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What A Difference A Year Makes

As of September 8, 2009

During Crisis Today
Prevailing Sentiment Armageddon Healing
S&P 500 667 1,025
S&P 500 Multiple (Forward 12 Months) 9.9x 17.1x
VIX 81 26
Consumer Confidence 55 66
GDP Forecast (Forward 12 Months) (0.7%) 2.8%
BBB Spread 803 bps 294 bps
HY Spreads (B Rated) 1,916 bps 825 bps
LIBOR-OIS 364 bps 12 bps
IPO Backlog $2 Bn $17 Bn
U.S. M&A Volume $110 Bn (Q4 08) $191 Bn (Q2 09)
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S&P 500 Performance

As of September 8, 2009

S&P 500

% Change

2008 (38)
2009 YTD 10
2008 Peak-to-Trough (53)
2008 Peak-to-Current (29)

Trough-to-Current 52
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Source FactSet
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Volatility Has Decreased Significantly
As of September 8, 2009

Volatility vs. S&P 500
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Employment Data Moderating
Monthly Change in Non-Farm Payrolls
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Source Bloomberg, Bureau of Labor Statistics

Note
1. Bloomberg consensus estimate of Wall Street economists
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GDP Outlook Improving

As of September 8, 2009

U.S. QoQ GDP Growth
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Source Morgan Stanley, Bloomberg

MS Forecast as of 9/8/2009
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Consumer Confidence Bottoming / Rebounding
Though Still Near All-Time Lows ()
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Source Bloomberg, University of Michigan Survey Results

Michigan Consumer Confidence Average
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Investor Confidence Improving
Money Flowing Back Into Equity Mutual Funds

US Domestic Equity Mutual Fund Flows
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Cash Positions Normalizing to Pre-Lehman Levels
US-Based Equity Mutual Fund Month-End Cash Level ()
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Hedge Funds Stabilizing After Difficult 2008

Strong 2Q09 Performance Driving Assets Under Management Stabilization
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Home Prices Signs of Recovery?
Case-Shiller and RPX Indices

S&P/Case-Shiller 20-MSA Seasonally Adjusted Index
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RPX Home Price Index and Forward Estimates

Ingex from 2000 to Present; Forward Estimates to 2013
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But Unemployment Is Still High ()
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Source Bloomberg, Morgan Stanley Unemployment - Unemployment
(Actual) (Projected)
T.mflnemployment rate represents the number of unemployed persons as a percentage of the total labor force and is adjusted for seasonality
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And Credit Is Still Constrained For Many

As of June 2009

Credit Availability Still Tight

Survey Results
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Banks Increased Willingness Banks Tightening
to Lend to Consumers (1) Standards @

1. Net percentage of domestic respondents in senior bank loan officer survey reporting increased willingness to make consumer installment loans
2. Net percentage of domestic respondents in senior bank loan officer survey tightening standards for consumer loans
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M&A Volume Down Significantly () 2)

U.S. Targets

Dollar Volume
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No. o

Transactions 307 467 405 539 545 306 243 275 361 507 630 773 1,128 1,214 1,246 1,268 740 659 779 896 1,030 1,210 1,274 800 383

Source Thomson Reuters as of 17 July 2009

- Notes
YT D - A n n u al IZ e d 1. Includes announced transactions, each with an aggregate value of $100MM or more. Includes transactions with estimated values.

Excludes terminated transactions. Future terminations of pending transactions will reduce totals shown
2. Includes transactions announced as of 30 June 2009. 2009 Annualized
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... With Smaller Deals More Impacted @ 2
U.S. Targets

Dollar Volume
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Dollar 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009YTD
Volume $100MM $500MM [ $500MM $1Bn $1Bn$5B W $5Bn+
($Bn) 1,456 1,625 700 388 503 749 1,097 1,440 1,443 900 333

Source Thomson Reuters as of 17 July 2009

Notes

1. Includes announced transactions, each with an aggregate value of $100MM or more. Includes transactions with estimated values. Future terminations of
pending transactions will reduce totals

2. Includes transactions announced as of 30 June 2009
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10 Largest 2009 M&A Deals

Pfizer / Wyeth ($79 Bn)

Merck / Schering-Plough
($51 Bn)

BlackRock / Barclays Global
Investors ($13 Bn)

DIRECTV Group / Liberty
Entertainment ($13 Bn)

PepsiCo / Pepsi Bottling
Group ($12 Bn)

Oracle / Sun Microsystems
($8 Bn)

Baker Hughes / BJ Services
Company ($6 Bn)

Fidelity National Information
Services / Metavante
Technologies ($5 Bn)

Pulte Homes / Centex
($5 Bn)

PepsiCo / PepsiAmericas
($5 Bn)

Morgan Stanley

M&A: Announced Transactions by Target Industry (1) (2)

U.S. Targets i
$Bn Real Retail Other

Energy / EState O% 3%

Utilites 1% ﬁ ‘

3%

Technology
4%
Basic Materials
4%
Consumer
5%
Health Care
39%
Communications
10%
Financial Services
10%
Market Summary YTD
Dollar Volume:  $333
# of Transactions: 190
Industrial
21%

Source Thomson Reuters as of 17 July 2009

Notes

1. Includes announced transactions, each with an aggregate value of $100MM or more. Includes transactions with estimated values. Excludes terminated
transactions. Future terminations of pending transactions will reduce totals shown

2. Includes transactions announced as of 30 June 2009
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M&A: General Outlook

Positives
Reduced target equity values
Distress opportunities
Backlog of deals
Growing stability of economy
Negatives
Debt financing difficulties

Overall systemic recovery slow
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M&A: Impact of Meltdown on Process
Structuring

Nearly complete drying up of traditional debt
financing market led to alternative structures:

Debt investments
Loan-to-own

Foreign investments in, or acquisitions of, U.S.
companies

Focus on structuring around debt defaults and
change of control triggers
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M&A: Impact of Meltdown on Process
Due Diligence

Process now more thorough due to:
2007 busted LBO s and related litigation
Subsequent financial market meltdown
Increased shareholder and press scrutiny
Concerns about reliability of valuations

Risk management
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Morgan Stanley

M&A: Impact of Meltdown on Process
Fiduciary Duties

Reaffirmation of Director obligations
Lyondell

No conscious and knowing disregard of
fiduciary duties

No specific judicially mandated Revilon
process

Activision
Market check not necessarily required

Moderately engaged Board with no willful
misconduct

Fertitta (Landry s)

Breach of duty of loyalty is_ possible in

egregious circumstances
JONES
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M&A: Impact of Meltdown on Process
Poison Pills

Recent upswing after a near decade-long period of
dismantling

Shareholder-friendly provisions
Shorter terms
Higher percentage thresholds
Shareholder redemption features

NOL poison pills
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M&A: Impact of Meltdown on Process
Other Matters

Bankruptcy Section 363 transactions
Increasing due to lack of DIP financing

Bankruptcy courts accommodative in exigent
circumstances, ex., auto

Say on pay initiatives

Separate (but non-binding) shareholder vote on
golden parachutes in M&A transactions

Document preparation

Litigation over 2007 busted LBO deals focused
on need for drafting clarity
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Financing Market Updates

Investment Grade Debt
High Yield Debt
Institutional Loan Market
IPO

Common Stock
Convertible Debt

Private Equity
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Investment Grade Bonds: Volumes and Spreads
2008 2009 YTD

$Bn bps

150 240

125 215
-

100 190
75 I 165
50 ' ' E 140

25 B 115
- =

0 90
Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09
Monthly Corporate Issuance (excl. FIG) (Left Axis) I Monthly Financial Insitutions Issuance (Left Axis)
I Monthly Govt Guaranteed Issuance (Left Axis) IG Index Spread Strong New Issuance Windows

Source Morgan Stanley, Bloomberg
Note
1. The Markit CDX North America Investment Grade Index is composed of 125 investment grade entities, distributed among 6 sub-indices: High Volatility,
Consumer, Energy, Financial, Industrial and Technology, Media & Tele-communications. The composition of Markit CDX Indices is determined by a
consortium of 16 member banks. Markit CDX indices roll every 6 months in March & September*
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As of September 8, 2009

Frequency (%)
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High Yield Bonds: Volumes and Spreads

2008 2009 YTD

Issuance Yield
$Bn %
30 20
18
25
16
20
14
15
12
10
10
5
8
0 6

Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09

Source Morgan Stanley Monthly ngh Yleld Yleld (1)
Issuance (Left Axis)

M O rg a n Sta n I.ey ’:.m:igh yield market index ]ODN(%S ‘q ?Frlomcll I' 27



]
High Yield Bonds: Spreads By Credit Rating

As of September 4, 2009
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Leveraged Loan Market: Trading Spreads
As of August 28, 2009

Historical Leveraged Loan Index Trading (D@
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Yield Default Rate

1. Loan data is the S&P/LSTA Leveraged Loa Index Average Discounted Spread for all performing loans
2. Default rate is by principal amount and is calculated as the amount default over the last twelve months divided by the amount outstanding at the beginning of the last twelve months
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Syndicated Loan Volume

$Bn
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Institutional Loan Market: Issuance Set to Rebound
As of July 2009
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Total CLO Issuance @)
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CLO Issuance Has Evaporated
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Note

1. A Collateralized Loan Obligation (CLO) is a debt security backed by a pool of commercial loans, often used by banks to reduce the risks associated with

lending ]O—N?S
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Equity Market: Total Issuance
2008 2009 YTD @
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IPO - Follow-On Convertible
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