is mitigated. Given his
preference for working with a “one stop shop”, Mr. Belfiore was predictably
pleased when asked about his thoughts on M cAfee acquiring Secure Computing
athough he also commented that our current vendor's products are viewed as
superior at thispoint in time. He reiterated his thoughts on the full product suite
model and mentioned how an ArcSight and McAfee combination could benefit
each other. He aso positively mentioned how Novell had been buying many
security companies and was being competitive with pricing.

While McAfee and Symantec were able to sign large deals in 1H08, we believe
that the deteriorating macro environment could make it difficult for both
companies to maintain the same pace in 2H08. To be fair, these two companies
derive a significant percentage of current quarter revenue from deferreds on the
balance sheet (i.e., 80% for McAfee and 65% for Symantec). As such we think
this makes them less of a candidate for a preannouncement as any impact would
be reflected in the balance sheet in the near term. Due to the strengthening
dollar vs. foreign currency, both companies face a big hit to deferred balances
(-5% since Euro 1.34 on 10/10 vs. 1.41 on 9/30).
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Virtualization Trends

As the economic environment constrains IT budgets, server virtualization spend
is not immune. Keith Knuckey, UBS Head of Global Data Center Strategy &
Planning, said current spend with VMware could decrease. This remark is
consistent with management's statement on its June quarter conference call that
pricing was coming down and approval cycles for deal signings were
lengthening. Further, Knuckey noted that the firm is looking for alternatives to
VMware's offerings. Additionally we note that initial lab tests of Microsoft's
Hyper V hypervisor were positive. While Hyper V lacks some of the additional
functionality of VMware's offerings such as VMotion, UBS technol ogists stated
the advanced features are not a necessity. We believe this is a fact customers
will use in negotiations with VMware. With the current economic environment
and the launch of Hyper V, we expect the trends toward reduced pricing and
protracted approval times to continue.

While UBS currently uses VMware for desktop virtualization needs, Citrix
offers significant advantages in the desktop virtualization space primarily due to
its ICA protocol. Jan Glikman, Technical Product Manager-Remote Computing
& Remote Access, noted that the ICA protocol is superior to both the remote
desktop protocol (RDP) offered by Microsoft and Sun's AOP protocol. Further,
Glickman state that Microsoft's RDP is not well suited for enterprise use
because of the physical distance involved, but that it may be appropriate for the
SMB market. Additionally, VMware is still in the process of developing a
proprietary protocol that improves on RDP. As such, we would expect Citrix to
play alarger rolein future deployments of desktop virtualization.

2009 Hardware Spend To Be Weak; But Some
Areas Worse Than Others

Although IT spending levels in 2009 are expected to be down materialy from
the fairly soft spending in 2008, UBS IT indicated that there were certain areas
of hardware that would be weaker than others on a relative basis. Ranking
hardware from the highest spending priority level to the least, UBS sees storage
remaining as the highest priority, followed by servers and then desktops.

Still need to spend on storage. Although storage spend is expected to be down
in 2009 (the expected decline was not quantified), the drop off is not expected to
be as dramatic compared to other areas of hardware. In addition to constrained
IT budgets and the need to reduce costs in al areas, UBS stated that the
expected decline in storage spend is aso a function of improved utilization
going forward which should help drive the need for less capacity. With
technologies such as virtualization and data de-duplication helping to improve
the efficiency and disk utilization of storage systems, companies are able to
store and manage increasing amounts of data with less storage. However, the
improved efficiency that is expected is not enough to offset the rapid rate of data
creation and various regulatory requirements which are still driving storage
spending and resulting in storage remaining high on the IT spending priority list.
With storage only comprising 4% of sales for both HP and Dell, we believe
these storage spending trends should have a minimal impact on the overall
businesses for these companies relative to servers and PCs.
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Excess capacity, low utilization rates and virtualization impacting server
spend. As expected, server spend will also be down in 2009 after a challenging
spending environment in 2008. In addition to a decline in spending, UBS plans
to have fewer servers on the ground at the end of 2009 versus the number in
2008 (number of servers at the end on 2008 are expected to be lower than 2007).
The significant amount of excess server capacity is a key driver of the server
spending trends UBS is anticipating, with UBS IT stating that back office server
utilization rates are about 50%, with front office utilization running at only
about 25%. With a significant amount of excess capacity and the efficiency
improvements driven by the growth of server virtualization, UBS sees servers as
an area where spending can be limited over the next year or so, with minimal
performance disruptions.

Although it is clear server unit sales should experience some weakness, UBS
indicated that it will be spending on higher ASP systems that have greater
computing power and have the features and functionality that better utilize
virtualization solutions. Although we believe a shift to higher ASP systems
should offset some of the industry impact to server revenue growth, we believe
it will likely not be enough given expectations for fairly soft unit demand. In
terms of potential impact to HP and Dell, we believe slowing server spend could
be a factor placing pressure on top line growth over the next few quarters. Note
that servers account for about 14% of HP sales and 11% of Dell’s.

Desktop spend at bottom of priority list. In terms of desktop spending, UBS
sees this as one of the lowest spending priority areas in the bank. In the current
environment, desktop spend is not even being considered given that desktop
refreshes can be easily delayed without impacting performance. We believe
desktop spend will remain rather subdued until a need for an OS upgrade is
needed or the refresh cycle can no longer be delayed. We believe challenging
PC growth through 2009 will be the main factor weighing on the performance
on HP and Dell given their significant exposure to this market. PCs account for
approximately 34% of HP sales (desktops 15%) and 61% of Dell’s (desktops
32%). With Dell’s financial performance being more exposed to PCs as well as
the corporate market, we believe the impact from a drop off in enterprise
desktop spending could be greater for Dell compared to HP.

Keep an eye out for increased vendor financing. Another areathat was briefly
touched upon was vendor financing. With many customers being cash
constrained at this time, UBS noted that they are seeing IT hardware vendors
finance more transactions. Although still arelatively small piece of their overall
businesses, we believe increased financing activity could help offset challenges
in other segments for HP and Dell. However, given increasing concerns in the
market around extending credit, we believe increased customer default risk isan
issue that should also be acknowledged.
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m Statement of Risk

As with other technology sectors, the enterprise software universe is highly
volatile, and we expect the share prices to continue to reflect this volatility.
Although IT spending appears to have stabilized, we believe the environment for
closing large deds remains constrained. Additionaly, recent merger and
acquisition activity in the enterprise software sector could cause technology
buyers to postpone purchase decisions. Furthermore, the expensing of stock
options will negatively impact the EPS figures for the majority of companiesin
our coverage universe.

m Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,

please visit www.ubs.com/disclosures. Additional information will be made available upon request.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage1 IB Services?
Buy Buy 56% 36%
Neutral Hold/Neutral 35% 33%
Sell Sell 8% 27%
UBS Short-Term Rating Rating Category Coverage3 IB Services”
Buy Buy less than 1% 32%
Sell Sell less than 1% 14%

1:Percentage of companies under coverage globally within the 12-month rating category.
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within

the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided

within the past 12 months.

Source: UBS. Rating allocations are as of 30 September 2008.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Definition

Buy
Neutral
Sell

FSR is > 6% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

UBS Short-Term Rating

Definition

Buy

Sell

Buy: Stock price expected to rise within three months from the time the rating was assigned

because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned

because of a specific catalyst or event.
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are :

Buy: Positive on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as
structure, management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount.

Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Global Disclaimer

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is
referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial
instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in
accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A.
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht
(BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafia SV, SA is regulated by the Comisién Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS ltalia Sim S.p.A.. UBS ltalia Sim
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS ltalia Sim S.p.A. has contributed to this report, the
report is also deemed to have been prepared by UBS ltalia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. Details of its postal and physical address
and a list of its directors are available on request or may be accessed at http:www.ubs.co.za. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial
Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a 'non-US affiliate'), to major US institutional investors only.
UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC
or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities
Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Where this report has been prepared by UBS Securities Japan Ltd, UBS
Securities Japan Ltd is the author, publisher and distributor of the report. Australia: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087) and UBS Securities
Australia Ltd (Holder of Australian Financial Services License No. 231098) only to 'Wholesale' clients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New
Zealand Ltd. An investment adviser and investment broker disclosure statement is available on request and free of charge by writing to PO Box 45, Auckland, NZ. China: Distributed by UBS
Securities Co. Limited. Portugal: Prepared by UBS Limited and distributed by UBS Limited and UBS Bank, SA, Sucursal em Portugal. UBS Bank, SA, Sucursal em Portugal, is regulated by
Comissédo do Mercado de Valores Mobiliarios (CMVM). Where an analyst of UBS Bank, SA, Sucursal em Portugal has contributed to this report, the report is also deemed to have been
prepared by UBS Bank, SA, Sucursal em Portugal.

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this
respect. © UBS 2008. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

3 UBS

UBS 9



	The Sentiment Snapshot: Eye on IT : IT Panel Takeaways (Bellini)

