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Best Ideas 
 
 
Best Ideas are our leading stock investment insights — the 
best combination of highly differentiated research, favorable 
risk-reward profiles, and clear catalysts. 

Differentiated research.  We seek out-of-consensus thinking 
that in-corporates fresh data and analysis.  Analysts are ex-
pected to identify "what's in the price" and present a compelling 
challenge to market assumptions on key investment debates. 

Favorable risk-reward profiles.  Scenario analysis lies at the 
heart of our disciplined approach to research, so we look be-
yond single-point estimates and price targets.  We examine the 
full risk-reward profile of the investment, assessing the range of 
plausible outcomes and the scenario skew as indicators of 
analyst conviction. 

Clear catalysts.  We require a clear roadmap for upcoming 
data and events in the following few months that can help 
corroborate our analysts' investment theses and drive a dis-
cernable change in market perceptions. 

Additions and removals of stocks are published as part of 
regular, stock-specific reports. The complete list appears 
weekly in Investment Perspectives. 

Important Note:  Best Ideas is not and should not be con-
sidered a portfolio.  Each investment idea is chosen based on 
its own merit and without any consideration of the other in-
vestment ideas chosen.  Specifically, there has been no effort 
to mitigate the risks of investing in any collective group of Best 
Ideas.  Concepts important to a balanced port-folio, such as 
negative correlation and diversification, have not been con-
sidered.  Treating Best Ideas as a portfolio will subject you to 
the risk of losing all or a substantial portion of your investments.   

Morgan Stanley Research 
Stock Selection Committee 

  Feb 23 Price 

 

  EPS* 
Consensus 

EPS* 

Annual 
Growth 
in EPS* P/E* P/B 

Company Ticker Price Target Bull Base Bear 2010 2011 2010 2011 2010-2012 2010 2011 2010 2011

Bank of America BAC.N 15.94 28 35 28 12 1.63e 2.37e 0.94e 1.96e 40.3% 9.8 6.7 0.6 0.6 
Baker Hughes BHI.N 47.06 100 122 100 25 2.50e 4.00e 2.03e 3.14e 55.7% 18.8 11.8 1.6 1.4 
Danaher DHR.N 74.64 85 101 85 62 4.05e 4.70e 4.06e 4.62e 14.2% 18.4 15.9 1.9 1.7 
Walt Disney DIS.N 30.92 37 49 37 25 1.98e 2.35e 1.98e 2.27e 18.4% 15.6 13.1 1.5 1.4 
GSI Commerce GSIC.O 24.23 32 41 32 18 0.48e 0.83e 0.25e 0.45e 59.3% 50.8 29.3 2.9 2.5 
The Home Depot HD.N 30.75 35 45 35 20 1.64e 1.85e 1.66e 1.78e 19.6% 16.7 13.4 2.7 2.6 
Hewlett-Packard HPQ.N 50.12 62 68 62 46 4.49e 4.94e 4.42e 4.85e 11.8% 11.2 10.1 2.5 2.1 
Lincoln National  LNC.N 24.65 33 39 33 20 3.45e 3.90e 3.49e 3.91e 12.7% 7.1 6.3 0.7 0.6 
Oracle  ORCL.O 24.48 31 38 31 17 1.60e 1.94e 1.58e 1.84e - 12.6 10.7 2.8 2.4 
Textron TXT.N 19.53 30 40 30 16 0.69e 1.50e 0.43e 1.35e 69.9% 28.2 13.1 1.9 1.7 
Union Pacific  UNP.N 66.39 80 96 80 52 4.57e 5.60e 4.22e 4.99e 17.9% 14.5 11.9 1.6 1.5 

 
  Dividend Yield FCF Yield Ratio RNOA Net Debt/EBITDA Interest Cover 

Company Ticker 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 

Bank of America BAC.N 0.3% 1.9% - - 6.0%e 8.8%e 0.7e 0.5e 18.7e 27.9e 
Baker Hughes BHI.N 1.3% 1.3% NM NM 10.6%e 11.8%e 0.9e 0.7e 9.6e 15.4e 
Danaher  DHR.N 0.2% 0.2% 6.4% 7.1% 10.9%e 10.9%e 1.0e 0.8e 11.7e 14.9e 
Walt Disney  DIS.N 1.1% 1.2% 5.4% 5.1% 9.4%e 9.7%e 1.3e 1.0e 13.1e 14.8e 
GSI Commerce GSIC.O 0.0% 0.0% 7.8% 10.3% 4.7%e 7.9%e 0.1e NM 1.1e 3.5e 
The Home Depot HD.N 3.1% 3.4% 7.6% 8.2% 9.8%e 11.0%e 1.9e 1.6e 4.7e 5.4e 
Hewlett-Packard HPQ.N 0.6% 0.6% 8.0% 9.9% 26.8%e 27.4%e NM NM 21.6e 22.8e 
Lincoln National  LNC.N 0.2% 0.8% - - 10.9%e 8.5%e 2.9e 2.8e 5.3e 6.8e 
Oracle  ORCL.O 0.8% 0.8% 8.5% 10.0% 28.5%e 28.6%e NM NM 14.1e 17.2e 
Textron  TXT.N 0.4% 0.4% 5.3% 11.7% 2.8%e 5.8%e 7.2e 3.9e 3.0e 5.7e 
Union Pacific  UNP.N 1.6% 2.0% 4.1% 6.6% 11.6%e 13.2%e 0.5e 0.2e 13.0e 21.1e 

* Uses consensus methodology; all other metrics use ModelWare methodology  
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Best Ideas 
 

Research Updates on Best Ideas  
Baker Hughes (BHI, $47.06, Overweight, Attractive Industry view) Ole Slorer 
Expect estimates to undergo upward revisions.  FactSet consensus 2010 EPS currently stands at $2.03, materially unchanged 
since the period immediately prior to the BJ Services announcement at the end of August 2009.  During the interim: (1) Baker an-
nounced the transformative acquisition of a company that is highly levered to US rig count, and (2) the US rig count has jumped nearly 
60%.  We are revising our 2010 EPS estimate to $2.50 from $2.00 and we strongly reiterate our Overweight rating.  

See “2010 Consensus Too Low,” February 24, 2010  

Hewlett-Packard (HPQ, $50.12, Overweight, Attractive Industry view) Katy Huberty 
Back to a ‘beat and raise’ story.  Our thesis of a stronger-than-expected recovery in Hewlett-Packard's server and printing seg-
ments partially played out in the January quarter and we expect to see more evidence throughout 2010.  Further, we believe H-P’s 
exposure to a server and storage spending recovery is underappreciated.   

See page 35 

Home Depot (HD, $30.75, Overweight, In-Line Industry view) Gregory Melich 
The turn:  Margins above 9% in 2011 look realistic.  We believe that the turn in housing is real, and we view HD’s 4Q beat as a 
strong indication that 2010 will show progress on the path to recovery and 10% EBIT margins.  We continue to believe the market 
underappreciates 2011 margin expansion and potential for shareholder return.   

See page 37  

Oracle (ORCL, $24.48, Overweight, In-Line Industry view) Adam Holt 
Sun hardware is back in the game:  Deal should be a positive for Oracle’s hardware and software revenues, according to our 
survey of IT managers..  Sun and core Oracle revenues should surprise favorably in F2011; we remain aggressive buyers of ORCL 
stock, based on a strong potential for upside to F2011 expectations and a significant valuation discount to our large-cap coverage. 

See page 45  

Textron (TXT, $19.53, Overweight, In-Line Industry view) Heidi Wood 
Improving signs in Us and European business jet traffic.  We remain Overweight TXT with a business jet recovery a key catalyst.  
We look for a recovery at Textron’s Cessna division and believe this is not fully priced in currently.  January takeoff and landings data 
from the FAA and the owner of Europe’s largest biz jet airport showed 10% Y/Y improvement for total biz jet traffic.   

See “Improving Signs In US and European Biz Jet Traffic,” February 19, 2010  

Walt Disney (DIS, $30.92, Overweight, Attractive Industry view) Benjamin Swinburne 
We remain Overweight DIS and have raised our estimates and price target following strong 1Q10 results.  Our view on DIS is 
based on (1) leverage to an advertising and consumer recovery in 2010-11, (2) secular growth from key assets including ESPN, and 
(3) our view that consensus 2011 estimates underestimate Disney’s operating leverage coming out of the current downturn.   

See page 53  

Morgan Stanley is currently acting as financial advisor to Hewlett-Packard Company ("Hewlett-Packard") with respect to its proposed offer to acquire 
3Com Corporation ("3Com"), as announced on November 11, 2009.  The proposed transaction is subject to the consent of the 3Com shareholders and 
other customary closing conditions.  This report and the information provided herein is not intended to (i) provide voting advice, (ii) serve as an en-
dorsement of the proposed transaction, or (iii) result in the procurement, withholding or revocation of a proxy or any other action by a security holder.  
Hewlett-Packard has agreed to pay fees to Morgan Stanley for its financial advice, including transaction fees that are contingent upon the consum-
mation of the proposed transaction.  Please refer to the notes at the end of the report. 

Morgan Stanley is currently acting as financial advisor to a number of investors, led by First Republic's existing management, and including investment 
funds managed by Colony Capital, LLC and General Atlantic LLC with respect to their acquisition of First Republic Bank from Bank of America Cor-
poration.  The proposed transaction is subject to customary regulatory approvals, as well as certain customary closing conditions.   Morgan Stanley 
expects to receive fees for its financial services that are subject to the consummation of the proposed transaction.    Please refer to the notes at the end 
of the report.  
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US Economics 
We Can’t Inflate Our Way Out 
Morgan Stanley & Co. 
Incorporated 

Richard Berner  
Richard.Berner@morganstanley.com 

Inflation is not the solution.  It’s tempting to think that the US 
can inflate its way out of its fiscal problems.  A faster, sustained 
increase in prices would erode the real value of past debt, and 
higher future inflation would reduce the real resources needed 
to service and pay back the promises we are making today.  
There is no mistaking the staggering value of those promises.  
On our projections, Federal marketable debt held by the public 
will jump from 60.7% of GDP at the end of FY 2010 to 87% of 
GDP in the next decade, a level not seen since the post-WW II 
period (1947).  In absolute terms, such debt will more than 
double over that period from its January level of $7.2 trillion.    

Adding fuel to the fire, a growing chorus of household-name 
economists from both sides of the political aisle are advocating 
higher inflation as the remedy for our fiscal maladies.  Indeed, 
many believe that higher inflation will cure multiple ills, and that 
central banks should raise their inflation targets to as high as 
4% from the current ones (some implicit) that cluster near 2%.  
From a policy perspective, we couldn’t disagree more.  As we 
see it, central bank responses to this financial crisis underscore 
the fact that inflation targets are medium-term goals to be met 
flexibly; they have not limited central banks from responding 
aggressively to the shock.  Specifically, we believe that the 
Fed’s “credit easing” programs have restored the functioning of 
many financial markets and enabled policymakers to offset the 
constraint of interest rates at the ”zero bound.” But the push for 
allowing more inflation to lubricate the economy is gaining 
adherents, so it’s time for sober analysis.   

Our inflation view.  Let’s be clear: Our view is that inflation will 
stay low — at or below 2% — for the next two years.  Near 
term, we expect that significant slack in goods, labor and 
housing markets will promote a decline in the core CPI toward 
1%.  January’s 0.1% decline is on track with that view.  Sub-
sequently, we believe that narrowing slack, rising inflation 
expectations, and commodity prices will promote a gradual 
move in core inflation back to 2% in 2011.   

However, there are some inflation tail risks: Monetary pol-
icy globally has been ultra expansionary; left unchecked, 
massive fiscal deficits could eventually pose an inflation threat, 
and central banks, especially the Fed, find themselves under 
more political pressure than at any time since the Great De-

pression.  So the fear that the Fed cannot take away the 
punchbowl any time soon is understandable.  While those tail 
risks are currently small, we agree with our colleague Joachim 
Fels — who has been warning of inflation risks for some time — 
that investors should consider inflation insurance.  But a rec-
ommendation to buy protection against inflation tail risks is very 
different from expecting that inflation will — or could — rise by 
enough to erode the value of the debt.  

Flawed strategy: Three hurdles.  Indeed, we think three 
hurdles preclude eroding the real value of our debt with infla-
tion.  1) Investors would recognize even a stealth inflation 
policy and would quickly push up yields.  2) Nearly half of 
Federal outlays are either officially or unofficially indexed, 
meaning that increments to debt would rise with inflation.  3) 
And the Fed is unlikely to acquiesce.  Before examining those 
factors, it’s worth looking back to see what history suggests. 

The lessons from history may not apply.  On the surface, it 
appears that history contradicts our view.  After all, the com-
bination of seignorage (the benefits to the sovereign from 
printing money) and unexpected inflation of the mid-1960s and 
1970s pushed real rates sharply negative, limiting debt service 
and eroding the debt.  My colleague Spyros Andreopoulos 
explores this issue in depth in a provocative recent piece (see 
“The Return of Debtflation?” February 10, 2010).  His calcula-
tions show that rapid nominal growth brought debt held by the 
public from 108.6% of GDP in 1946 to just 36% of GDP in 2003.  
The calculations further show that inflation accounted for 56% 
of that decline, while real growth accounted for the remainder.  
Spyros acknowledges that his calculations implicitly assume 
that debt service is a constant share of GDP.  In reality, debt 
service varies with changes in interest rates, the debt, and the 

Exhibit 1 

Roughly Half of Federal Outlays Are Linked to Inflation 
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 6 

M O R G A N  S T A N L E Y  R E S E A R C H  

February 24, 2010 
Investment Perspectives — US and the Americas 

Strategy and Economics 
maturity structure.  So, if debt is growing relative to GDP and 
rates are rising with inflation, debt service/GDP will also rise, 
boosting the overall deficit and debt/GDP.  That limits the ability 
of policymakers to inflate the debt away.  Indeed, using an 
alternative framework, George Hall and Thomas Sargent cal-
culate that during the period from 1945 to 1974, inflation ac-
counted for only about 23% of the decline in debt/GDP (“In-
terest Rate Risk and Other Determinants Of Post WWII U.S. 
Government Debt/GDP Dynamics,” January 19, 2010).  

Those assumptions are critical in evaluating history, because it 
turns out that the US postwar experience was anomalous for 
three reasons.  First, a rapid decline in defense spending 
yielded a significant “peace dividend.”  Defense spending 
tumbled from 37% of GDP in 1945 to 11% by 1955, bring the 
deficit from 12% of GDP in 1945 to outright surplus by 1947.  
Second, the Fed implicitly agreed to finance the war by holding 
down interest rates through the early 1950s.  The Korean War 
brought a surge of inflation and a recognition that the Fed 
needed more independence.  In 1951, the Treasury-Fed Ac-
cord empowered the Fed to raise interest rates to address 
inflation.  Also, wartime legislation prohibited the Treasury from 
issuing bonds with coupons greater than 4¼%.  Consequently, 
debt managers shortened the maturity of issuance to get under 
the ceiling.  Higher inflation and market pressures eventually 
forced repeal and also brought down debt/GDP.    

Hurdles to inflating.  Looking ahead, there are several hur-
dles to being able to inflate away the debt.  First, market par-
ticipants seem unlikely to be fooled by unexpected inflation — 
certainly not for long enough or by enough to dent the debt.  
Despite what some might view as inflation complacency, the 
transformation of financial markets over the past 50 years, 
including the growing use of instruments to protect against 
inflation, suggests much more sensitivity to inflation risks than 
in the postwar period.   

Indexation.  Second, nearly half of Federal outlays are linked 
to inflation, meaning that increments to debt would rise with 
inflation.  Social Security, which accounts for one-quarter of 
Federal outlays, is officially indexed, and Medicare and Medi-
caid are “unofficially” indexed.  Over the period 2009-2020, 
CBO estimates that these three programs will account for 72% 
of the growth in total Federal outlays and about that share of 
the growth in debt.  And CBO’s assumptions may be conser-
vative, as they are required by law to assume a sharp cutback 
in physician reimbursements under the Medicare program.  
Those cuts have been delayed every year since 2003. 

Enter the Fed.  Finally, while many view the Fed as politically 
constrained, we have no doubt that Fed officials will not tolerate 

a significant rise in inflation, much less encourage it.  Of 
course, starting in the mid-1960s through 1979, monetary 
policy did appear to sanction higher inflation.  Having been at 
the Fed from 1972 to 1980, I wouldn’t say that then-Chairman 
Arthur Burns explicitly chose inflation; rather he didn’t think 
inflation had much to do with monetary policy.  That was then.  
As much as the Fed seems to be in disfavor today, there is no 
question among even its sharpest critics that the Fed should be 
independent and responsible for price stability.  And Fed offi-
cials are acutely aware of the pressure that large deficits put on 
the central bank.  As Kansas City Fed President Hoenig noted 
recently, “The founders of the Federal Reserve understood that 
placing the printing press with the power to spend was a for-
mula for fiscal and financial disaster.”  

Venting market pressures: Rates or currencies?  Even 
setting aside all those hurdles, with core inflation declining 
again, it would take some time to boost inflation sufficiently to 
meaningfully erode the debt.  That’s all the more reason to pay 
attention to the other ways that fiscal pressures may vent in 
financial markets.  Put simply, sovereign credit risk may not 
immediately create inflation risk; it may instead translate into 
real interest rate or currency risk.  Indeed, our call for a rise in 
nominal 10-year Treasury yields to 5½% is a story about real 
rates, in which a revival of private credit demands collides with 
massive Treasury borrowing needs.  Global investors will likely 
demand a concession to buy US debt, or they will diversify 
away from it.  Financial markets will, when provoked, find ways 
to “punish the printers” — in this case, meaning those whose 
fiscal policies are clearly on an unsustainable path.  

That’s especially a risk in the current US political setting.  The 
decisions to retire by key senators on both sides of the political 
aisle are partly the result of moves to the left by Democrats and 
moves to the right by Republicans.  With both parties losing 
their moderate members in the middle, the distance between 
them becomes ever harder to bridge, and there is less mass in 
the center to achieve practical solutions.  And practical solu-
tions to our budget and economic challenges are needed soon.   

For financial markets, there is an element of complacency 
around such gridlock.  Market participants are used to thinking 
that political gridlock is good: It prevents politicians from in-
terfering with the marketplace.  The financial crisis exposed the 
flaws in that reasoning with respect to appropriate financial 
regulation.  Indeed, gridlock today is more likely to be bad for 
markets, as our budget problems are the result of past policies 
and can only be solved with political action.  The risk is that 
further significant pressure on interest rates — significant 
enough to be perceived to threaten the expansion — may be 
needed before leadership emerges to break the logjam. 
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We expect to become more cautious on equities when 
leading growth indicators roll over. We know the risk of 
over-finessing a timing call, but we expect choppy, range- 
bound markets for some time, so we think tactical timing will be 
important, unfortunately. There’s a hint of an inflection point in 
some leading indicators, but we will wait to see clearer signs 
before changing our call. Our hunch is that we’ll get the sell 
signal in the June quarter.  

We don’t think that developed equity markets have started a 
secular bull market. We expect an extended period of (broad) 
range-bound trading. In this context, we think leading cycle 
indicators will be important guides to the wax-and-wane in 
stocks that we expect.  

We are putting more emphasis on growth indicators than, say, 
liquidity or interest rate measures for several reasons:  First, 
our sense is that investors have unusually low conviction about 
the durability of the economic recovery. Consequently, we 
suspect that weakness in the leading indicators would lead to 
unusual consternation. Sovereign stress, which could limit the 
ability of policy makers to respond to slower growth, is likely to 
exacerbate investors’ concerns.   

Second, leading growth indicators sent a timely ‘buy’ signal this 
time last year. The ISM, for example, ticked higher just before 
Wall Street troughed (a signal that, unfortunately, we initially 
ignored.)  Third, in previous examples of extended 
range-bound markets – periods that typically followed major 
bear markets – it was often the swing in growth indicators 
(rather than liquidity or rates) that seemed best to track fluc-
tuations in equities.   

What are the leading indicators saying now? Most remain 
strong.  Exhibits 1 and 2 show the OECD’s leading index and 
the ECRI leading index.  Both are at very strong levels on a 
12-month change basis, although both are decelerating at the 
margin (over 3 months). Exhibit 3 shows the ISM and IFO 
indices – again, both are strong. In fact, most purchasing 
manager indices are robust (and the regional series in the US 

have been stronger still in February). We don’t think that 
manufacturing is representative of the broader economy in this 
cycle, a point reinforced by the desultory performance of other 
sector-specific sentiment indicators (such as for small busi-
ness). Nonetheless, indicators such as the ISM continue to 
provide a good guide to important market variables, such as 
analyst earning revisions.    

Exhibit 1 
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Exhibit 2 

…Of A Peak  
ECRI LEADING INDEX
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Exhibit 3 

No Peak Here Yet  
ISM AND IFO INDEXES
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Finally, liquidity growth is starting to slow (Exhibit 4) – although, 
as our Global Monetary Analyst colleagues note, the stock of 
excess liquidity remains high. Historically, risk assets have 
correlated with the change in liquidity measures, rather than 
their level. 

Exhibit 4 

Liquidity Measures Inflect  
MONEY SUPPLY AND EXCESS MONEY SUPPLY
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As we noted above, we think that growth indicators could be 
unusually potent market signals in this cycle. Work by our 
European strategy team shows that they are useful market 
timing tools even in normal cycles.  What follows is taken from 
Edmung Ng’s Equity Implications Of Rollover In Growth Lead-
ing Indicators, 8 February.  

Edmund looked at the performance of European equities rela-
tive to four leading indicators: the OECD leading index; ISM 
new orders; IFO expectations; and the ECRI leading index. The 
ECRI was the most reliable indicator in the sense that it gave 
the fewest bad signals (that is, equities fell over 80% of the time 
in the six months after the ECRI peaked). The median 6-month 
equity performance after the ECRI peaked was a fall of 8%. In 
both Europe and the US, equities underperform government 
bonds by around 9½%, on average, in the six months after the 
ECRI peaks.   

Exhibit 5 

Sector Rotation Once the Peak Passes  
Rank sector performance of European sectors 6 months after peak of index

OECD 
World 

leading 
index

ISM New 
orders

IFO 
Expectation

s

ECRI 
Leading 
index Average

Telecommunications 2 1 1 3 1.8
Consumer Staples 3 2 4 2 2.8
Health Care 4 3 3 1 2.8
Utilities 1 5 5 4 3.8
Information Technology 5 8 2 9 6.0
Industrials 6 6 6 8 6.5
Energy 10 4 8 5 6.8
Materials 7 7 7 6 6.8
Consumer Discretionary 9 9 10 7 8.8
Financials 8 10 9 10 9.3

 
Note: Shows ranking of sector performance 6 and 12 months after the 1st rollover in growth 
indicators post NBER recessions; ranking is done based on first hit ratio (i.e. probability of 
sector to outperformance) and median performance. OECD World (Total OECD + Major 6 EM) 
peaks on Nov-72, Feb-76, May-81, Sep-83, Jan-92 & Sep-02; ISM NO peaks on Jun-50, 
Feb-55, Feb-59, Dec-61, Jan-73, Feb-76, Nov-80, Dec-83, Sep-91 & Mar-02; IFO expectation 
peaks on Dec-72, Dec-75, Jan-84, Oct-94 & May-02; ECRI leading index (growth) peaks on 
May-71, Feb-76, Apr-81, May-83, May-91 & May-02. Note this analysis for sectors only include 
peaks in growth indicators post 1973 due to limited availability of sector data.  
Source: Edmund Ng, Equity Implications of Rollover In Growth Leading Indicators, 8 February 
2010; Morgan Stanley Research 

Leading indicators are also useful for timing sector rotation. 
Exhibit 5 provides a rank order of historical sector performance 
in the six months after each leading index peaks. If this pattern 
repeats, and broadly we see no reason why it shouldn’t, then 
the relative sector winners should shift dramatically over the 
next couple of quarters. It’s particularly noteworthy that Finan-
cials perform poorly once leading indicators peak. Our Euro-
pean banks team last week downgraded Financials. For more 
details, see Huw van Steenis, Banks: Elevated Sovereign 
Funding Costs And European Banks, 16 February. 
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Contrasting US and European credit.  For the better part of 
the last year, our global view of corporate credit was broadly 
unified in both message and direction.  As credit valuations 
across the globe converge, while economic and valuation 
messages across these markets become more dispersed, we 
believe regional distinctions in our views become increasingly 
warranted.  We are mindful that credit, especially investment 
grade, is less dependent on growth than other risk assets to 
drive performance.  Yet regional differences are notable, and 
growing more pronounced.  Downside surprises to recent 
euro-area data have left the region dangerously close to 
stall-speed, while better-than-expected growth numbers out of 
the US and Asia ex-Japan point to a more sustained recovery.   

For European investors, we view fundamental and valuation 
trends in the US as reasons to be relatively less constructive on 
the European credit market (see Problematic Relatives – 
Downgrading EUR IG Credit, February 12, 2010).  For US 
investors, we believe that different trends argue for more con-
viction regarding a ‘buy the dip’ strategy in the face of the 
current pullback (see Macro Masking Micro, February 5, 2010) 
and similarly in Asia (see Reverse Contagion, February 12, 
2010). 

A differing relative valuation picture.  Pricing off of the 
German Bund curve, € cash bonds have enjoyed an uninten-
tional lift from the sovereign crisis — now trading unusually 
close to broader € fixed income.  The US picture remains quite 
different.  Despite weaker growth with larger downside risk, 
European non-financial credit trades at tighter spreads but is 
0.5x more geared than US markets.  We see a similar story in 
the bonds of banks.  We highlight here bonds from the USD 
and EUR markets from the same issuer, but with very different 
valuations.  We also offer cross-Atlantic trade ideas, by sector, 
which benefit from differing valuation and economic trends 
between regions.  

Trade #1 — Looking to the Banks:  Total debt/EBITDA may 
be the bread-and-butter of credit analysis, but we sense the 
‘leverage’ that remains most on the minds of investors is that of 

the US and European banks.  Financial repair on both sides of 
the Atlantic has been material, impressive and central to the 
sector’s leadership role in market performance in 2009.  Our 
focus here, however, is on the more recently divergent trends 
between the two markets.  In the face of diverging economic 
views by region, but rather similar valuation levels between US 
and European banks, such distinctions are increasingly ger-
mane. 

On several fronts, the headwinds for the European banking 
sector appear greater.  The region faces a more difficult 
backdrop of weaker growth that we noted earlier, in contrast to 
our forecasts of a relatively more rapid improvement in the US 
picture.  Despite this challenge, European reserves against 
non-performing loans (NPLs) remain less conservative than 
their American counterparts.  In Europe, banks have put aside 
about 50¢ for every dollar of NPLs.  US banks, in contrast, 
boast roughly an 80¢ cushion to every dollar in bad debts (on 
2009 numbers).   

The faster shrinkage in US bank balance sheets in 2008-09, 
while painful for corporates and households, has provided US 
banks with better flexibility to support economic growth and 
improve their own solvency as they enter 2010.  US bank loan 
to deposit ratios stand at 115% versus 145% at the start of the 
crisis, meaning that the ability of banks to self-fund loan growth 
is now much greater.  In Europe, however, the loan/deposit 
ratio still hovers around the ~135% range from ~145% highs, 
as the deleveraging in Europe slowed in 2009 relative to 2008. 

Although we feel that a better US banking story is widely 
flagged (and hardly out of consensus), we think it notable, 
given relative pricing.  In the EUR bond market, investors face 
a number of opportunities to switch out of European banks into 
US banks with lower leverage and better economic tailwinds.  
In Exhibit 1, we highlight several examples.   

Exhibit 1 

Bank Credit Trade Ideas 
 
Credit 

 
Maturity

 
Rating 

 
Price 

 
Z Spread TCE/TA

10e Tang. Book
Value Growth

JPMorgan  Aug-11 A+ 106 22 5.3% 5%
Deutsche Bank Mar-11 A+ 103 -5 2.7% 10%
Citigroup  Mar-13 A3 107 185 6.4% -2%
Monte dei Paschi Jul-13 A1 106 54 3.8% 2%
Bank of America Mar-15 A2 100 154 4.5% 14%
Commerzbank Feb-15 Aa3 107 75 0.9% -12%
Bank of America Jun-16 A2 113 176 4.5% 14%
Intesa San Paolo Nov-16 Aa2 100 76 4.3% 6%
Source: Morgan Stanley Research, Bloomberg   e = Morgan Stanley Research Estimates 
 

Trade #2 — EUR vs. USD Cash Valuations at the Issuer 
Level:  Another way to play the valuation divide is to switch out 
of EUR-denominated bonds into the USD bonds of the same 
issuer.  Exhibit 2 compares cash bond trades in the same 
issuers where the USD market offers greater yield and spread 
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for similar maturities.  For equivalent credit risk, USD bonds are 
offering meaningfully higher spreads and yields, in a currency 
our FX strategists expect will appreciate 8% against the euro 
this year (see FX Pulse: Euro Strains, February 4, 2010).  For 
investors for whom cross-currency trades are impractical, we 
still find these relationships useful in highlighting the differing 
valuations between the two markets. 

Exhibit 2 

Better Spread, Higher Yield, Stronger Currency 
Credit Ccy Maturity Price Yield Z spread 

Anglo American plc USD Apr-14 $120 4.14% 186
  EUR Apr-15 $110 3.76% 116
Akzo Nobel NV USD Dec-13 $107 3.51% 135
  EUR Jan-14 $116 3.26% 106
British American  USD Nov-18 $127 5.58% 206
Tobacco plc EUR Jun-17 $109 3.91% 86
Cargill Inc USD Nov-17 $108 4.81% 136
  EUR May-17 $106 3.94% 93
Deutsche Telekom AG USD Aug-18 $112 5.05% 149
  EUR Mar-18 $118 3.97% 81
Enel SpA USD Sep-17 $111 4.58% 118
  EUR Jun-18 $106 3.88% 70
Pfizer Inc USD Dec-18 $113 4.70% 109
  EUR May-17 $106 3.58% 55
WPP Group plc USD Jun-14 $102 5.33% 292
  EUR Jan-15 $104 4.34% 179

USD Oct-16 $112 4.71% 166Portfolio Average EUR Sep-16 $110 3.83% 98
Source: Morgan Stanley Research, Bloomberg 
 

Trade #3 — Putting the Trade on Across the Atlantic:  
Finally, we end with a simple screen to prosecute our views 
across regions: long US corporates with strong fundamentals, 
little to no exposure to Europe and still attractive valuations 
(especially in relative terms) versus short fundamentally weak, 

tight-trading European names.  Particularly in the cyclical 
arena, we would rather avoid names exposed to weaker 
European growth and, in many cases for the names in our 
table, pick up spread at the same time.  For example, we like 
being long International Paper, a strong free-cash-flow gen-
erator, with leverage now under 2x, and most of its sales in 
North America — versus Svenska, with an additional turn of 
leverage, half the free-cash-flow generation as a share of total 
debt, and predominantly European revenue generation.  An 
investor would pick up over 40 bp and more than double the 
spread per unit of leverage (SPL) by swapping into IP and out 
of SCACAP. 

A world increasingly without borders.  In our 2010 credit 
outlook, our global team viewed the year ahead as one that 
would still provide opportunity in credit markets — but we 
suggested that the performance to be had would be measured, 
more volatile, and frankly a bit disappointing relative to the 
outsized returns most credit investors booked in 2009 (and 
may mistakenly expect to continue).  We believe that the de-
veloping macro backdrop, when coupled with valuation dif-
ferences, leaves the euro area exposed relative to opportuni-
ties we see on the other side of the Pond.  Common across the 
developed markets are the draining of liquidity and government 
support facilities, uncertainty regarding the macro picture, and 
fiscal worries related to sovereign (and municipals, for that 
matter) — courtesy of the massive private-to-public debt 
transfer.  The recovery in credit markets is bound to get more 
uneven from here, yet we believe that the US credit markets 
are poised to travel the less bumpy path.  (For details see our 
Credit Basis Report of February 19, 2010.)   
 

 

Exhibit 3 

Credit Trade Ideas: Long US/Short Europe 
Sector View Name Rating 5yr CDS Total debt/EBITDA SPL (bp/x) FCF to debt European exposure

Consumer Long Comcast BBB+ 120 2.1x 56 18% 0%
Cyclical Short BSkyB BBB+ 75 2.6x 29 23% 100%
Consumer Long Safeway Inc BBB 95 2.8x 34 20% 0%
Staples Short Casino Guichard BBB- 110 3.9x 28 -10% 73%
Consumer Long DirecTV Group BBB- 125 1.4x 87 29% 0%
Staples Short SES BBB 67 3.3x 20 8% 62%
Industrials Long Union Pacific Corp BBB 65 2.0x 32 9% 0%
  Short Assa Abloy A- 59 2.8x 21 22% 50%
Materials Long Freeport-McMoRan BBB- 160 0.8x 200 44% 16%
  Short Koninklijke DSM  A- 51 2.6x 20 40% 52%
Materials Long International Paper BBB 133 1.9x 70 46% 13%
  Short Svenska Cellulosa BBB+ 90 2.9x 31 19% 76%
Telecom Long Verizon Comm. A 80 1.8x 45 23% 0%
  Short Deutsche Telekom BBB+ 70 2.8x 25 14% 76%
Utilities Long PPL Corporation BBB 134 4.3x 32 8% 0%
  Short Iberdrola SA A- 95 6.3x 15 -2% 77%
Source: Morgan Stanley Research, iBoxx, Bloomberg, Factset
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The cost of capital looks set to rise, and we reiterate our 
view that the current correction phase in equities is not over: 
There may be rallies, but we recommend selling into strength. 
There is 6% downside to our 1030 MSCI Europe index target.  
We believe there is upward pressure on the cost of capital from 
two sources. First, the monetary authorities in Asia have already 
started to tighten monetary policy as their economies rebound 
strongly and inflation looks set to rise in the coming months (our 
economists expect China to start hiking base rates in April). In 
addition, the Fed has raised the discount rate and announced 
plans to start to wind down its unconventional support policies 
over the next few months.  

Second, concerns over the sovereign fiscal outlook are in-
creasing the ‘risk’ in the ‘risk-free’ rate. The size of the debt 
burden that prompted the financial crisis has not fallen, but 
rather was transferred to the public sector. One of the most 
important macro themes for the next few years in developed 
markets will be how easily countries can service and pay down 
these deficits.  Greece may well be a taste of things to come, but 
the speed and extent of any contagion are hard to predict. We 
think that the 50-year low in government bond yields (real and 
nominal) in this cycle will not be seen again for many years. 

Size of government debt issuance raises ‘crowding out’ 
concerns. Our economists expect European governments to 
raise over €1.6 trillion of gross bond and bill issuance in 2010 
(around €550 billion net). The scale of such issuance could 
raise a significant ‘crowding out’ effect, whereby government 
bonds suck up the vast majority of capital. 

EU banks need to roll over >€1 trillion of debt in the next 
two years – and at a higher cost.  In its latest note, Elevated 
Sovereign Funding Costs and European Banks (February 16), 
our Banks team downgraded its sector view to Cautious and 
highlighted that the European banking sector needs to roll over 
in excess of €500 billion of bank debt in 2010, with a similar 
amount in 2011. The cost of capital for the banking sector is 
likely to rise for three reasons, in our view:  Higher funding 
costs for sovereigns; a move toward longer-duration debt 
(many banks shortened their funding duration during the crisis 
and are now keen to reverse this); and a move away from 

government-guaranteed debt to non-guaranteed debt – in 
4Q09 we estimate the latter was approximately 40 bp more 
expensive than the former. 

Higher funding costs for sovereigns and banks will feed 
through to corporates and consumers. With funding costs 
set to rise for governments and banks, we assume that this will 
move further up the food chain, affecting the availability and 
cost of credit for corporates and households. In its latest survey 
on company access to finance, the ECB noted that conditions 
for access to bank credit are stationary at very tight levels, 
which means that credit contraction/deleveraging is continuing 
in the corporate sector.  

Consumer credit costs have been rising for a year. In the 
consumer sector, the demand for credit is likely to remain low 
as households look to de-lever. Nevertheless, with credit 
availability likely to remain subdued (as banks de-lever and 
shrink loan books), a rise in the ‘risk-free’ rate implies a higher 
cost of capital for all. Over the past year, consumer credit costs 
have been rising despite unchanged policy rates.  This trend 
has accelerated in recent months.  Put simply, a lack of credit 
availability suggests to us that consumers are likely to be price 
takers rather than price makers.   

Are the authorities losing control of effective interest 
rates? Somewhat more contentiously, we’d also argue that the 
ability of authorities to control effective interest rates through the 
system is becoming impaired. This could be one interpretation of 
the current record steepness of government yield curves, with 
the other being that we are about to see a sharp and sustained 
economic recovery.  

Exhibit 1 

The risk free rate hit a generation low in this cycle 
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Investment implications of a higher cost of capital: 
(1) Asset allocation – prefer equities over fixed income on 
a 12-month view. An increase in government bond yields 
usually leads to a de-rating in equities. In a UK strategy report, 
Bond yields are key focus for 2010 (January 7, 2010), we 
highlight that the P/E of the UK equity market has a 90% 
probability of falling in the year after a structural trough in gilt 
yields. Although rising earnings can offset the P/E contraction, 
equities tend to suffer in periods when bond yields are rising 
and leading indicators are rolling over. But with corporate bond 
performance likely to be undermined by a structural rise in 
government bond yields, equities remain our preferred asset 
class for the long term (see our report Prefer non-financial 
equities over credit, February 15, 2010). 

(2) Sectors & countries. Higher government yields tend to be 
bad for Financials and bond proxies and relatively good for 
Industrials, commodity-related sectors, and some defensives. In 
this cycle the linkage between higher bond yields and fiscal 
retrenchment pressures also suggests that Consumer Discre-
tionary stocks should struggle. On consensus 2010 data, the 
sectors with the highest net debt to equity ratio are: Utilities, 
Transportation and Telecoms. The countries with the highest 
corporate leverage are Portugal, Spain, Italy and Greece. This 
analysis also supports many of the positions within our Euro-
pean Model Portfolio – for example we are overweight Con-
sumer Staples, Pharmaceuticals, Energy and Materials and 
underweight Utilities, Financials and Consumer Discretionary.  

(3) Stocks. A sustained rise in the cost of capital is likely to hurt 
those companies with the weakest balance sheets and those 
whose business models are reliant on regularly refinancing or 
rolling over short-term debt instruments. These stocks have 
actually been significant outperformers over the last year, but we 
expect this to reverse in 2010. We highlight three screens to 
identify stocks that may be perceived as vulnerable to balance 
sheet concerns: 

Our anti-LBO screen – Stocks rated Underweight on this 
screen are Enterprise Inns, Brisa, Celesio, Heineken, Kemira 
and DSGI. 

Piotroski analysis – Stocks with a high Piotroski score are now 
outperforming those with a low score. Our screen of stocks with 
a low Piotroski score includes 15 Underweight-rated stocks, 
including Acerinox, Lonmin, Michelin, ThyssenKrupp, Brisa, 
Daimler, Gas Natural and Volvo.  Four stocks in our European 
Model Portfolio appear in our high Piotroski score screen: Wood 
Group, AstraZeneca, Danone, Nestle. 

Net debt to equity ratios – Underweight-rated stocks with a high 
net debt to equity ratio include Northumbrian Water, Pennon, 
Brisa, Heineken, Daimler, Bunzl and Iberdrola. There are 8 
Overweight-rated stocks with a net cash position on their bal-
ance sheet: Acergy, Balfour Beatty, Bwin, EADS, ENRC, In-
ditex, Invensys and Vestas. 

Exhibit 2 

Sector performance in periods of rising real rates 
 

 
Average Hit Ratio Average Hit Ratio

MSCI Europe (Absolute, Since 1958) 9.2 64 4.7 61

MSCI Europe (Absolute, Since 1973) 7.6 63 5.4 62

Industrials 3.7 57 -2.8 48

Telecommunication Services 8.8 55 -0.1 49

Energy 6.1 55 -0.7 48

Materials 4.8 54 -1.5 47

Health Care 2.1 54 7.2 58

Consumer Staples 0.1 52 3.7 49

Consumer Discretionary 2.4 52 -3.9 44

Information Technology 2.8 48 -1.0 47

Utilities -3.6 46 5.0 54

Financials -6.3 39 2.3 53

Ann'd Relative Perf. In Months when 
US 10Y BY is RISING

Ann'd Relative Perf. In Months when 
US 10Y BY is FALLING

  
Note: Data looks only at months in the top & bottom tertile of movements in the Real US 10Y 
Bond Yield since 1958 (Monthly average). Sector performance only goes back to 1973 due to 
data limitation. Hit ratio is the probability of the sector to outperform in different regimes. 
Source: MSCI, FRB, Datastream, Morgan Stanley Research 

Exhibit 3 

Consensus 2010 net debt to Equity 
 

Consensus 2010 net debt to equity (%)
Portugal 189
Spain 141
Italy 85
Greece 82
Belgium 73
Netherlands 62
Austria 54
France 52
Ireland 51
Germany 46
Norway 44
United Kingdom 39
Denmark 38
Finland 30
Sweden 26
Switzerland 21
Europe ex UK 58  

Source: FactSet, Worldscope, IBES, Morgan Stanley Research 

 
Prices: Enterprise Inns 106p, Brisa €6.07, Celesio €21.15, Heineken €36.12, Kemira €12.37, 
DSGI 31p, Acerinox €12.76, Lonmin 1815p, Michelin €50.87, ThyssenKrupp €23.18, Daimler 
€31.25, Gas Natural €13.49, Volvo SKr 60.5, Wood Group 362p, AstraZeneca 2817p, Danone 
€43.21, Nestle SFr 52.8, Northumbrian Water 271p, Pennon 523p, Bunzl 675p, Iberdrola €5.90, 
Acergy NKr 97.85, Balfour Beatty 271p, Bwin €41, EADS €15.05, ENRC 1025p, Invensys €318, 
Vestas DKr 281, Inditex €42.31. 
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In the past month credit and equity markets reset quite 
dramatically, driven by European sovereign concerns, liquid-
ity tightening in China, and potential financial-reform regulation 
in the US and Europe.  While sovereign concerns have proven 
to be a bigger headwind for European risk assets — particularly 
European bank equities — the concern has moved market 
correlations higher, and US risk assets have been affected as 
well, though to a lesser extent, mainly on the equity side.  
Credit markets, on the other hand, have underperformed equi-
ties, especially in the US, where the negative price perform-
ance of CDX HY has been slightly worse than that of equities.  
We also see this in the volatility space, where option-implied 
credit volatility has risen more relative to equities — with 
European vol being better bid than US.  

We have been advocating tail risk hedging since the be-
ginning of this year (see Investment Perspectives, “Time for 
Tail Risk Hedges,” January 13, and “Cyclical Sector Hedging,” 
January 27), and today investors remain focused on this, 
though the market has repriced lower and there have been 
associated moves in volatility.  We have revisited our hedging 
themes and trade ideas across credit and equity in both Europe 
and the US.  Given the recent strength in most markets, we 
believe our small-tail and large-tail scenarios from early Janu-
ary still hold. 

Credit reset more dramatic than in equities.  In credit, we 
have seen a complete reset of the hedging landscape.  Vola-
tility surfaces have re-priced, with SOVX and iTraxx Main being 
affected the most.  In equities, the move has been less dra-
matic, as we effectively rolled down the skew curve.  However, 

cyclical sectors in US equities have seen more of a reset 
higher.  

Europe weaker than US.  While investment-grade credit vol in 
Europe has repriced dramatically relative to credit vol in the 
US, the same differentiation is less evident in the high yield or 
equity markets, and we like hedges on European equities as a 
result.  In contrast, we like playing the contagion theme through 
CDX IG options. 

Long-dated vs. short-dated expiries.  Recent price moves 
provoked less demand for short-dated options and gamma 
than we would have expected.  In both markets, the near-term 
nature of the sovereign issues and other risks is not reflected in 
the pricing between long- and short-dated options. 

Small-tail hedging.  For our small-tail hedging scenario — 
equities down 15%, IG credit spreads wider by 30 bp, and 
HY/loan spreads wider by 150 bp — we like put spreads on the 
S&P 500.  While we previously liked outright puts in some 
cyclical sectors, volatility and skew have repriced higher, con-
sistent with our expectations, and we now prefer put spreads 
here as small-tail hedges.  In credit we like puts and put 
spreads on IG CDX, and put spreads and put spread collars on 
iTraxx, XOver, and high yield given higher volatilities. 

Large-tail hedging.  For our large-tail scenario (equities fall 
30%, IG spreads widen 60 bp, and HY/loans widen 350 bp), we 
like slightly out-of-the-money puts on the S&P 500 as well as 
over-the-counter puts on the DAX for Europe-based investors.  
We also like contingent puts in equities that are only active if oil 
or rates move up significantly.  In credit we think outright puts 
on IG CDX offer the best risk reward, and we also like shorts in 
senior and super-senior tranches as market hedges. 

Exhibit 1 

Tail Risk Hedging Strategies 

Credit

Small Tail
Equities -15%;          

IG +30bp, HY +150bp

Large Tail
Equities -30%;          

IG +60bp, HY +350bp

Tail Risk 
Hedging

Equity

Buy SPX 3M 97.5%/85% PS (2.3%, 4.4x)

Buy DAX 3M 97.5%/85% PS (2.4%, 4.1x)

Buy Energy & Materials 3M 97.5%/85% PS 
(~3.1%, 3.1x)

Buy DAX 3M 97.5% Put (3.2%, 7.7x)

Buy SPX 3M 97.5% Put (3.1%, 7.8x)

Buy 6M SPX Put KI oil > $100 (2.2%, 10.8x)

Buy 6M SPX Put KI 10yr > 4.5% (1.9%, 12.4x)

Buy CDX Jun 110bp Payer (0.45%, 4.9x)

Buy iTraxx Jun 110/150bp PS (0.34%, 4.3x) or 
iTraxx Jun 80/110/150bp PSC (0.05%, 11.8x)

Buy CDX IG 15-30% Prot (32bp, 3.6x)

Buy CDX HY 35-100% Prot (120bp, 3.1x)

Buy CDX Apr 110/140bp PS (0.22%, 5.1x) 

Buy iTraxx Apr 110/130bp PS (0.17%, 4.2x) or 
70/110/130bp PSC (0.09%, 9.5x)

XOver Apr 425/525/650bp PSC (0.92%, 4.0x)

 
Note: Numbers in parenthesis indicate upfront premium for trade and the ratio of the max P/L in 
each scenario to initial cost.     Source: Morgan Stanley Research 
 



 

 14 

M O R G A N  S T A N L E Y  R E S E A R C H  

February 24, 2010 
Investment Perspectives — US and the Americas 

Strategy and Economics 
Short-dated hedges offer best value.  Our discussions with 
credit investors suggest that few had longer-term hedges 
coming into the new year, and the demand for longer-dated 
hedges has kept term structures from inverting fully during the 
sell-off.  In equities, short-dated at-the-money vol has risen 
more than their long-dated counterparts, but much of this move 
was due to steeper near-term skews and rising volatilities as 
spot prices fell.  In a worsening environment, we see room for 
more curve inversion and believe being long the front-end of 
the curve offers the best value from an option buyer’s per-
spective.  This is particularly true in credit, where short-dated 
options appear cheaper than in equities. 

There are other reasons to keep hedges short-dated as well.  
(1) Many of the risks we care about (or know about) are in the 
near term: Greece/other sovereigns, China tightening, and the 
end of quantitative easing.  (2) Long-dated options remain 
expensive given the general level of implied volatility, so we 
prefer cheaper, shorter hedges where the premium loss is less 
in a market rally.  (3) A rolling strategy can potentially benefit 
from lower option prices in the future as volatility falls and 
provides opportunity to reset strikes.  

Credit vol repricing more than equity.  For US and Euro-
pean credit the downside skew, or payer skew, has moved 
higher since mid-January.  In US equities, downside skew is 
steep (90th 3-year percentile), reflecting hedging demand, but 
has not changed much over the past month.  Upside skew has 
steepened though, as calls became cheaper during the sell-off, 
indicating to us that the market is not pricing in a quick or large 
rebound (despite stocks’ recent bounce).  For the European 
equity markets both the downside and upside skews look rela-
tively flat versus history (SX5E and DAX 90-110 skews are in 
the 25th and 8th percentiles, respectively), and are also flatter 
than the SPX on an absolute basis.  Furthermore, they have 
not moved higher over the past month, another reason to like 
OTM DAX puts as a large-tail hedge. 

Looking at skew can also give us insight into how much the 
market is re-pricing volatility, driven by the supply and demand 
for options, or merely accounting for lower asset prices by 
“rolling down the skew” to higher implied volatility levels — i.e., 
today’s ATM volatility was yesterday’s OTM put volatility (see 
“Learning from the VIX,” Investment Perspectives, November 
11, 2009, for details).   

We find that the entire move in ATM S&P 500 and DAX vola-
tility over the past month was attributable to a reset higher in 
the level of volatility itself (i.e., 1100 strike volatility on February 
19 and on January 19 are nearly the same).  This supports the 
notion that equity investors, at least at the market level, were 
relatively well hedged or complacent during this downturn. 

Exhibit 2 

Cyclical Volatilities Reset More than for Indices 

 Sector / Index 
Change in 3M 

ATM Vol 
Change due to Reset 
in Volatility Surface 

Change in 90-110 
Skew 

Healthcare 2.7% 1.4% 0.6% 
Energy 4.2% 1.4% 0.4% 
Materials 3.8% 1.2% 1.4% 
Industrials 3.2% 0.7% 0.2% 
Staples 1.5% 0.6% 0.4% 
Utilities 2.8% 0.5% 0.3% 
Tech/Telecom 2.2% 0.0% 0.4% 
Discretionary 1.8% -0.2% 0.6% 
Financials 2.4% -0.2% 2.7% 
S&P 500 2.7% -0.4% 0.8% 
DAX Index 1.9% -1.4% -0.5% 
Source: Morgan Stanley Research 
 

Individual US equity sectors have moved quite differently than 
the S&P 500 though, with protection buying in cyclicals — 
Energy, Materials, and Industrials — driving a volatility in-
crease over and above what one would expect from rolling 
down the skew alone.  This shift in pricing makes sense to us, 
and we had previously recommended buying puts outright on 
cyclicals given low volatility and flat skew. 

Exhibit 3 

Fixed Strike Volatility Rising in Credit (iTraxx) 

55%

60%

65%

70%

75%

80%

1-Jan 8-Jan 15-Jan 22-Jan 29-Jan

60 70 80 90 100
 

Source: Morgan Stanley Research 
 

In contrast to equities, the entire vol surface has reset wider in 
SovX and to a lesser extent in iTraxx Main, with the current 
iTraxx ATM volatility trading well wider than the OTM vol seen 
in early January (see Exhibit 3).  At that point the skew was 
largely non-existent, but we now see a significant differentiation 
between ATM and OTM options vol in iTraxx Main.  The re-
pricing is less obvious in CDX IG. however.  In XOver/HY as 
well, the magnitude of the move (5% in price vol terms) has 
been such that mere rolling up the skew cannot explain the 
change in ATM volatility. 
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Tracking error may be a concern to ETF investors.  ETFs 
are designed with the objective of providing access to and 
replicating the performance of specific indices.  One of the 
primary goals of ETF portfolio managers is to minimize tracking 
error, which we define as the difference in total return between 
an ETF’s net asset value (NAV) and its underlying index.  
Therefore, tracking error can indicate to us how well managers 
have met their objectives.  Factors such as fees and expenses, 
diversification requirements, portfolio optimization (holding a 
representative sample as opposed to a full replication), and 
index turnover may cause an ETF’s performance to deviate 
from its underlying index.   

For 2009, average and weighted average tracking error for 
all US listed ETFs were 125 and 113 basis points, respec-
tively.  This reflected a significant increase of 73 bps in the 
average tracking error as well as a meaningful increase in the 
weighted average tracking error from 2008 levels of 52 and 39 
bps, respectively.  Exhibit 1 (next page) displays the tracking 
error for each major market segment. 

The combination of portfolio optimization and the out-
performance of smaller index constituents were the pri-
mary drivers of increased tracking error for many ETFs.  
Despite market volatility, ETFs that fully replicated their 
benchmarks were able to closely track their underlying indices. 

Within US Equity, tracking error increased to an average 
of 84 bps in 2009 from 50 in 2008.  We note that all US Equity 
ETF market segments saw meaningful increases in their av-
erages.  For example, in 2009 US style ETFs exhibited average 
tracking error of 54 bps, up from 19 in 2008.  On a weighted 
average basis, tracking error performance was mixed among 
US Equity ETFs, with US Style experiencing the largest Y/Y 
percentage increase and 52 of the 57 ETFs within the category 
exhibiting higher tracking error than the 2008 weighted average 
of 6 bps.  Despite the increase, US style still had the lowest 
tracking error of the market segments.  

ETFs based on international indices exhibited the largest 
absolute level of tracking error in our study.  In 2009, av-
erage and weighed average tracking error for international 
ETFs were 194 and 232 bps respectively, versus the 65 and 92 
bps observed in 2008.  International also accounted for 28 of 
the 54 ETFs with 2009 tracking error greater than or equal to 
300 bps (all of which trailed their respective indices).   Note-
worthy, in our view, is the relatively large tracking error exhib-
ited by some ETFs tracking Emerging Markets equity indices.  
Seven of the nine international ETFs with the highest 2009 
tracking error are based on EM indices and, on average, the 
seven trailed their respective underlying index by 836 bps.  We 
attribute this primarily to optimization, which may increase 
tracking error, particularly when smaller index constituents 
have wide performance disparities from the broader index.   

Tracking error in the fixed income ETF market segment 
increased for the second consecutive year.  Tracking error 
in 2009 was 75 bps greater than 2008.  We attribute much of 
this increase to the higher levels of tracking error observed for 
three high yield funds, which ranged from 378 to 1,299 bps.  
The three preferred stock ETFs experienced the second high-
est tracking error among fixed income ETFs (343 bps).  In our 
view, optimization, illiquidity, and diversification requirements 
all contributed to the above-average tracking error. 

We analyzed ETF tracking error by market segment from 
2002 to 2009.  In general, US Equity market segments such as 
US major market and US style ETFs track their indices more 
closely due to lower expense ratios and easier/cheaper to 
access underlying markets, which typically leads to lower fees 
and less optimization.  Conversely, international and global 
ETFs are more likely to experience higher levels of tracking 
error as these ETFs continue to penetrate markets that are 
more difficult to access, which typically leads to a greater need 
for optimization and increases idiosyncratic risk.  Finally, we 
note that the fixed income ETF market segment, which typically 
had minimal tracking error between 2003 to 2006, now ranks 
as only ninth-best.  Prior to 2008, US fixed income ETFs in our 
study included just seven ETFs, five of which were primarily or 
entirely Treasury/Agency.  Our 2009 data includes 54 ETFs 
from market segments that also include high yield, international 
debt, mortgages, and municipal bonds.  In addition to higher 
fees, many of the more recently issued ETFs are more likely to 
optimize, which, in many cases, results in higher tracking error. 

Historically, tracking error by ETF provider was more eas-
ily explained by expense ratios, with lower-fee managers 
exhibiting smaller deviations.  During the period from 2002 
to 2009, Vanguard consistently ranked among the top per-
formers in terms of tracking error and had the lowest average 
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Exhibit 1 

2009 ETF Tracking Error by Market Segment 
US US US US Asset US US Sector / Fixed

Major Market Dividend Custom Allocation Style Industry International Global Income Commodity Currency
Average (bps) 63 100 97 84 54 104 194 158 144 108 91
Weighted Avg (bps) 18 23 69 125 19 58 232 109 125 95 35
Median (bps) 49 54 96 17 33 76 118 86 64 92 114
Low (bps) 0 4 7 3 1 1 1 0 3 19 12
High (bps) 334 374 201 350 345 1,709 1,070 1,368 1,299 282 147

0 to 25 bps (%) 40 42 7 71 44 16 11 13 26 7 33
26 to 50 bps (%) 13 0 4 0 21 16 12 13 17 7 0
51 to 75 bps (%) 12 17 14 0 5 19 10 11 13 33 0
76 to 100 bps (%) 15 8 36 0 14 15 9 22 15 7 0
> 100 bps (%) 20 33 39 29 16 33 57 41 30 47 67

Average Exp Ratio 36 46 61 41 33 47 57 60 27 79 80
ETFs w/ TE <= Exp Rat (%) 33 42 11 71 32 22 21 31 24 47 33
Number of ETFs 60 12 28 17 57 123 140 54 54 15 3  
Source: Morgan Stanley Research, ETF Providers and Trustees, Bloomberg, Tracking Error displayed as an absolute value.   Expense ratio figures are in bps. 

expense ratio each year.  However, in this study, PowerShares  
DB Commodity Services and US Commodity Fund exhibited 
the fourth- and sixth-lowest average tracking error (based on 
providers with at least five ETFs), despite having higher av-
erage fees.  In our view, this shift is a result of the continued 
evolution of the ETF industry.   While many lower-fee providers 
have been adversely affected by SEC diversification require-
ments on select ETFs, some newer providers, with higher 
average fees, have come to market with products based on 
indexes that can be more fully replicated.  Importantly, forced 
optimization resulting from diversification mandates tends to be 
more common on narrower indices, which also tend to have 
fewer assets.  As a result, there can be dramatic differences 
between average and weighted average tracking error.  Most 
notably, compared to a straight average, weighted average 
tracking error was 54 and 80 bps lower for Vanguard and State 
Street, respectively. 

We found a broader range and magnitude of tracking error 
in 2009 versus 2008.  In 2009, the range of tracking error 
jumped 520 bps to 1709 bps (excluding 3 ETFs, the range of 
tracking error would have been 610 bps narrower).  Moreover, 
we observed more cases of high tracking error in 2009 than in 
2008.  In 2009, 9.6% (54/563) of the ETFs included in this study 
exhibited tracking error that equaled or exceeded 300 bps. This 
compares with less than 1% (4/505) of the ETFs we analyzed 
in 2008.  Conversely, in 2009 just 3.9% (22/563) of the ETFs 
included in this study exhibited tracking error less than or equal 
to 5 bps versus 12.9% (65/505) in 2008.  As a result of greater 
absolute and relative tracking error in 2009, ETF tracking error 
averaged 6.3% of index returns, which is almost double the 
2008 level of 3.6%.  We also highlight that just 27% of ETFs in 
2009 had tracking error less than or equal to their respective 
expense ratios compared to 69% in 2008.   

For select ETFs, a major source of tracking error relates to 
SEC diversification requirements.  Most index-linked ETFs 

are registered under the SEC Investment Company Act of 
1940.  This act sets diversification requirements such that, at a 
rebalancing, no ETF can invest more than 25% of its assets in 
any single issue.  In addition, securities that have a weighting of 
5% or more cannot compose more than 50% of total fund 
assets.  As the weighting of some securities within many in-
dices are higher than these thresholds, several ETFs statisti-
cally optimize their holdings. 

As an alternative to optimizing, providers can base ETFs 
on indices customized to comply with diversification re-
quirements.  For example, one telecom ETF tracks the DJ 
Telecom “Select” Sector Index, as opposed to the more tradi-
tional DJ Telecom Sector Index.  The “Select” index is modified 
such that it is compliant with the ETF diversification require-
ments.  By tracking the “Select” index, the ETF is able to fully 
replicate its benchmark index.  While this practice will reduce 
“tracking error” it also highlights the importance of fully under-
standing the index methodology as the “Select” Index has very 
different weights from the more traditional index. 

While some optimization may be necessary, select ETFs 
optimize more aggressively with the goal of reducing 
trading spreads and creating more liquid underlying port-
folios.  The largest EM ETF is relatively heavily optimized 
(exposure to 689 stocks out of the 767 stocks in the MSCI 
Emerging Markets Index).  It had tracking error of 671 bps net 
of expenses in 2009.  Interestingly, the second-largest EM 
ETF, which fully replicates the same index, had tracking error 
of just 10 bps net of expenses in 2009.   

Tracking error experienced by investors may be higher 
than our observed values.  The actual performance that 
investors achieve may be affected by commissions, small 
premiums or discounts, and bid/ask spreads.  Each of these 
may contribute to differences in market performance relative to 
NAV performance and the performance of an ETF’s underlying 
index. 
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Stock Rating: Overweight Reuters: SNDK.O  Bloomberg: SNDK US
Price target $37.00
Shr price, close (Feb 16, 2010) $27.34
Mkt cap, curr(mm) $6,321
52-Week Range $32.08-7.53
 

Fiscal Year ending 12/08 12/09 12/10e 12/11e
EPS($)** (1.97) 1.85 3.10 3.90
Prior EPS($)** - - 2.00 -
ModelWare EPS($) (2.25) 1.52 2.66 3.44
Prior ModelWare EPS($) - - 1.57 -
P/E NM 19.0 10.3 7.9
Consensus EPS($)§ (2.42) 1.84 2.32 2.26
§ = Consensus data is provided by FactSet Estimates. 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
SanDisk designs and markets NAND-flash based data storage cards 
and peripheral products.  The company's proprietary memory and con-
troller technologies are implemented in various form factors for data, 
image, and audio storage applications.  A manufacturing joint venture 
agreement with Toshiba provides a major portion of SanDisk's wafer 
needs. 

Industry View:  Cautious — Semiconductor Capital Equipment 
We expect fundamental indicators like chip utilization and equipment or-
ders to peak in 1H10.  Semi cap stocks are up ~100% off the bottom and 
have outperformed the market by ~3:1 on YTD basis.  We believe stocks 
typically start underperforming the market ~6 months in advance of a peak 
in fundamentals. 

February 17, 2010 

SanDisk 
Upgrade to Overweight on  
Attractive Risk-Reward 
Morgan Stanley & Co. 
Incorporated 
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Michael Chu 
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We have upgraded SNDK to Overweight from Equal-
weight with a new price target of $37, representing 35% 
potential upside.  While the stock has roughly tripled from its 
trough last year, we believe consensus estimates do not fully 
reflect potential upside to NAND flash product margins — 
amid a backdrop of stable pricing and favorable supply-
demand fundamentals — and should be revised higher 
through the year.  Our recent industry checks suggest NAND 
pricing to decline modestly in 1Q or down 10% Q/Q.  Our prior 
Equal-weight rating was based on a much steeper pricing 
decline of down 20-30%.  Our updated proprietary capex 
model suggests memory capex is skewed more toward DRAM 
this year, boosting our confidence in disciplined NAND supply.    

In addition, we think many investors view memory stocks 
purely as short-term “cyclical plays” and could be overlooking 
the longer-term secular drivers for NAND flash memory usage 
in smartphones, tablet-style portable devices, and solid-state 
drives (SSDs).   

In addition, our updated proprietary capex model suggests 
memory capex is skewed more toward DRAM this year — i.e., 
60-65% — which boosts our confidence in disciplined NAND 
supply.  Our bullish outlook on NAND flash demand is also 
consistent with Morgan Stanley’s Wireless Equipment Re-
search team’s recent forecast of above consensus 37% Y/Y 
smartphone growth over the next 2-3 years.   

As a pure play on NAND flash supply-demand, SanDisk 
should benefit strongly from these positive market trends 
over the next 12 to 18 months by supporting  (1) moderate 
price declines for SanDisk’s retail card and OEM component 
products, (2) 35% or better product gross margins on cost 
reduction from transition to 24nm technology, and (3) modest 
investment in capex and joint ventures to strengthen the com-
pany’s balance sheet.  We also think SanDisk’s actions from 
last year to reduce captive wafer supply and develop a 
broader OEM channel should continue to move the company 
toward a less capital intensive and sustainably profitable 
model over future cycles. 

Valuation looks attractive on revised estimates and re-
cent pullback.  SNDK has declined ~17% YTD on expecta-
tions reset of seasonal demand weakness.  The risk-reward 
looks attractive (at ~1:2 at current levels) with $48 as our Bull 
Case and $18 as Bear Case.  SNDK currently trades at 9x our 
revised C2010 EPS estimate of $3.10, significantly below its 
five-year historical range of 12–25 times.  We arrive at our 
new price target of $37 by applying a 12x multiple, the low 
end of SNDK’s historical trading range and the average for 
our global memory group, as we think lower royalty revenues 
from new Samsung agreement and persistent concerns on 
oversupply imply the low end of the range is appropriate.   
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Exhibit 1 
Our F2010/11 Estimates Are 30-50% Above Consensus 

Rev EPS GM* Rev EPS GM*
MS (Old) $3,888 $2.00 36.7% NA NA 34.4%
MS (New) $4,706 $3.10 39.7% $6,038 $3.90 38.7%
Consensus $4,350 $2.32 37.3% $4,789 $2.26 35.9%

FY2010E FY2011E

 
Combined royalty and product gross margin   
Source: FactSet, Morgan Stanley Research Estimates 

Key Debates 
1. Is NAND memory in over- or undersupply this year?  
Market’s view:  Supply and demand will be balanced. 
Our view:  We see moderate undersupply due to lack of new 
NAND capacity and demand upside from smartphones, tab-
lets, and SSDs. 

2:  Are product gross margins over 30% sustainable? 
Market’s view:  No.  Lower royalty revenue stream and use 
of non-captive supply will cap margin upside. 
Our view:  Yes.  Undersupply and transition to 24nm technol-
ogy gets us to 35% product gross margins in 2H10. 

3:  Is SNDK’s valuation still attractive after strong run-up?  
Market’s view:  No, market is already pricing in balanced 
supply/demand and management guidance. 
Our view:  Guidance appears conservative and our estimates 
are above the Street.  Based on historical valuation data, 
SNDK currently trades below the five-year average on P/E, 
Price/Book, and EV/Sales metrics.  

Current stock price implies a growth assumption well 
below our forecast.  According to Morgan Stanley Model-
Ware’s “What’s in the Price” tool, consensus forecasts imply a 
terminal growth rate (post-2012) of 4%, at the low end of our 
long-term growth outlook of 4–6% for SanDisk.  To yield a 5% 
implied terminal growth rate — the mid-point of our expected 
range — the tool suggests the stock would be fairly priced at 
$31.  Moreover, using Morgan Stanley’s three-year estimates, 
the implied terminal growth rate is negative 6.7%, well below 
our expected range; to generate a 5% implied terminal growth 
rate, the tool suggests the stock would be fairly priced at $42 
and is therefore significantly undervalued.   

Exhibit 2 
Summary of ‘What’s in the Price’ Analysis 

EPS
FY1

EPS
FY2

EPS
FY3

Implied 
Terminal 

Growth 
Rate

Price to 
Yield 5% 

Growth 
Rate 

Implied 
Upside

Consensus Estimates $2.32 $2.26 $2.52 3.94% $31 13%

MS Estimate $3.10 $3.90 $4.16 -6.73% $42 53%
 

Source: FactSet, Morgan Stanley Research 

Exhibit 3 
SNDK:  Risk-Reward Looks Attractive Here  
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Bull 
Case 
$48 

12x our  
Bull Case 
C2010 EPS 
of $4 

NAND undersupply throughout 2010, demand 
upside from smartphone adoption, stable prices.
� Better than expected smartphone growth of 45%+ 
� Undersupply of 10% on limited capacity additions 
in 2010 
� Stable prices of down 10-20%  
� Cost reduction of 40% - 50% in 2010 from faster 
transition to 24nm (nanometer) technology 
� SNDK bit growth of 80%-90% 
� Bit demand growth of +100% 
� Product gross margins of +35% 

Base 
Case 
$37 

12x our 
Base Case 
C2010 EPS 
of $3.10 

NAND undersupply in 2H10, demand upside from 
smartphone adoption, moderate price decline. 
� Smartphone growth of 37% 
� Undersupply of 3% on disciplined 15-20% tier 1 
NAND capacity additions in 2H10 
� Moderate price decline of ~30%Y/Y 
� Cost reduction of 40% from planned transition to 
24nm technology 
� SNDK bit growth of 70% 
� Bit demand growth of 80% - 90%  
� Product gross margins of 34% - 35% 

Bear 
Case 
$18 

1.0x C2010 
book value 
per share 

Further deterioration in consumer spending 
spoils 2010 NAND supply-demand recovery. 
� Lower than expected smartphone growth ~10% on 
consumer spending concerns  
� Oversupply of 10% on aggressive tier 1 NAND ca-
pacity additions in 2H10 and/or below 70% bit de-
mand growth 
� Severe price decline of ~50% - 60% 

Source: FactSet, Morgan Stanley Research 

Risks include faster-than-expected NAND supply or more 
aggressive pricing by Tier I NAND makers.  SanDisk has 
little control over price decline if competition decides to add 
more supply or b) becomes aggressive on pricing in 2010. 
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Stock Rating: Overweight Reuters: MTZ.N  Bloomberg: MTZ US
Price target $17.00
Shr price, close (Feb 17, 2010) $12.85
Mkt cap, curr(mm) $1,080
52-Week Range $14.00-8.91
 

Fiscal Year ending 12/08 12/09e 12/10e 12/11e
ModelWare EPS($) 1.01 0.90 0.92 1.08
P/E 11.5 13.9 14.0 11.9
Consensus EPS($)§ 1.00 0.87 0.93 1.12
Div yld(%) 0.0 0.0 0.0 0.0
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
MasTec is a diversified specialty contractor provides construction, in-
stallation, and maintenance services to the wireline, wireless, satellite 
TV, electric, wind, solar, oil and gas industries throughout the US. 

Industry View: In-Line — Business Services 
Economic sensitivity is a general undercurrent for Business Services.  
High international exposure may add to volatility and uncertainty espe-
cially if FX rates fluctuate widely.  Strong balance sheets and positive 
free cash flow are a positive across much of the space.  Beyond these 
traits, however, our numerous subsectors have little in common as evi-
denced by substantial price divergence over time, and thus our overall 
industry view is In Line.  We have identified our most and least favorite 
groups, and in general, we prefer companies with defensible business 
models, exposure to niche, high-growth markets, and reasonable valua-
tions. 

February 18, 2010 

MasTec 
Overweight — Diverse Customer 
Base Provides High Visibility with 
Upside Potential  
Morgan Stanley & Co. 
Incorporated 

Vance H. Edelson 
Vance.Edelson@morganstanley.com 
Ryan B. Cain, CFA 
Ryan.Cain@morganstanley.com 

 
Initiating at Overweight:  Strategic M&A has set the stage 
for strong growth, margin expansion.  A reputation for 
quality work combined with recent acquisitions has positioned 
the company for highly visible growth in 2010 and strong long-
term exposure to federal government spending.  Stimulus 
dollars aimed at rural broadband, renewable energy and the 
electrical grid offer upside potential, as do untapped end mar-
kets such as home security, a contract win with Verizon Wire-
less, and TV installation for Wal-Mart.  The business model 
features a high mix of recurring service revenues and low 
capital intensity, and MasTec’s balance sheet is strong.   

Key debates surround potential step function growth 
drivers and margin expansion.  With multiple new, poten-
tially powerful growth drivers, the chances are high that at 
least one comes through to spur better-than-expected growth 
in coming years.  We assume no new sources of growth, but 
still find valuation attractive given the high visibility into exist-
ing streams.  On the margin front, we see MasTec benefitting 
from growing scale advantages, cost synergies, and the ces-
sation of recent M&A. 

Fifteen-month backlog, attractive valuation.  Our model 
calls for 25%-plus growth this year (12% organic growth) even 
without modeling potential step function growth drivers.  Mas-
Tec has exclusive long-term contracts with DirecTV and AT&T 
and is already working with more than 15 natural gas compa-
nies.  The company is fairly agnostic to changing consumer 
behavior, serving wireline, wireless, satellite, fiber and copper 
customers.  Similarly, the company caters to multiple seg-
ments within the energy market.  Within our 26-stock cover-
age universe, MasTec has one of the most compelling growth 
profiles and also one of the most attractive valuations. 

We believe that MTZ’s valuation is compelling, even with con-
servative modeling that assumes limited growth beyond 2010 
and which could ultimately bring our Bull Case model more 
into focus.  The stock is trading at 5.7x our 2010 EBITDA es-

timate, which is below the peer group average and a discount 
to expected growth.  At 14.0x our 2010 earnings estimate, 
MasTec again trades at a discount, despite cash tax savings, 
which, in our view, makes the attractive FCF yield of 11% 
more relevant.  Our DCF analysis, which includes assump-
tions we believe are reasonable (WACC: 10.2%; terminal mul-
tiple: 6.5x; perpetual growth rate: 3.5%), suggests significant 
upside, while Morgan Stanley ModelWare’s “What’s in the 
Price” analytical tool calculates that MasTec’s current market 
price implies a modest 6% terminal growth rate post-2011 —
fourth-lowest of the 26 stocks within our coverage universe. 
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Summary of Key Investment Debates 

1. Will new opportunities materialize to drive outsized 
growth in coming years? 
Market view:  Growth will moderate now that M&A has 
run its course.  The 15%-plus growth in 2009 was par-
tially non-organic and nothing to get excited about. 
Our view:  We see powerful growth through 2010 at a 
minimum, even without new growth drivers.  After 
speaking with Morgan Stanley’s Telecom, Cable/Satellite, 
and Natural Gas analysts, we believe the outlook is strong 
for fiber deployment, wireless network upgrades, DirecTV 
installations, and greater investment in natural gas.  Wind 
power also appears poised for strong growth.  We look for 
25% top line growth this year, 12% organic.  Potential 
sources of unmodeled upside include the $7 billion in fed-
eral stimulus for rural broadband and $4 billion for the 
electrical grid.  Other opportunities include a wireless con-
tract with Verizon, Sprint or Clearwire, TV installation for 
Wal-Mart and/or Sam’s Club, or performing home security 
system and at-home solar installations. 

2. Can margins continue to climb? 
Market view:  Margin expansion is bound to taper off 
after a 250 bp rise in two years.  A growing mix of reve-
nues from utilities should help margins, but there’s little 
else to further drive profitability. 
Our view:  The company has been in rapid growth 
mode, and can at last focus on operational efficiency.  
The wind power segment generates the highest margins 
for MasTec and is also the fastest growing.  Pricing power 
should improve given the rapidly changing supply / de-
mand dynamic within wind.  Improved economic conditions 
should help labor utilization rates.  Most importantly, Mas-
Tec’s growth should slow as M&A moderates, helping 
management focus on its new found scale to drive effi-
ciencies. 

3. Will management focus turn from M&A toward share-
holder friendly execution and organic growth? 
Market view:  Four acquisitions in two years make 
MasTec a serial acquirer.  Two of the recent deals were 
outside the core business and of significant size.  M&A 
helps growth, but integration risk will be a constant if the 
diversification-through-acquisition approach continues. 
Our view:  Acquisitions made sense, but are now 
complete.  MasTec’s current appetite for M&A is low.  A 
competitor recently bought a smaller player for 11x 
EBITDA, driving valuations out of reach.  We note that 
management has been disciplined with its acquisitions, 
paying only ~4x EBITDA for its last two deals.  This will be 
a year of organic growth with a focus on execution. 

MTZ Key Debate: Will New Growth Drivers Kick In as 
Margins Continue Climbing on Rising Scale, Synergies? 

$17.00 (+32%)
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Price Target (Dec-10) Historical Stock Performance Current Stock Price  
Price Target $17 Derived from base case, utilizing DCF analysis that 

assumes a WACC of 10.2% and a terminal EBITDA 
multiple of 6.5x, implying long-term perpetual growth 
of 3.5% which we believe is reasonable. 

Bull  
Case  
$24 

8.0x 
2010e 
EBITDA 

Accelerated stimulus spending, meaningful con-
tribution from new customers (WMT, VZ, S, 
CLWR, home security, home solar), with margins 
driven by synergies, pricing power and mix.  CAGR: 
8.1%, EBITDA margin 12.1% by 2012, 2010 EPS of 
$1.14 with FCF of $141 million. 

Base  
Case  
$17 

6.8x 
2010e 
EBITDA 

Gradual increased spending by existing custom-
ers, limited stimulus boost, modest margin ex-
pansion on renewed management focus.  2010-
13 revenue CAGR: 5.9%, EBITDA margin 10.8% by 
2012, 2010 EPS of $0.92 with FCF of $111 mn. 

Bear  
Case  
$8 

5.4x 
2010e 
EBITDA 

Weak economic environment impacts satellite 
and telco installations and energy investment.  
Margin expansion illusive.  2010-13 revenue 
CAGR: 1.3%, EBITDA margin 8.6% by 2012, 2010 
EPS of $0.59 with FCF of $65 million. 

e = Morgan Stanley Research estimates   Source: Morgan Stanley, FactSet 

Investment Risks 
� Competitors could encroach into MasTec’s AT&T or 

DirecTV regions, though we view this as unlikely. 
� Customer workforces are partially unionized, as is Mas-

Tec’s. 
� Significant family ownership and voting influence at 30%. 
� Further delays in the spending of US economic stimulus 

dollars. 
� Wireline and electric distribution remain exposed to housing 

weakness. 
� Major customers DirecTV, AT&T and Verizon may slow 

deployment. 

Morgan Stanley is currently acting as financial advisor to Verizon 
Wireless with respect to the proposed acquisition of certain of its wire-
less assets by AT&T, Inc. and Atlantic Tele-Network, as required by 
the conditions of the regulatory approvals granted for Verizon Wire-
less' purchase of Alltel Corporation earlier this year. The proposed 
acquisitions are subject to customary regulatory approvals, as well as 
other customary closing conditions. Verizon Wireless has agreed to 
pay fees to Morgan Stanley for its financial services. Please refer to 
the notes at the end of the report. 
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Relative to our 2009 survey, local advertisers are more 
bullish on budgets, according to our third annual local ad 
survey. The findings support our bullish view of advertising 
growth in 2010 and, in particular, our view that local advertising 
could surprise to the upside.  Specifically, the percentage of 
those surveyed that indicated budgets would be flat to up over 
the next six months increased 1,100 basis points.  In addition, 
the percentage of those that expect to pay equal or higher Y/Y 
advertising rates over next six months increased 700 basis 
points from last year’s survey (led by local TV and radio).  We 
take these results as additional evidence of an improving local 
advertising environment. 

Continue to see Auto as a leading indicator.   Auto adver-
tising continues to represent a key category for a local adver-
tising recovery.  We view auto as a leading growth category in 
2010 (with respect to both timing and magnitude), and our 
survey results indicate auto advertisers are the most bullish 
among surveyed verticals.  Specifically, 97% of auto advertis-
ers see budgets flat to up compared to 86% for the overall 
survey group.  Auto is particularly important for local TV and 
radio and was a big contributor to the 20-25% declines in 2009 
for both. 

Expected budget allocations similar to prior surveys — 
out of print and into online:  While those surveyed spend 
35-40% of their advertising today on print (newspapers and 
yellow pages), budgets are clearly shifting online.  Internet 
advertising accounted for ~22% of respondent budgets over 
the last 12 months.  We do note, however, that this shift ap-
pears to be slowing.  This year’s survey shows ~920 basis 
points of spending share expected to shift online over the next 
two years relative to two years ago.  These expected budget 
share gains, which come primarily from print platforms, mod-
erated in last year’s survey and did again this year.   

Exhibit 1 

We Expect Internet and TV to Be the Primary Market Share 
Gainers in 2010 
2010 Share Shift by Advertising Medium 
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Source:  Morgan Stanley Research 

Exhibit 2 

Auto Category Most Bullish Among Survey Respondents 
Positive for Local TV and Billboard Assets – Categories that 
Over-index to Auto 

Change in Budget Among Respondents
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Source: Morgan Stanley Research 

Survey Conclusions 
Spending Expectations: 
� 86% of survey see ad budgets flat to up over next six 

months, versus 75% in 1Q09 survey.  

� Second consecutive year highlighting importance of econ-
omy on local ad budgets, as ROI and CPM 
(cost-per-thousand impressions) both receive greater focus.  

� 13% of respondents expect their ad budget to decrease over 
the next six months, a decrease from 25% a year ago. 

 
Industry View:  Attractive — Media 
We believe that macroeconomic indicators and easing com-
parisons suggest 2010 could surprise the market with respect 
to overall advertising growth, and that there is likely upside to 
current consensus estimates in the event of a steady adver-
tising recovery in 2010.   
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Ad Pricing: 
� Respondents expect to see a generally firmer pricing envi-

ronment relative to 2009 survey across all media — with 77% 
of respondents expecting pricing over the next 6 months to 
be flat to up vs. 70% last year. 

Ad Effectiveness 
� Internet advertising is viewed as the most effective. 

� ROI and targetability remain the most important factors in 
local ad buying 

Budget Shifts 
� Survey respondents expect ad budgets to continue to shift 

from print to internet advertising.  

� Expected share shift to online has slowed through history of 
survey.  

� Other net share winners are direct mail and TV.  

Category Results 
� Auto respondents most bullish on advertising budgets, with 

37% of auto respondents expecting budget increases over 
the next 6 months, and no respondents expecting budget 
declines over that same time period.  

Stocks mentioned:  CBS Corporation (CBS, $13.27, Overweight), 
Lamar Advertising (LAMR, $29.86, Equal-weight), and Walt Disney 
(DIS, $30.47, Overweight).  

Exhibit 3 

Stock Implications: LAMR, CBS Most Locally Exposed  
Lamar is most locally exposed, followed by CBS; News Corp. 
Less Than 20% Locally Exposed, Disney Less Than10% 
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Exhibit 4 

Disney is Most Exposed to Automotive Advertising 
% of Advertising Revenue
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Source: Morgan Stanley Research, TNS Media Intelligence, Company Filings 
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Jackup recovery underway.  Tendering activity for offshore 
rigs is picking up, led by a surge in jack-up demand.  If recent 
demand trends hold up, we see utilization of the globally mar-
keted fleet at 85% by mid-year and as high as 95% by 
year-end.  This compares with current utilization of just under 
80%.   

We expect deepwater slack to be gone by late summer.  
We do not subscribe to market concerns that inexperienced 
drilling contractors will put any lasting pressure on rig rates.  
While next few contracts may test the low-$400,000s per day, 
we expect demand to yet again outpace available supply as we 
look into the back half of 2010.  We would not be surprised to 
see a national oil company take a slew of uncontracted rigs just 
as the majors and supermajors start to prepare for increased 
activity (as supported by recent increases in tendering activity), 
putting renewed upward pressure on rates.  

Ensco, Noble, and Transocean are our top picks within the 
space.  We are broadening our focus by becoming incre-
mentally positive on the space, following recent underperfor-
mance relative to North American natural gas levered small 
caps and land drillers.  Ensco, Noble, and Transocean are our 
top picks within the space, while Seadrill should continue to do 
well if it can continue to leverage its premium valuation and 
superior management skills to deliver value-enhancing M&A 
transactions or asset acquisitions.   

We believe Seadrill shares offer the most compelling way 
of playing the variable dividend growth story, while our 
work indicates that NE, RIG and ESV could offer the most 
upside if they were to adopt a dividend strategy similar to 
Seadrill’s or Diamond Offshore’s (i.e., less dynamic — no asset 
acquisitions using shares). 

We are further above consensus for jackup names Rowan, 
Ensco, and Noble vs. our estimates for deepwater names.  
We believe that the Street is not discounting an increase in 

rates or utilization for jackup players.  Indeed, we believe that 
consensus numbers are discounting jackup rates for 2011 to 
remain at current levels of $85,000–115,000 per day and utili-
zation near current levels of 80%.  We believe that these ex-
pectations are unrealistic given the tightening trend for crude 
fundamentals. 

Jackup demand, like many aspects of our industry, is highly 
dependent on the strength and sustainability of crude prices.  
The Street appears to be constructive on crude price expecta-
tions and the contango of the forward curve suggests that 
market expectations are positive.  Therefore, we see the con-
sensus view that jackups will not recover by 2012 as a major 
inconsistency with the market’s positive view on crude. 

ESV has the most upside to our price target among its 
peers, given its leverage to a jackup recovery and potential 
deepwater catalysts over the next few months.  The Street 
appears to be expecting jackup rates to remain flat and utiliza-
tion to stay depressed.  This is reflected in the markedly lower 
consensus estimates for 2011/12.  We believe consensus 
estimates fail to reflect the recent uptick in jackup tendering 
and fixtures.  Ensco also has strong leverage to potential up-
coming deepwater catalysts, as three of the company’s new-
builds do not have contracts.  Since these rigs were ordered at 
lower cost relative to those of its peers, the company is able to 
bid competitively when looking for work.  Ensco is also not 
exposed to the risks that could arise from a potential decline in 
3G/4G floater demand, a concern for several of its competitors. 

Exhibit 1 

Our 2011 EPS Estimates Remain the Furthest Above 
Consensus for Jackup Names 
MS 2011 vs. Consensus
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Industry View:  Attractive — Oil Services, Drilling & Equipment 
We expect the following sequence of events: A positive inflection in 
crude, followed by a positive inflection in jackup rates, followed by a 
positive inflection in deepwater rates.  Stocks usually rebound at signs 
of the most leading indicator, which in this case is the price of crude, 
and we’d expect all of our names to deliver absolute gains. 
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Investment Debates Summary  
(1) Will the jackup market tighten?   
Market’s view:  Jackup market will remain oversupplied over 
the next few years given close to 100 uncontracted jackups, 
coupled with 70-plus more jackups under construction.  Con-
sensus estimates appear to be discounting dayrates and 
utilization to remain flat at current depressed levels.   

Our view:  Jackup utilization above 85% should permit 
firmer pricing, driving positive earnings revisions.  Recent 
acceleration in jackup fixtures to normal levels, faster than 
anticipated, can bring jackup utilization to 85% by mid-year and 
95% by year-end.   

Exhibit 2 

Surge in Fixtures to Drive Utilization Higher 
Fixtures per quarter (rig years for competitive fixtures)
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Source: ODS-Petrodata, Morgan Stanley Research.  
E = Morgan Stanley Research estimates. 

(2) Will drilling contractors with uncontracted deepwater 
newbuilds sell or contract their rigs at a major discount?   

Market’s view:  The market is concerned that many uncon-
tracted deepwater rigs scheduled to be delivered over the next 
year would pressure rig owners to buckle and sell rigs on the 
cheap or contract their rigs at a major discount.  

Our view:  We believe that once operators see a few 
strong contracts, they will spark a ‘contracting rush.’  
Many operators are waiting for ultra-deepwater dayrates to 
soften; however, that is unlikely to happen given increased 
tendering activity, market inquiries and improved sentiment.   

(3) What role do dividends play on valuation and who is 
most likely to benefit?   

Market’s view:  The market does not place value on stocks that 
are more likely to pay a dividend; valuations only re-rate after 
the fact. 

Our view: We believe that a high-payout quarterly divi-
dend has a positive impact on valuation, and believe certain 
stocks have a more compelling bull-case scenario given their 
ability and likelihood of paying dividends.   

� We believe Noble is the most likely to increase its dividend 
to a higher payout, as the company had already shown interest 
in doing so two years ago, while the recent implementation of a 
dividend is supportive of this view. 

� We expect Transocean to generate significant FCF and is 
becoming too big to grow meaningfully by expanding its fleet.  
While historically the company has favored repurchases, the 
company recently announced that the board has authorized a 
$3.2 billion share repurchase program and a $1 billion dividend 
program.  While this translates to just over $3 per share, 
compared to an estimated dividend capacity of over $10 per 
share, we see this as a solid start. 

� Ensco pays a small dividend and may choose to increase 
its payout after more of its newbuilds are delivered, creating a 
more stable earnings stream.  However, the company may 
prefer to build more rigs using its free cash flow, as channel 
checks suggest that the company may be in discussions with 
Keppel to build more semis. 

Exhibit 3 

Quarterly Dividends Tend to Earn a Premium Valuation 
DO's EV/EBITDA relative to peers
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates. 

Exhibit 4 

Stocks Mentioned 
Company (Ticker, Price) Rating Analyst 
US Oil Services, Drilling & Equipment:  Attractive Industry View 
Ensco (ESV, $41.97) Overweight Ole Slorer 
Noble Corp. (NE, $42.62) Overweight Ole Slorer 
Rowan (RDC, $24.65) Equal-weight Ole Slorer 
Transocean (RIG, $83.32) Overweight Ole Slorer 
 
Europe Oil Services:  Attractive Industry View 
Seadrill (SDRL.OL, NKr124) Equal-weight Martijn Rats 
Source: Morgan Stanley Research 
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Stock Rating: Overweight Reuters: ADBE.O  Bloomberg: ADBE US
Price target $42.00
Shr price, close (Feb 17, 2010) $32.33
Mkt cap, curr(mm) $17,101
52-Week Range $38.20-15.70
 

Fiscal Year ending 11/09 11/10e 11/11e 11/12e
ModelWare EPS($) 0.93 1.58 1.85 2.05
EPS($)** 1.54 1.79 2.08 2.31
P/E** 22.8 18.1 15.5 14.0
Consensus EPS - 1.80 2.08 2.27
** = Based on consensus methodology 
* = GAAP or approximated based on GAAP 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
Adobe is one of the largest software companies from its content and 
productivity software platforms.  With the Macromedia acquisition, Adobe 
has Rich Internet Applications. 

Industry View:  In-Line — Software 
As we move beyond the early cycle phase of the economic recovery into 
the growth phase, there may be more relative upside from here in 
mid-cycle Technology groups.  We still believe our group holds some 
absolute upside, but stock-picking will become more important. 
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Management meetings and field checks make us more 
bullish on the prospects for Creative Suite 5 (CS5).  We 
recently met with a number of Adobe’s leaders, including CEO 
Shantanu Narayen, CTO Kevin Lynch, Creative Solutions 
leader Johnny Locaino, and former Omniture CEO Josh 
James.  We have also been breaking apart the model, doing 
field work, looking at comScore and NPD data, and starting our 
checks.  We are now more optimistic about the prospects for 
CS5, Acrobat 10, Flash as a revenue driver, and Omniture.  We 
still believe that CS5 will be a successful product for Adobe and 
that Flash usage will continue to grow, with monetization im-
proving, while potential improvements in demand for Acrobat, 
LifeCycle and Omniture are not yet in expectations.  In addition, 
we do not think that the threat from Apple and/or HTML 5 is as 
significant as the stock’s recent move might suggest.   

We’re buyers of ADBE — undervalued growth, both cy-
clical and secular.  While the stock has been drifting around 
the February quarter as we expected, we maintain that Adobe 
is now entering a multi-quarter period of product and financial 
catalysts.  With the stock at 15.5 times our F2011 EPS esti-
mate, we’d argue that the market is undervaluing both the 
cyclical and the secular growth stories, and we’re buyers. 

CS5 can still surprise…  Beyond the increasingly visible 
drivers for CS5 around pent-up demand, improving ad spend, a 
PC upgrade cycle, the move to 64 bit, and others, we are more 
comfortable that Adobe can drive up average selling prices 
(ASPs) with CS5, a lever that is not fully appreciated, and we 
are likely to see more SKUs than with CS4.  We also now 
believe that CS5 will hold much deeper product level integra-
tion with Omniture than we first thought, including integration 
with Omniture’s Test & Target and substantially improved 
Flash analytics. 

…and the Flash ecosystem is expanding…  Despite noise 
around HTML 5, Flash could see an inflection as a revenue 
driver in C2010 as Adobe expands to new users (Flash Cata-

lyst bridges designers and developers), new business models 
(offering “try and buy” with Shibuya), into the enterprise (pro-
viding rich front ends for enterprise apps), and with a fully 
configured mobile version for the first time (19 of the top 20 
handset OEMs support Flash 10.1). 

…but there’s more to the story than Flash and CS5, in our 
view.  Flash and CS5 capture the bulk of investor attention, but 
Acrobat, LiveCycle and Omniture are added opportunities for 
growth as IT spending returns.  Acrobat should benefit from PC 
refreshes and a growing collaboration story, while LiveCycle 
should benefit from renewed server growth and Flash emerg-
ing as a front end.  We model 4% F2010 revenue growth in 
Business Productivity (Acrobat & LiveCycle), but we think 
growth could be 10%-plus.  In addition, Omniture may be 
tracking ahead of plan on revenue and costs, helped by 
transaction growth, with its mobile business accelerating. 
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Exhibit 1 

Rising ASP Has Been a Primary Driver Behind  
Creative Solutions Revenue Growth 

FY07 FY08 FY09
Change in CS Rev 32% 9% -18%

From 10-K
ASP Commentary Increased Increased Consistent
Unit Commentary Slight Decrease Stable Down

Implies
Change in ASPs 35% 9% 0%
Change in Units -2% 0% -18%  
Source: Company data, Morgan Stanley Research 

Exhibit 2 

Worldwide Page View Growth Accelerated Through C2009, 
and Should Be a Tailwind for Omniture 

0

500,000

1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

Ja
n-

07
Fe

b-
07

M
ar

-0
7

A
pr

-0
7

M
ay

-0
7

Ju
n-

07
Ju

l-0
7

A
ug

-0
7

S
ep

-0
7

O
ct

-0
7

N
ov

-0
7

D
ec

-0
7

Ja
n-

08
Fe

b-
08

M
ar

-0
8

A
pr

-0
8

M
ay

-0
8

Ju
n-

08
Ju

l-0
8

A
ug

-0
8

S
ep

-0
8

O
ct

-0
8

N
ov

-0
8

D
ec

-0
8

Ja
n-

09
Fe

b-
09

M
ar

-0
9

A
pr

-0
9

M
ay

-0
9

Ju
n-

09
Ju

l-0
9

A
ug

-0
9

S
ep

-0
9

O
ct

-0
9

N
ov

-0
9

D
ec

-0
9

Ja
n-

10

0%

5%

10%

15%

20%

25%

30%

Total Page Views
YoY Growth

Internet Usage — Total Worldwide Page Views
(in millions)

 
Source: comScore, Morgan Stanley Research 

Exhibit 3 

25% of Surveyed CIOs Expect to Upgrade Acrobat in 2010 
% of Applicable CIOs Expecting to Upgrade in 2010
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49%

21%

31%
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e.g. Of the CIOs looking to upgrade Adobe 
Acrobat in 2010, half expect to do so in 1H10.

 
Source: Morgan Stanley January 2010 CIO Survey 

 

Our proprietary job tracker recently showed a pick-up in 
active job postings on Adobe’s Web site.  Until the past two 
weeks, Adobe had kept the number of job openings relatively 
low, with the increase in December largely stemming from the 
inclusion of Omniture openings.  We believe that this uptick in 
hiring could be a leading indicator of Adobe’s outlook for 
revenue growth in F2010. 

Exhibit 4 

ADBE: Secular Growth and Product Cycles Favor Reward 

WARNINGDONOTEDIT_RRS4RL~ADBE

$42.00 (+30%)
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Bull  
Case  
$49 

C2011 P/E 
= 21x (4-yr 
avg. mul-
tiple of 
FY2 EPS)

Product cycles drive segment growth.  The CS5 
product cycle comes on strong while a healthy re-
covery in IT spending and a robust PC replacement 
cycle drive top-line growth to 24% in F2010 and 14%
in F2011.  The Omniture integration is bet-
ter-than-hoped and Adobe realizes some revenue 
synergies from the combined product offering.  Ex-
penses start to tick back up, but op. margin still ex-
pands to 37.0% in F2011, resulting in $2.37 of F2011 
EPS. 

Base  
Case  
$42 

C2011 P/E 
= 20x (3-yr 
avg. mul-
tiple of 
FY2 EPS)

Macro impacts bottom in F2009, with some re-
covery in 2010.  Creative Solutions revenue bene-
fits from a modest recovery in ad spending and a 
good CS5 product cycle, while overall revenue gets a 
boost from better IT spending and a rebound in 
corporate PCs.  The Omniture acquisition contrib-
uted to revenue and profits, but with few revenue or 
cost synergies.  Total revenue grows 20% in F2010 
and 11% in F2011 while the company keeps a tight 
rein on hiring, allowing operating margins to expand 
to 36.2% in F2011, resulting in F2011 EPS of $2.08.

Bear  
Case  
$28 

C2011 P/E 
=16x (1-yr 
avg. mul-
tiple of 
FY2 EPS)

Product cycles disappoint.  CS5 and Acrobat 10 
product cycles disappoint and CS rev. is flat in F2010 
and only grows 6% in F2011 while KW declines 1% 
in F2010 and F2011.  Omniture adds to revenue, but 
Adobe is unable to generate any synergies from the 
merger while competitive pressure from GOOG and 
other analytics vendors limits Omniture’s top-line 
growth.  Management cuts costs as revenue de-
clines, but operating margins still contract to 34.2% 
resulting in F2011 EPS of $1.71.  

Source: FactSet, Morgan Stanley Research 

Risks:  Push-out of CS demand in advance of the CS5 
launch in spring 2010; CS revenue declines steeply due to 
economic weakness and a deceleration in ad spending; be-
yond Acrobat and CS, other product areas are small; and 
Omniture merger integration risk. 
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Stock Rating: Overweight Reuters: AVGO.O  Bloomberg: AVGO US
Price target $20.00
Shr price, close (Feb 16, 2010) $17.48
Mkt cap, curr(mm) $3,872
52-Week Range $19.55-14.33
 

Fiscal Year ending 10/09 10/10e 10/11e 10/12e
ModelWare EPS($) 0.61 1.35 1.54 1.68
Prior ModelWare EPS($) - 1.17 1.34 1.46
P/E 24.6 13.0 11.3 10.4
Consensus EPS($)§ 0.61 1.17 1.42 1.46
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
Avago Technologies makes optoelectronics, radio frequency and mi-
crowave components.  It also makes application-specific integrated cir-
cuits.  Its products are used in a wide range of applications including 
mobile phones, consumer electronics, enterprise networking gear and 
aerospace systems. 

Industry View:  Cautious — Semiconductors 
Our EPS estimates have gone from 25% above consensus in spring 
2009 to below consensus today, and EPS, gross margins, utilization, and 
growth metrics tell us we are in the final innings of the semi cycle.   
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We have resumed coverage on Avago with an Overweight 
rating.  Three key drivers make us want to get ahead of strong 
potential upside in AVGO stock:  

(1) Evidence that management is in the early stages of 
monetizing its portfolio of ~5,000 US and foreign patents;  

(2) a focus on custom parts with predictable lead times; and 

(3) Strong product cycle positioning in wireless and wireline 
(70% of revenues) should enable it to outgrow the indus-
try.  

Within our Cautious industry view, we are Overweight stocks 
for which we see secular trends and reputations for execution.  
For the industry as a whole, we are concerned that extended 
lead times are leading to double-ordering and perhaps an 
inventory build; and while Avago isn't immune, we think the 
company has the right product mix and its lead times have 
stayed within norms (4-8 weeks). 

Wireless product cycles should drive outsized growth.  
Over the past four quarters, Avago’s wireless revenues (46% of 
total revenues) have outgrown its pure play competitors, given 
its higher relative exposure to 3G.  Furthermore, we believe 
that the company will ramp new wireless products for new 
revenues of ~$125 million for F2010. 

Wired product growth (24% of revenues):   Our checks 
convince us that new wired products (fiber interconnects, and 
custom SerDes chips) could generate $40-70 million in reve-
nues for F2010. 

Demonstrated ability to execute.  The evidence is compel-
ling that Avago has successfully started the process of focusing 
its ~5,000 US and foreign patents and patent applications it 
had developed over the past 40 years into markets that are 
more commercially attractive than the ones it had pursued in 
the past.  Since 2006, the management team cut headcount by 
50%, drove gross margins up by 800 bps, and increased op-
erating margins by 1,000 bps.  However, it did not cut at the 
expense of its share.  Avago outpaced the growth of its 

broad-based peers by 1,000 bps in 2008, and is on track to 
outgrow them by 800 bps in 2009. We think that it will do so 
again in 2010 by at least 100 bps. 

Avago’s ‘factory-lite’ business model suggests low capex 
and high free cash flow.  For C2010, we forecast free cash 
flow yield of 7%, above the 5% of our coverage universe. 

Our $20 price target assumes that Avago will trade at a 
discount to its diversified, broad-based peers on both P/E 
(we assumes 14x C2010e EPS) and EV/Sales (we assume 
2.5x).  Further, AVGO’s FCF yield of 7% on our C2010 esti-
mates is higher than the average 5% of our coverage space. 

Risks:  Lower-margin businesses could put a cap on mul-
tiple expansion; stock overhang as sponsors exit their posi-
tions (see below); competitive threats in 3G power amplifiers 
from larger competitors like Skyworks and RF Micro Devices; 
weaker product mix driven by LEDs; and double-ordering risk, 
with an ensuing inventory build in the supply chain. 
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Exhibit 1 

Portfolio Analysis - Gross Margin vs. Growth:  
Expect Higher Margin Products to Grow Faster 
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Source: Company data, Morgan Stanley Research   E = Morgan Stanley Research Estimates  

Exhibit 2 

Avago’s EV/S of 2.5x Is Below Its Average to Date 
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Source: FactSet, Morgan Stanley Research 

Private equity firms own almost 68% of the firm.  The 
holders of ~160 million shares have signed a 90-day lock-up 
agreement, which is set to expire on April 27, 2010.  Of these, 
~159.3 million shares are subject to a management share-
holders agreement (MSA) set to expire five years from the IPO.  
Following the lockup expiration, all shares are eligible to be 
sold according to Rule 144, under which existing shareholders 
are restricted from selling during any 3-month period, which 
cannot exceed the greater of 1% of outstanding shares (~2.4 
million shares) or the average weekly trading volume 4 weeks 
preceding the notice of sale.  Since the sponsors can only sell a 
limited number of shares (~2.4 million) every 3 months using 
the method above, compared to what they own (159 million), 
we think that they would sell their shares through a registered 
filing. 

Exhibit 3 

AVGO:  Product Cycles to Drive Above-Average Growth 

WARNINGDONOTEDIT_RRS4RL~AV
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Price Target $20 Derived from our base case, which assumes a P/E of 

14x on C2010e EPS of $1.41. A 14x multiple is below 
the analog average PE of 19x on our C2010 esti-
mates. Our DCF-based intrinsic value calculation is 
$21, and is based on a risk free rate of 3.6%, an 
equity risk premium of 4%, a long-term growth rate of 
4.0% and a cost of equity of 9.1%. 

Bull  
Case  
$26 

16x Bull
Case 
C2010e 
EPS of 
$1.65 

Gains share in 3G FEMs, multiple product cycles 
across all segments, strong growth in SerDes 
and Optocouplers. Strong growth across all seg-
ments, and C2010 revenues increase by 27%.  Op-
erating margins expand in the low 20% range and 
gross margin in the 45-48% range. PE multiple ex-
pands as a result. 

Base  
Case  
$20 

14x Base 
Case 
C2010e 
EPS of 
$1.41 

Product cycles in Wireless and Wired Infra-
structure drive growth, expand SerDes and Op-
tocoupler share.  22% increase in C2010 revenues, 
and gross margins expand by 100 bps exiting C2010. 
Achieves target model of GM=44-46% and 
OM=17-20% through C2010. PE of 14x is below the 
analog average PE of 19x on our C2010 estimates. 

Bear  
Case  
$14 

13x Bear
Case 
C2010e 
EPS of 
$1.10 

Delayed Enterprise spending, slow turn around 
in Industrials, share loss in 3G FEMs. Muted 
product cycles and weakness across all segments 
drive C2010 revenue growth of 17%. Operating 
margins below target in model and gross margins 
remain flattish. Share loss in 3G FEM and pricing 
pressures on optical components affect product mix. 
P/E multiple compresses to 13x. 

Source: FactSet, Morgan Stanley Research 

Potential Catalysts 

� Better-than-expected cost reduction efforts resulting in im-
proved operating leverage. 

� Expanded market share in 3G front-end modules (FEMs). 
� Potential 2H10 enterprise spending increases. 
� Continued strength of the Industrial segment. 
� Shares gains with Optical Finger Navigation 
� Transition to laser mice. 
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Stock Rating: Overweight Reuters: BUCY.O  Bloomberg: BUCY US
Price target $75.00
Shr price, close (Feb 19, 2010) $62.64
Mkt cap, curr(mm) $4,743
52-Week Range $68.57-10.62
 

Fiscal Year ending 12/08 12/09e 12/10e 12/11e
ModelWare EPS($) 3.10 4.12 3.61 5.35
Prior ModelWare EPS($) - 4.04 3.03 5.08
P/E 6.0 13.7 17.3 11.7
Consensus EPS($)§ 3.10 4.12 3.44 4.12
Div yld(%) 0.5 1.1 1.5 2.2
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
Bucyrus is a world leader in the design and manufacture of high produc-
tivity mining equipment for the surface and underground mining indus-
tries. Bucyrus' surface mining equipment is used for mining coal, copper, 
iron ore, oil sands and other minerals. 

Industry View: Attractive - Electrical Equip. & Industrial Conglom. 
We believe that fundamentals have surpassed multiples that have con-
tracted recently to highly attractive levels.  Stronger-than-expected order 
books provide visibility through 2010 and into 2011 on a sustainable in-
dustrial upcycle that we expect to exceed consensus views. 
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We have raised our 2010 and 2011 estimates and our price 
target after the 4Q09 results by Bucyrus, and after a number of 
capex announcements by large miners.  Our previous esti-
mates had assumed more margin degradation off the 2008–09 
peak.  Our 2010 estimate of $3.61 includes purchase ac-
counting charges of around $0.40 (a rough estimate), and 
would be $4.00 excluding those charges, in line with the 2009 
peak.   

The Street underappreciates strategic benefits and finan-
cial accretion of the purchase of Terex’s mining assets, in 
our view.  With global mining investment headed back toward 
peak as soon as 2010, we estimate the acquisition will prove to 
be at least 50% accretive to EPS.  Our EPS estimates are 27% 
ahead of consensus in 2011 and 47% ahead in 2012.   

Our thesis is supported by our global mine-by-mine 
analysis of Terex’s and Bucyrus’s fleets, which indicates 
that: (1) there is significant potential for cross selling/revenue 
synergies (not included in Bucyrus’s estimates), and (2) pro-
jected cost synergies look reasonable.  Our work shows that 
Bucyrus has substantially improved its strategic position by 
diversifying into higher-growth hydraulic excavators, and di-
versified its mineral exposure relative to competitor Joy Global.  
The one negative we hear in the channel is US coal, but Bu-
cyrus’s revenues rely less and less on that market.  

Exhibit 1 

Hydraulics Are Taking Share/Growth Globally 
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Source: Parker Bay,  Morgan Stanley Research 

Exhibit 2 

Revenue Synergies Understated: Half of Bucyrus’s  
Installed Base Is in a Mine without a Terex Machine 
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Exhibit 3 

BUCY: Acquisition of Terex Assets Underappreciated 
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Valuation Our $75 price target is based on 14x our 2011 earn-

ings estimate.  The multiple is slightly above a 
“normal” multiple for Bucyrus, we expect growth over
the next several years, however, on strong mining 
fundamentals and on continued synergies benefit.  
Risks include merger execution, lower margins on 
price/materials and the threat of competition from 
China. 

Bull  
Case  
$89 

14x Bull 
Case 
2011e 
EPS of 
$6.27 

Synergies achieved on schedule and margins on
base business remain at high 2008-2009 levels.  
China’s infrastructure push along with a slow global 
recovery pushes mines to resume investment in 
2010, capturing production slots towards the end of 
the year.  Terex mining revenues back to peak in 
2011 and $300 million ahead in 2012. 

Base  
Case  
$75 

14x Base 
Case 
2011e 
EPS of 
$5.35 

Successful integration and capture of synergies, 
with revenue outlook strong.  Margins contract 
100-200 bps from peak despite the strong orders 
environment.  Synergies total $70 mm in 2011 and 
$100 mm in 2012, with a bit of revenue synergies 
starting in 2012.  Terex Mining revenues near peak in
2011, and ~$150 million ahead in 2012.     

Bear  
Case  
$53 

18x Bear 
Case 
2011e 
EPS of 
$2.94 

Mining capex improves globally, but only mod-
estly, Terex’s trucks prove to be non viable, and 
Bucyrus earnings suffer on weak volumes and 
margins.  We see the Terex truck as the largest risk
in Bucyrus’s new portfolio, especially with the on-
going launch/ramp of CAT’s electric drive mining 
truck  Our bear case does not assume a steep global
double dip. 

Source:  FactSet, Morgan Stanley Research 

Key Potential Catalysts 
� Coal prices 
� Synergies/aftermarket progress 
� China investment in power 
Investment Risks 
� Success of underground products after large early wins 
� Coal price volatility 
� Chinese competition longer term 

 

Caterpillar (CAT, $58.25, Overweight) 
We think Caterpillar could earn as much as $8-10 per 
share this cycle.   The company rolled out a more useful 
segment reporting structure in its 2009 10K, released 
February 19, which gives a three-year look under the new 
reporting structure.  What stands out:  We think CAT 
dramatically “under-earned” in some key businesses at 
peak, and some embedded/less visible businesses ap-
pear to be highly profitable, and likely substantially un-
derestimated by the market.  Our take is that CAT has a 
chance to earn $8-10 per share this cycle; we think a 
close look at the margins in some of these under earning 
businesses supports that view: 

� CAT made a 13-15% margin in its mining business at 
peak in 2007–08, about the same as Terex.  CAT has an 
exceptionally strong competitive position in this business, 
with share above 50% in large trucks, probably far higher 
in bulldozers, and price leadership across the board.  We 
estimate that EPS likely could have been ~$1 higher at 
peak on this business alone.  

� Building Construction Products (BCP) was a marginally 
profitable business close to peak despite better than av-
erage pricing:  CAT’s small construction equipment busi-
ness made a –4.2% accountable margin in 2007.  At that 
time Bobcat, the industry leader in the US, was making 
15% margins.   

� Non-reported businesses have been a strong profit 
driver:  Maybe the biggest surprise in the 10K is that 
CAT’s “all other” businesses generated the equivalent of 
30-40% of operating profit in 2007–08.  There are a lot of 
businesses in this bucket, many of which we don’t typi-
cally focus on when evaluating CAT’s earnings power.  
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Stock Rating: Overweight Reuters: CMA.N  Bloomberg: CMA US
Price target $45.00
Shr price, close (Feb 18, 2010) $34.76
Mkt cap, curr(mm) $5,267
52-Week Range $37.31-11.73
 

Fiscal Year ending 12/09 12/10e 12/11e 12/12e
ModelWare EPS($) (0.88) (0.26) 2.27 3.96
Consensus EPS($)§ (0.78) (0.43) 1.79 3.65
BV/shr($) 45.16 42.92 45.69 47.84
P/BV 0.7 0.8 0.8 0.7
Tang BVPS($) 31.16 29.37 31.67 33.64
P/tang BV 0.9 1.2 1.1 1.0
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
Comerica, which has banking units in Michigan, Arizona, Florida, and 
California, provides traditional retail, corporate, investment and trust 
banking services.  

Industry View: Attractive — Midcap banks 
We expect lower provision expenses to drive strong earnings 
im-provement in 2010.   Favorable trends include flat nonperforming 
asset balances, rising net interest margin, and a slowdown in the pace of 
loan balance contraction.  As credit continues to stabilize, it should lead 
to an upward revaluation of midcap bank tangible book multiples. 

 

February 19, 2010 

Comerica 
Better Credit, Stronger NIM, and a 
Solid Capital Position Support 
Overweight Thesis 
Morgan Stanley & Co. 
Incorporated 

Ken A. Zerbe, CFA 
Ken.Zerbe@morganstanley.com 
Yoana Koleva, CFA 
Yoana.N.Koleva@morganstanley.com 
John J. Dunn 
John.J.Dunn@morganstanley.com 

 
We continue to recommend Comerica as one of our top 
Overweight-rated stocks.  Our thesis is that it will benefit from 
improving credit quality, given declines in both watch list loans 
and NPA inflows and is well positioned for solid NIM expansion 
given its asset sensitivity, both of which will drive solid core 
pre-provision earnings growth and should lead to multiple 
expansion off its current price-to-tangible book multiple of just 
1.1x (well below the group at 1.5x).   We hosted a conference 
call with the management of Comerica on Feb 18, including 
Beth Acton, CFO, John Killian, CCO, and Paul Burdiss, 
Treasurer. 

TARP repayment still a focus, but the question is does 
CMA raise capital?  We believe the consensus view that it will 
need to raise 50% of its $2.25 billion of TARP is unlikely, given 
its current 8.2% tier 1 common ratio, although some equity 
raise is possible.  If so, we would look for sizable share buy-
backs, but could see stronger loan growth or FDIC-assisted 
deals instead. 

Option #1:  Reach an 8.0% tier 1 common ratio.  If we as-
sume banks need to get to a tier 1 common ratio of 8.0% to 
repay TARP, Comerica would not need to raise capital.  To us, 
this seems the most fair because it focuses on capital ade-
quacy, but we understand regulators may see the world slightly 
differently.   

Option #2:  Raise equity equal to some portion of TARP.  If 
we assume regulators want higher capital ratios regardless of 
the starting point, the question then becomes how much is 
necessary.  In Exhibit 1, we show the resulting increases to tier 
1 common from different levels of capital raise, as well as the 
impact on normalized 2012 EPS.  However, we cannot in good 
faith assume Comerica keeps a 10%+ tier 1 common ratio, so 
we have also assumed buybacks to get back down to 8.5%.   

Exhibit 1 

TARP Repayment Scenario Analysis 
  Incremental  
 Capital 2012 Buybacks 2012E Price/  
Scenario Raised T1C (mil shrs) EPS 2012 EPS 
 
Base Case $0 8.5% 7.5 $3.96 8.8x 
      
25% (no buybacks) $563 9.4% 0.0    $3.58 9.7x 
25% (incl. buybacks)* $563 8.5%  16.3  $3.76 9.2x 
50% (no buybacks) $1,125 10.3% 0.0    $3.27 10.6x 
50% (incl. buybacks)* $1,125 8.5%  32.3  $3.58 9.7x 
 
* Assumes incremental buybacks beyond our base case scenario to bring the T1C ratio to 
8.5% in 2012     Source:  Company data, Morgan Stanley Research 

The worst case, in our view, is that Comerica raises 50% of its 
TARP and does not repurchase any additional shares beyond 
what we have already built into our model — the stock would 
then be trading at 10.6x normalized EPS of $3.27, slightly 
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above the group at 9.5x, with a tier 1 common ratio at the end of 
2012 of 10.3%.  We do not think this is very likely. 

NIM expansion a key positive:  As one of the most as-
set-sensitive banks in our universe, Comerica is very well 
positioned to benefit from higher rates in our view.  80% of its 
loans are variable rate, and of those, just 9% are at their in-
terest rate floors.  We expect NIM to exceed management’s 
guidance, given expected fed rate hikes, with NIM reaching 
3.56% by 2011 (up 62 bps from 4Q09). 

As shown in Exhibit 2, we expect Comerica’s NIM to improve 
much more rapidly in 2010 than its peer group, given the re-
duction in its excess liquidity and asset sensitivity.  We expect 
NIM to average 3.30% in 2010 improving to 3.56% in 2011.  
Longer term, how quickly it can return to a 4% NIM will depend 
on several factors including loan and deposit mix, loan 
spreads, and its hedging program.  But according to man-
agement, “getting well into the 3%s is very doable.” 

Exhibit 2 
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Source: Company data, Morgan Stanley Research 

Improving credit:  Management’s tone regarding its credit 
outlook seemed quite positive.  Comerica was one of the few 
banks in our coverage universe to report an improvement in 
every credit metric in 4Q09. NCOs and provision expense have 
declined two quarters in a row, while watch list loans were 
down 6% Q/Q.  Most of the company’s credit problems have 
been concentrated within its construction portfolio, which we 
believe has largely been addressed at this point.  With con-
struction NCOs likely to decline further and C&I losses being at 
or near peak, we expect credit costs for the company to con-
tinue to improve going forward. 

Exhibit 3 

CMA:  Risk-Reward View 
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Price Target: $45 Our price target is based on the residual income model.

Bull Case: $55 2010E EPS: $0.63 Net Interest Income: $1738 mil
Sharp Recovery NCO Ratio: 174 bps Expense Ratio: 63.0%

Provision Expense: $684 mil
Base Case: $45 2010E EPS: -$0.26 Net Interest Income: $1694 mil
Slow Recovery NCO Ratio: 193 bps Expense Ratio: 64.4%

Provision Expense: $840 mil
BearCase: $25 2010E EPS: -$2.24 Net Interest Income: $1607 mil
W-Shaped NCO Ratio: 251 bps Expense Ratio: 67.1%
Recovery Provision Expense: $1294 mil  
Source:  FactSet, Morgan Stanley Research estimates 

Valuation Methodology 
Our price targets are derived using the residual income model, 
although we continue to apply a higher-than-normal discount 
rate assumption to our valuation given the fundamental 
weakness in the group.  We expect the market will start to value 
banks off longer-term, normalized earnings as nonperforming 
loans continue to decline into 2010.  Our bull case intrinsic 
values are based on normalized earnings and multiples, while 
our bear case intrinsic values are based on trough 
price-to-tangible book value plus reserves.  For Comerica, we 
assume a 10% cost of equity. 

Risks to Our Price Target 
We define risks to our price targets as the possibility of stock 
price falling below our price targets.  General risks include 
slower-than-expected economic growth, which would drive 
slower commercial credit growth and higher net charge-offs 
(NCOs) than we are forecasting.   

For Comerica specifically, risks include significant further de-
terioration within its C&I and CRE loan portfolios, as well as 
prolonged subdued commercial loan demand, which will 
negatively impact balance sheet growth and net interest in-
come. 
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Stock Rating: Overweight Reuters: ECHO.O  Bloomberg: ECHO US
Price target $17.00
Shr price, close (Feb 22, 2010) $11.41
52-Week Range $15.32-10.18
 

Fiscal Year ending 12/08 12/09 12/10e 12/11e
EPS($)** 0.23 0.18 0.41 0.69
Prior EPS($)** 0.20 0.23 0.45 0.77
P/E** 61.9 68.9 28.1 16.6
Consensus EPS($)§ - 0.19 0.47 0.77
Nom PEG, 1-yr 4.0 0.6e 0.3 0.3
Nom PEG, 3-yr 1.6e 1.0e 0.5 -
Return on avg NOA(%) - 5.3 12.0 19.5
§ = Consensus data is provided by FactSet Estimates. 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

Company Description 
Echo Global Logistics is a third-party logistics company providing tech-
nology enabled business process outsourcing (BPO) for transportation 
and logistics. The company's core logistics services include 
pre-engagement freight analysis, rate negotiation, shipment execution 
and tracking, carrier management, routing compliance, freight bill audit 
and payment and performance management and reporting. 

Industry View:  Attractive — Freight Transportation 
4Q09 should mark the end of negative data trends — an inflection that we 
believe is under-appreciated by the Street.  Y/Y comps are becoming eas-
ier, and we’ve seen no sign of a post-holiday slowdown in freight.  More-
over, with inventories low across the system, restocking could provide ad-
ditional upside.  Within this context of a surprising recovery, we prefer 
names with greater leverage to volume — rails and parcel.   

 

February 23, 2010 

Echo Global Logistics 
Remaining Overweight, but  
Looking Like a 2H10 Story 
Morgan Stanley & Co. 
Incorporated 

William J. Greene, CFA 
William.Greene@morganstanley.com 
Adam Longson, CFA, CPA 
Adam.Longson@morganstanley.com 

 
Not yet in harvest mode.  Echo reported a sequential dete-
rioration in operating margins as a large hiring effort and higher 
G&A costs related to the IPO offset improving gross profit 
trends.  But what is more important, in our view, is that ECHO 
plans to continue hiring and investing for growth in 1H10, which 
should limit the pace of margin expansion.  A slowdown in G&A 
growth and a recovery in less-than-truckload (LTL) pricing look 
unlikely in the near term.  As a result, investors looking for 
impressive earnings growth and operating leverage may need 
to wait at least until 2H10.  ECHO’s valuation and compelling 
long-term fundamentals keep us Overweight, but the lack of 1H 
margin expansion coupled with the risk of technical selling 
pressure related to the lock up expiration could keep the stock 
range bound for the near term.   

Estimates and price target reduced.  Echo reported 4Q09 
EPS of $0.15 vs. our estimate and consensus of $0.07.  How-
ever, this included a large tax benefit that wasn't in our esti-
mates.  Net-net, operating income fell short by 1-2 cents as 
higher G&A costs and gross margin contraction more than 
offset better volumes.  We have lowered our 2010 estimate to 
$0.41 from $0.45 (in line with the low end of guidance) and 
2011 to $0.69 from $0.77 on the miss.  We have also reduced 
our year-end 2010 price target to $17 from $18.50. 

Negative mix effects weighing on gross margin.  We re-
cently noted that ECHO’s gross margins may be more stable 
than C.H. Robinson Worldwide’s (see our February 17, 2010 
note), but we also listed a number of potential sources of 
margin pressure.  All of these negative factors converged on 
Echo in 4Q09, but it’s important to note that the majority of the 
margin pressure is the result of negative mix.  We estimate that 
Echo’s rapid growth in TL (where gross margin is lower, but 
contribution is higher) and the signing of two large enterprise 
accounts were responsible for at least 100bps of gross margin 
deterioration.  While these factors will remain a Y/Y drag until 
lapped in mid-2010, the underlying gross margin stability story 
may still have some merit. 

The next major event will likely be the lock-up expiration 
on March 31.  Short interest has been building in anticipation 
of potential technical selling pressure. 

Although procurement costs are clearly rising, the negative 
surprise in Echo gross margins is mostly attributable to mix.  A 
shift in revenue towards lower margin Truckload and Enterprise 
revenue weighed on gross margins.  As we look into the bal-
ance of 2010, the gross margin pressure should continue until 
ECHO laps the acquisition of Ray-Trans (a TL broker acquired 
in mid-2009).  However, we don’t see much incremental margin 
pressure from mix effect without a material acquisition.  Man-
agement believes transactional revenue should grow faster 
than enterprise revenue, which will help to mitigate margin 
pressures.  Moreover, faster growth in TL may continue, but the 
relative outperformance vs. LTL is likely to subside without 
another acquisition. 

Our year-end 2010 price target of $17.00 per share is de-
rived from a residual income analysis assuming a required 
return of 17.38% (we assume an 8.25% equity risk premium 
with a Beta of 1.50 on top of the company's 5.00% average 
cost of debt).  We explore risks to our price target in our Bull 
and Bear Cases. 
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Exhibit 1 

ECHO Gross Margins: Puts and Takes 
Potential Sources of Margin 
Pressure 

Potential Mitigating Factors 

1. Demand recovery raises the 
cost to procure capacity 

1. Unlike CHRW, Echo contracts 
tend to float with carrier rates 
(cost plus) 

2. Plans to increase exposure to 
TL market (where GM is lower) 
could result in a negative mix 
shift 

2. ECHO has a much smaller TL 
concentration which is where 
CHRW saw the most extreme 
margin pressure 

3. Signing any large enterprise 
accounts where gross margin is 
lower (although op margin is 
similar) 

3. Larger cash balance allowing 
for better payment terms to 
carriers and greater discounts 

4. As revenue and scale grow, 
bulk purchasing power increases All three negative factors were 

apparent in 4Q09 5. Faster growth in higher margin 
transactional shipments is a 
positive for mix 

Source:  Morgan Stanley Research 

Exhibit 2 

ECHO 4Q09 Gross Margin Analysis: Mix Effects Account 
for Over Half the Margin Compression. 
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Note: Morgan Stanley Estimates. *TL Mix Effect Assumes 11% margin differential vs. LTL 
applied to % of revenue shift Y/Y.  **Enterprise mix effect assumes 11% differential between 
Enterprise and Transactional Revenue.   Source: Company data, Morgan Stanley Research 

 

Exhibit 3 

ECHO:  Powerful Growth, but May Need to Wait for 2H to 
See Material Leverage 

WARNINGDONOTEDIT_RRS4RL~ECHO.O~ 
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Base Case  (Dec-10) Historical Stock Performance Current Stock Price  
Bull Case  $23.00

Assumptions 2008A 2009A 2010E 2011E 2012E
Gross Revenue 112.5% 28.0% 56.7% 42.9% 38.0%
GP Margin % 21.2% 21.4% 20.0% 19.2% 19.1%
Op Margin % of GP 88.5% 89.5% 78.0% 71.5% 66.4%
EPS $0.23 $0.18 $0.53 $0.90 $1.42

YoY Chg 22.7% -18.9% 187.5% 70.8% 56.8%

Base Case  $17.00
Assumptions 2008A 2009A 2010E 2011E 2012E
Gross Revenue 112.5% 28.0% 42.0% 34.9% 33.6%
GP Margin % 21.2% 21.4% 19.8% 19.4% 19.5%
Op Margin % of GP 88.5% 89.5% 81.5% 74.9% 69.8%
EPS $0.23 $0.18 $0.41 $0.69 $1.06

YoY Chg 22.7% -18.9% 120.6% 69.7% 54.3%

Bear Case  $8.50
Assumptions 2008A 2009A 2010E 2011E 2012E
Gross Revenue 112.5% 28.0% 27.9% 24.6% 27.3%
GP Margin % 21.2% 21.4% 18.8% 17.9% 18.0%
Op Margin % of GP 88.5% 89.5% 84.5% 80.9% 76.3%
EPS $0.23 $0.18 $0.30 $0.41 $0.63

YoY Chg 22.7% -18.9% 62.3% 38.8% 51.1%

20.5x Bear Case 2011e EPS of $0.41
The margin squeeze is on.  
Momentum slows.  Supply-led 
recovery squeezes margins w/o 
add'l volume.  GM expansion 
strategy fails to resonate with 
carriers.  Sales struggles to gain 
traction in TL market.  
Acquistions are limited.  Slowing 
growth leads to significant 

lti l t ti

25.5x Bull Case 2011e EPS of $0.90
Surprising growth causes 
market to pay up. Strong 
recovery supports add'l share 
gains and volume recovery w/ 
existing customers. Accretive 
acquisitions add to growth. 
Tighter capacity creates more 
demand for brokers, but better 
payment terms and mix limit 
erosion in GM %.

24.5x Base Case 2011e EPS of $0.69
Modest recovery; share gains 
continue. Slow but sustainable 
recovery.  Modest recovery in 
pricing and volumes w/ existing 
customers as GDP begins to 
improve.  Recent acquisitions 
and greater sales effort support 
share gains.  Top-line growth 
drives margin expansion.

 
Base Case = year-end 2010 Price Target.  E= Morgan Stanley Research estimates.  
Source: FactSet, Morgan Stanley Research  

Investment Risks 
� Gross margin pressure from tighter capacity and negative 
mix effects (faster TL growth) 
� Microcap, limited float, and potential technical selling on 
March 31 lock up expiration limit appeal 
� Intense growth strategy results in less flexibility vs. peers in 
a slowdown.  
� Macro weakness could alter growth trajectory.   
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Stock Rating: Overweight Reuters: HPQ.N  Bloomberg: HPQ US
Price target $62.00
Shr price, close (Feb 17, 2010) $50.12
Mkt cap, curr(mm) $121,292
52-Week Range $52.95-25.39
 

Fiscal Year ending 10/08 10/09 10/10e 10/11e
ModelWare EPS($) 3.63 3.90 4.48 4.94
Prior ModelWare EPS($) - - 4.46 4.90
Consensus EPS($)§ 3.62 3.85 4.34 4.76
P/E 10.6 12.2 11.2 10.2
EV/rev 0.9 1.0 0.9 0.8
EV/EBITDA 6.9 6.6 6.0 5.0
Div yld(%) 0.8 0.7 0.6 0.6
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
Hewlett-Packard is a global provider of computing and imaging solutions 
as well as services for the business and the home. Its chief divisions in-
clude imaging and printing; computing systems; personal systems; and 
IT services. 

Industry View: Attractive — Systems and PC Hardware 
We expect enterprise hardware earnings to normalize in 2010 on the 
back of a return to revenue growth and related operating leverage that we 
believe is currently underappreciated in consensus estimates.   
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Hewlett-Packard 
Back to a ‘Beat and Raise’ Story 
Morgan Stanley & Co. 
Incorporated 

Katy L. Huberty, CFA 
Kathryn.Huberty@morganstanley.com 
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We continue to see both earnings per share and multiple 
upside as HPQ becomes a 'beat and raise' story again. Our 
thesis of a stronger-than-expected recovery in Hew-
lett-Packard's server and printing segments partially played out 
in the January quarter and we expect to see more evidence 
throughout 2010.   

We see three sources of potential earnings upside from here:  

� Guidance prudently assumes no/modest improvement in 
EMEA demand, services revenue, software/storage execu-
tion, and corporate PC sales;  

� Imaging and Printing Group (IPG) growth should continue to 
accelerate, especially in higher margin supplies and laser 
hardware;  

� Low channel inventory and the company’s strong position in 
growth markets, like China, point to relatively normal sea-
sonal trends in PCs and servers this year, which alone could 
drive 2% revenue growth and $0.10 in earnings per share to 
our already above-consensus forecast. 

Hewlett-Packard beat our above consensus revenue and 
EPS forecast by 2% on the back of strong PC and server 
sales. The January quarter beat appears sustainable given low 
DSOs exiting the quarter, stronger-than-expected cash flow, 
normal/low channel inventory levels, and prudent assumptions 
around the rate of recovery in global IT spending. 

Impact on other technology names: Strong x86 server sales 
should be sustainable into the April quarter in light of channel 
inventory tracking 0.5-1.0 week below normal levels. HP server 
sales should be flat to up slightly in the April quarter. We view 
this as a positive for QLogic (QLGC, $17.6, Overweight) which 
should outperform the market given its relative customer ex-
posure (strong in x86/blades) and low inventory levels exiting 
December. 

Hewlett-Packard is more than a cost-cutting story, in our 
view. Strong growth in the company’s enterprise server and 
storage (ESS) segment combined with low printer channel 
inventories set up for strong revenue growth and operating 
leverage in F2010 and F2011.  

We believe H-P’s exposure to a server and storage 
spending recovery is underappreciated.  While many in-
vestors view H-P’s business as less transactional due to its 
Services/Printer exposure, we expect the ESS segment will 
account for nearly half of fiscal 2010’s EBIT growth. 

Our proprietary inventory data point to a potential rebuild.  
Hewlett-Packard’s printer channel inventory has stabilized and 
could prove to be a strong earnings driver as high-margin 
printer supplies inventory increases.  
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We see the following as upcoming catalysts: 
� Printer inventory rebuild – Morgan Stanley publishes 

weekly proprietary data. Unemployment and GDP are also 
important indicators. 

� PC market momentum – Monthly NB ODM shipments and 
official 2Q shipments in mid April. 

 

Risks to our investment thesis and price target include:  
� Muted enterprise IT spending rebound in C2010; 
� Margin pressure in PCs from component costs and compe-

tition; 
� Structurally lower growth in printing end markets. 
 
Morgan Stanley is currently acting as financial advisor to Hew-
lett-Packard Company ("Hewlett-Packard") with respect to its proposed 
offer to acquire 3Com Corporation "3Com"), as announced on No-
vember 11, 2009.  The proposed transaction is subject to the consent 
of the 3Com shareholders and other customary closing conditions.  
This report and the information provided herein is not intended to (i) 
provide voting advice, (ii) serve as an endorsement of the proposed 
transaction, or (iii) result in the procurement, withholding or revocation 
of a proxy or any other action by a security holder.  Hewlett-Packard 
has agreed to pay fees to Morgan Stanley for its financial advice, 
including transaction fees that are contingent upon the consummation 
of the proposed transaction.  Please refer to the notes at the end of the 
report. 

HPQ: Multiple Paths to Our Bull Case – Underappreciated 
Enterprise Server Cycle and Printer Market Recovery  
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Price Target (Nov-10) Historical Stock Performance Current Stock Price  
Bull  
Case  
$68 

13x F11 
EPS of  
$5.25  

Multiple levers: We see multiple levers that could 
drive EPS towards $5.25+ in F11 including services 
billings, EMEA, corporate PC demand and a stronger 
server cycle. We apply a 13x multiple to our F11 bull 
case EPS of $5.25.  

Price 
Target 
$62 

12.5x F11 
EPS of 
$4.94   

Cyclical recovery in servers and printers. ESS 
revenue rises 16% in F10 driven by strong underly-
ing demand and easy comps. A recovery in the 
printer market along with a rebuild of channel in-
ventories drives IPG revenue up 6%. PC momentum 
continues driven by consumer and market share 
gains. Operating margins of 11.7% rise due to ser-
vices restructuring and ESS leverage. We apply a 
12.5x multiple (HP's 5-year historical relative PE) to 
our F11 EPS estimate of $4.94 to arrive at our $62 
price target.  

Bear  
Case  
$46 

11x F11 
EPS of  
$4.20  

Mild and protracted recovery.  IT spending re-
mains subdued for the year and investments for 
growth mute margin improvements. We assume no 
multiple expansion from the current, below average, 
levels.  

Source:  FactSet, Morgan Stanley Research 
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Stock Rating: Overweight Reuters: HD.N  Bloomberg: HD US
Price target $35.00
Shr price, close (Feb 23, 2010) $30.75
Mkt cap, curr(mm) $52,630
52-Week Range $31.03-17.52
 

Fiscal Year ending 01/09 01/10e 01/11e 01/12e
EPS($)** 1.78 1.64 1.85 2.30
Prior EPS($)** - 1.57 1.75 2.30
ModelWare EPS($) 1.75 1.60 1.81 2.25
Prior ModelWare EPS($) - 1.53 1.72 2.25
P/E 12.3 17.5 17.0 13.6
Div yld(%) 4.2 3.2 3.1 3.4
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
The leading retailer in the home improvement industry, The Home Depot 
ranks among the 10 largest retailers in the US based on net sales vol-
ume.  The company operates more than 2,000 stores in the US, Canada, 
Mexico, and China 

Industry View:  In-Line — Retail - Hardlines 
Valuations on Price/Sales and EV/Sales for many stocks have only re-
covered to where they were in late 2008.  That suggests that if 2009 is the 
trough for retail, upside remains into 2010.   
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The Turn:  Margins Above 9% in 
2011 Looks Realistic 
Morgan Stanley & Co. 
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We remain optimistic about Home Depot’s prospects as 
housing begins its recovery.  We view HD’s 4Q beat as a 
strong indication that 2010 will show progress on the path to 
recovery and 10% EBIT margins.  HD showed continued EBIT 
margin improvement and big sequential improvements in comp 
largely driven by better-looking ticket.  HD continues to 
“out-comp” Lowe’s domestically, though the gap has narrowed.  
Credit and restructuring drove SG&A leverage, suggesting HD 
can leverage a leaner base when sales recover.   

We found much to like in the quarter: traffic and ticket 
improvements, gross margin increase, SG&A discipline.  
Traffic improved, with US comp transactions growing 2.1%.  
The new credit agreement and cost cuts helped HD lever op-
erating margins on sales down 0.3%.  US comp ticket was 
down –3.2%, a sequential improvement.  Baskets over $900 
(20% of total) were down only 1%.   

We continue to believe the market underappreciates 2011 
margin expansion and potential for shareholder return.  
We project that with only 8% operating margins HD can gen-
erate $4 billion-plus in FCF, enough to fund the 3%-plus divi-
dend yield and at least $2 billion in buybacks.  As EBIT margins 
increase, HD should gain headroom to increase the  

Exhibit 1 

10%-Plus Margins Are Likely the Normal Run Rate 

7.5%

10.2%

2009 Normalized

+140bps - 2-yr Cumulative Comp 
+7%
+20-50bps - Supply Chain
+80-120bps - Merchandising
+240-310bps

 
Source: Company Data, Morgan Stanley Research estimates 

Exhibit 2 

We Project HD Has Capacity to Buy Back One-Third of its 
Market Cap on Lower Capex and Store Growth 
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Exhibit 3 

Morgan Stanley Home Improvement Leading Indicator 
Our HILI has posted big gains for the last 3 months – an indi-
cation that the spring selling season could be robust 
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Exhibit 4 

Watch Our Lead Indicator for a Breakout in HD 

WARNINGDONOTEDIT_RRS4RL~HD.N~ 
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Base Case  (Feb-11) Historical Stock Performance Current Stock Price  
Bull  
Case  
$45 

17x 
Bull 
Case 
2011e 
EPS of 
$2.65 

Quick recovery in 2010: Comps ramp pushing 2011 
margins to 10%-plus.  US comps turn positive in 1Q10 and
continue to build in 2010 as EHS jump 20%.  Home prices 
are flat by 1Q.  Comps recover to 5-6%, margins grow 
200bp to 10%, EPS hits $2.65.  Stronger than expected 
FCF generation provides for $4.5bn in buybacks and a 20%
dividend increase. 

Base  
Case  
$35 

15.2x 
Base 
Case 
2011e 
EPS of 
$2.30 

Positioned to win on recovery.  Slowing store expansion 
and focus on FCF and returns from 2007-2009 set HD up to
thrive.  Strong FCF generation supports $3.5 billion-plus in 
buybacks and a 12% dividend increase in 2010.  SG&A 
levers 25bps per point of comp as gross margins expand 
50bps+ on merchandising and distribution.  Slower store 
growth helps the comp and FCF, but the multiple settles at 
15x EPS, contraction from the current forward P/E.  

Bear  
Case  
$20 

11.5x 
Bear 
Case 
2011e 
EPS of 
$1.75 

Double Dip: Stuck in housing purgatory, 7% is the new 
normal margin, interest rates surge to 7.5% in 2010.  
Declining ticket fails to recover even as home prices stabi-
lize.  Traffic continues to drive the comp to 1-2%, but ticket 
never recovers and margins settle at 7%.  Investors like the
FCF story, but 7% margins and RNOA/ ROIC closer to 
11–14% depresses the multiple.  HD becomes the AZO of 
home improvement – good margin, low growth, high buy-
backs, but low multiple. 

Source:  FactSet, Morgan Stanley Research 

dividend and buybacks again in 2011 (we estimate $3.5 billion 
in buybacks for 2010-11 and $20 billion returned to share-
holders through 2015). 

We believe that Home Depot has made the right invest-
ments to outperform retail on a recovery in housing…  
Since 2007, when the comps turned negative, HD has invested 
in the supply chain, improved merchandising, improved cus-
tomer service, cut store growth, and increased FCF generation 
by $1.6 billion.   

…so HD is well positioned to lever margins once sales 
start to come back, in our view.  Improvements in distribution, 
merchandising, and customer service could help HD push 
normalized margins back to 9-10% as soon as 2011.   

We believe that the turn in housing is real.  Our proprietary 
Home Improvement Lead Indicator (HILI) has posted three 
straight months of gains for the first time since 2006, making us 
more confident that traffic and sales will start to come back in 
2010.  The increases in the Y/Y rate of Existing Home Sales 
(EHS) indicate traffic should continue to boost HD’s comps into 
2010.  Further declines in home prices and the “glut” of fore-
closures that many analysts expect to hit the market in 2010 
remain obstacles to a recovery of ticket, but as shown by 4Q 
results from Whirlpool, Black & Decker, Stanley Works, Sher-
win-Williams, and Fortune Brands, ticket is much less of a 
concern than it was 6 months ago.  We think HD can continue 
to grow the top line and leverage the operating base to grow 
earnings even if ticket does not recover in 2010. 

HD or Lowe’s (LOW, $22.81, Overweight)?  We say both.  
The macro trends are improving and both HD and LOW can 
succeed in 2010, in our view.  HD has a better dividend yield 
and exposure to the “bubble markets” that could enable it to 
out-comp in 2010.  We estimate Lowe’s has 200-300 more 
stores it could build, which should provide some growth pre-
mium in the multiple. 

Where the risks may remain:  interest rates and multiple 
compression.  Fed tightening could increase mortgage rates 
to the extent that it could slow the pace of existing home sale 
growth. The increase in the number of foreclosures that could 
enter the market this summer may make homeowners reluctant 
to continue large ticket investments in their properties.  Multiple 
compression is a long-run risk given dialed back expansion 
plans — low square footage growth retailers typically do not 
hold growth multiples.  That said, the housing stock is a fixed 
asset that is maintained and scrappage is generally low.  Older 
houses require more spending, so we estimate the long-run 
growth for the industry will likely be 4-5%. 
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Stock Rating: Overweight Reuters: HON.N  Bloomberg: HON US
Price target $51.00
Shr price, close (Feb 22, 2010) $40.15
Mkt cap, curr(mm) $31,039
52-Week Range $43.21-23.06
 

Fiscal Year ending 12/09 12/10e 12/11e 12/12e
ModelWare EPS($) 2.85 2.40 3.00 3.51
P/E 13.8 16.7 13.4 11.4
Consensus EPS($)§ 2.85 2.38 2.90 3.51
Div yld(%) 3.1 3.3 4.1 4.9
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 
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Source: FactSet Research Systems Inc 

Company Description 
Honeywell is a $30 billion diversified global, multi-industry company split 
into four primary business segments: Aerospace Solutions (37% of 
sales), Automation and Control (34% of sales), Specialty Materials (12% 
of sales), and Transportation and Power (16% of sales).  Each segment 
has various business units and product classes serving multiple end 
markets. 

Industry View: Attractive - Electrical Equip. & Industrial Conglom. 
We believe that fundamentals have surpassed multiples that have con-
tracted recently to highly attractive levels.  Stronger-than-expected order 
books provide visibility through 2010 and into 2011 on a sustainable in-
dustrial upcycle that we expect to exceed consensus views. 
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Is Honeywell a different company worthy of revaluation 
higher?  We believe so, though some do not.  As the stock is 
trading in the bottom half of the peer group on 2011e P/E, the 
market is clearly not convinced.  We understand the market’s 
skepticism but believe that the likely upcycle of the next 3-4 
years will prove Honeywell’s transformation.  “Show me” sto-
ries are often the best performers into an upcycle.   

We think the following dynamics will drive the stock: 

� New products and rate of change:  The perfect time to 
launch is into an upcycle, and Honeywell’s new product 
launches have doubled vs. two years ago.  We believe that 
Honeywell’s best-in-class R&D spend will differentiate it in the 
upcycle for top-line growth, broad share gains for the first time 
in many years, and pricing power that should drive gross 
margins.  If Honeywell outgrows peers and shows substantive 
gross margin expansion, the stock should follow. 

� Honeywell Operating System (HOS) rate of change in 
adoption:  Last cycle, there was limited HOS adoption; it’s now 
35% with a goal of 100% in four years.  It took five years for the 
program to gain acceptance and is now broadly understood.  
What this means to us is that into an upcycle, Honeywell will 
show unprecedented productivity driving operating leverage 
well above peers.  Honeywell’s margins are 200-300 bps below 
its closest peers’, signaling opportunity. 

� Other.  We maintain that: (1) Honeywell is the biggest 
beneficiary of energy efficiency trends in our coverage group; 
(2) Honeywell’s cost-out in the downturn was excellent;  (3) 
Honeywell is much better positioned in Emerging Markets now 
than five years ago; (4) Honeywell’s cash reinvestment has 
been a positive surprise and provides upside; and (5) the 
pension noise is mostly behind us.  All in, these represent solid 
upcycle tailwinds. 

Where could Honeywell miss?  We think the biggest risk is 
pace at which cost returns to operations.  We think the best 
example comes from a recent 8K filing in which Honeywell 

rolled out its executive incentive compensation targets, which 
we think are set on a very low bar — assuming a macro re-
covery.     

Even in a weak recovery, Honeywell’s targets to pay out in-
centive comp look quite low.  Honeywell’s incentive comp was 
almost zero in 2009 — perhaps overly punitive for a company 
that executed at a high downcycle level and stayed ahead of 
the cost curve.  However, we’d argue that the time to keep 
employees from leaving and keep morale up is now.  This 
implies that Honeywell “over-earned” a bit in 2009 and labor 
costs will rise ahead of “normal” in 2010.  It may be necessary, 
but could hold back margins. 

Other risks to the HON story relate to macro/micro timing 
issues.  The timing of recovery in commercial aerospace and 
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business jets aftermarket is important.  The highest-margin 
businesses at Honeywell were down significantly (i.e. 30% or 
so) in 2009, and 2010 provides easy comps and opportunity for 
not only recovery but inventory rebuild.  The timing is unknown, 
however.  Our sense is that this risk will dissipate by mid-2010.  
Aerospace recovery signs and flight hour data are encouraging 
and, we think, sustainable. 

Government risk:  Honeywell is a big beneficiary of energy 
efficiency mandates, so it’s a beneficiary of a more “active” 
government and policy makers.  However, tax policy is a risk, 
as is healthcare policy.  CEO Dave Cote’s active engagement 
with government officials may help, however. 

Other risks:  Commercial construction exposure within 
Automation and Control Solutions (ACS); timing of turbo re-
covery in Europe is still a wildcard; the timing of recovery in the 
UOP division and the reload cycle are nearly impossible to 
forecast; rising materials costs at same time that labor costs 
are rising (an issue for all Industrials, including Honeywell).  
Honeywell has higher debt rates than the average industrial but 
also higher FCF generation, so debt reduction will be part of 
2010 operating plan and take some cash away from potentially 
more productive endeavors for the year. 

Pension risk:  A sizeable pension expense headwind of 80 
cents per share in 2010E has weighed on the stock for the last 
6-9 months.  An incremental headwind potential of ~10 cents in 
2011 doesn’t help.  However, we’d argue that it all comes down 
to cycle activity.  Improving macro conditions combined with 
debt crowding issues could bring higher interest rates and 
mitigate pension issues pretty quickly.  Our 
back-of-the-envelope calculation shows that a 100bps rate 
increase would wipe out that incremental 2011 pension ex-
pense.  Asset returns also a variable and it’s too early for us to 
confidently forecast 2010.  It is our view that peers will show 
incrementally higher pension liabilities over the next three 
years, whereas we estimate Honeywell that has already pretty 
much taken its hit. 

HON:  A ‘Show Me’ Story; Attractive Risk-Reward 

WARNINGDONOTEDIT_RRS4RL~HON.N~ 
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Valuation Our price target assumes a forward P/E multiple of 

17X our 2011E of $3.00.  Our price target multiple is in 
line with high-end peers.     

Bull  
Case  
$65 

18x Bull
Case 
2011e 
EPS of 
$3.63 

A return to positive core sales growth in 2010 with 
positive operating leverage.  2011 EPS of $3.63 
drives a share value of $65, with HON trading at a 18X 
multiple, in line with high-end peers — upside to this 
multiple on strong execution is also possible.  This 
Bull Case could be increasingly likely if Honeywell 
were to get more aggressive with cash reinvestment 
or see greater margin expansion.   

Base  
Case  
$51 

17x Base
Case 
2011e 
EPS of 
$3.00 

Flattish core revenues in 2010 and a return to 
solid core growth in 2011, supported by pent-up 
demand.  Operating costs include an incremental 
~$0.77 of pension costs in 2010e vs. 2009e.  Aero-
space and commercial construction end markets 
remain difficult in 1H but benefits from productivity 
initiatives drive margin expansion on flat revs.  Addi-
tionally, rate of change at late cycle businesses is 
improving.  Demand environment for Turbo and UOP 
also shows improvement.  Our 2011e of $3.00 implies 
a stock value of $51 based on a 17X multiple.  We 
consider this a conservative valuation with upside; our 
DCF implies higher levels. 

Bear  
Case  
$35 

14x Bear
Case 
2011e 
EPS of 
$2.50 

Another leg down in commercial construction 
and Aerospace end markets with only modest re-
covery in 2011.  In this scenario, 2011 EPS of $2.50 
implies a share value of $35 with a lower multiple 
(14X) due to weaker than expected macro, lower EPS 
growth, and diminished management credibility.  

Source:  FactSet, Morgan Stanley Research 

Risks to Price Target 
Volatility in end-markets including aerospace, commercial 
construction, auto, energy, and automation.  Pension risks 
if rates remain low or further decline and/or asset returns dis-
appoint.  Price/mix/costs becomes a bigger risk into 2010 for all 
Industrials. 
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Stock Rating: Overweight Reuters: LIFE.O  Bloomberg: LIFE US
Price target $57.00
Shr price, close (Feb 17, 2010) $49.50
Mkt cap, curr(mm) $13,806
52-Week Range $53.35-26.55
 

Fiscal Year ending 12/09 12/10e 12/11e 12/12e
ModelWare EPS($) 3.04 3.43 3.76 4.11
Prior ModelWare EPS($) - 3.44 3.82 4.24
P/E 17.2 14.4 13.2 12.0
Consensus EPS($)§ 3.04 3.38 3.73 4.10
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 
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Source: FactSet Research Systems Inc 

Company Description 
Life Technologies, created by the combination of Invitrogen and Applied 
Biosystems, is a global biotechnology tools company. 

Industry View:  Attractive — Medical Technology 
Analysis of previous recessions shows: (1) Healthcare multiples tend to 
initially price in deeper revisions than warranted by fundamentals, cre-
ating opportunities for outperformance; (2) Med Tech returns beat the 
S&P 500 going into recession and beat both the S&P and the Healthcare 
sector as a whole coming out. 
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Life Technologies’ free cash flow is set to become a more 
important driver of the stock in 2011 and beyond…  We 
have updated our model for the company’s recent debt offering 
(less than 2% impact on EPS), but perhaps more importantly, 
the long-term debt reduces restrictions around the use of cash 
(under the term loans) helping to clear the way for capital de-
ployment to create shareholder value as the story shifts away 
from the merger synergies over the next 12-24 months.  As 
cash expenses related to integrating Applied Biosystems wane 
heading into 2011, we estimate Life Technologies will generate 
~$800 million in FCF in 2011 (Exhibit 1).   

…which we believe the market is undervaluing.  Moreover, 
comparing LIFE to the peer group on normalized FCF yield in 
2011 suggests the market is not giving the stock credit for the 
cash generation potential of this business.  In our model, FCF 
yield will increase from ~6% in 2010e (in-line with the group) to 
~8.5% in 2011e, roughly 150bps above the median for the tools 
group at ~7% (Exhibit 2).  Closing this gap implies a fair value 
of $60 per share, although diluted share count will grow from 
the convertible debt going forward. 

Tuck-In acquisitions make sense, but not large deals, we 
believe.   Given Life’s history as a serial acquirer, the refi-
nancing raised investor concern that with the balance sheet 
settled with long-term debt, management was positioning for 
the next large acquisition.  While we acknowledge past mis-
steps, we believe the refinancing is more opportunity than risk.   
We view smaller, tuck-in deals to leverage a strong distribution 
channel and augment growth as a core strategy for Life over 
the next few years.  However, the refinancing has raised in-
vestor concern about another large acquisition.  This seems 
unlikely, in our view, as (1) management is beginning to dis-
cuss ROIC goals, (2) the remaining logical markets with an 
instrument-related consumables stream favoring smaller as-
sets (e.g., flow cytometry, microarrays), and (3) few oppor- 

Exhibit 1 

Free Cash Flow Inflection in 2011e 
Free Cash Flow ($MM)
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Source:  Company data, Morgan Stanley Research estimates 
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tunities to increase scale materially in life science consumables 
given a highly fragmented landscape.   

Buybacks a potential positive as well.  Buybacks to return 
capital to shareholders and offset convert related dilution are a 
plausible use of cash going forward that does not appear to be 
in current Street numbers.  We estimate that each $100MM 
buyback would add $0.02 to EPS at a share price of $50-$55.    

Exhibit 2 

FCF Yield to Be ~150bps Above the Group in 2011e 
FCF Yield (%)
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Source: Company data, Morgan Stanley Research estimates, ModelWare, Morgan Stanley 
estimates for LIFE, TMO, WAT, MIL, and ILMN and FactSet consensus estimates for PKI, 
SIAL, MTD, BRKR, DNEX, BIO.  Based on current market capitalization 

Exhibit 3 

We Estimate Each $100 million of Repurchases Would 
Add $0.02 to EPS  
Base Case - 2011 
Net Income $736 Buybacks in Model $51
Share Count 196      Interest on Cash 1.5%
EPS $3.76 Tax 29%

Incremental Impact to EPS

Buyback Amount
100 200 300 400 500 600

65 0.01     0.03     0.04     0.05     0.06     0.08     
60 0.01     0.03     0.04     0.06     0.07     0.08     

Share 55 0.02     0.03     0.05     0.06     0.08     0.09     
Price 50 0.02     0.03     0.05     0.07     0.09     0.10     

45 0.02     0.04     0.06     0.08     0.10     0.12     
40 0.02     0.04     0.07     0.09     0.11     0.13     
35 0.03     0.05     0.08     0.10     0.13     0.16      

Source: Morgan Stanley Research estimates 
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LIFE:  Upside if Revenue Synergies Materialize;  
Downside if Poor Execution, End-Market Deterioration  
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Base Case  (Feb-11) Historical Stock Performance Current Stock Price  
Price Target $57 Our price target is derived from our base case.  This 

multiple is in-line with the life science tools group, 
which trades at 15-16x as Life’s growth premium is 
balanced with execution risk from the integration and
faster than expected instrument deceleration   

Bull  
Case  
$71 

18x 
Bull Case 
2011e  
EPS of 
$3.96 

Consumables Revenue Synergies and Instru-
ments Hang In, with ~8% organic growth:  
� Pricing optimization and Invitrogen’s larger 
distribution channel drives upside to AB’s con-
sumables business beyond our expectations.  
� Instruments manage modest growth as the 
capital spending environment proves more benign 
than we expect. 
� Cost synergies as in our base case. 

Base  
Case  
$57 

15.25x  
Base Case
2011e  
EPS of 
$3.76 

Realization of cost synergies drives stock: 
� Conservative 2010 revenue estimate given 
potential upside benefits:  7% organic growth and 
8% reported growth from 1% currency benefit. 
� Cost synergies upside:  operating expenses 
growth of 5%, slower than revenue growth 8% y/y 
despite royalty headwinds. 
� Currency:  +1% benefit revenue impact at cur-
rent levels.  

Bear  
Case  
$41 

12x  
Bear Case
2011e  
EPS of 
3.41 

Execution Missteps and/or Macro Deterioration.  
� Execution shortfalls cause downside to EPS 
and multiple contraction. 
� End-market pressures beyond our expecta-
tions as pharma, biotech, and academia slow in-
strument and consumables purchases more than we 
expect, with organic growth of 5%. 

Source:  FactSet, Morgan Stanley Research estimates 

Key Risks  
� Trends in AB’s instrument business  
� Integration given past stumbles and especially as integration 
moves past low-hanging fruit 
� Currency:  Each 500bps move in the US$ = $0.10 of EPS, we 
estimate 

Potential Catalysts  
�  Details on timing of federal stimulus package  
� Evidence of execution on integration cost synergies in the 
coming quarters  
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Stock Rating: Overweight Reuters: NWL.N  Bloomberg: NWL US
Price target $18.00
Shr price, close (Feb 22, 2010) $13.84
Mkt cap, curr(mm) $3,904
52-Week Range $16.09-4.51
 

Fiscal Year ending 12/09 12/10e 12/11e 12/12e
ModelWare EPS($) 1.31 1.44 1.65 1.79
P/E 11.5 9.6 8.4 7.7
Consensus EPS($)§ 1.31 1.42 1.60 1.73
Div yld(%) 1.7 1.4 1.4 1.4
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
Newell Rubbermaid is a global manufacturer and marketer of consumer 
products in three business groups: Home & Family (key product lines 
include Graco baby and parenting products, Calphalon cookware, and 
Rubbermaid consumer products), Office Products (key product lines in-
clude Sharpie and Paper Mate writing instruments, and Dymo label 
makers) , and Tools, Hardware & Commercial Products (includes 
Lenox/Irwin hand tools and power tool accessories, Rubbermaid com-
mercial products, and Technical Concepts hygiene systems).  Products 
are distributed via discount stores, warehouse clubs, home centers, 
hardware stores, office superstores, toy stores and contract stationers. 

Industry View:  In-Line — Household & Personal Care 
Relative valuations look low, but we believe that near-term results and 
the prospects for stock outperformance will be limited by fundamental 
pressures — a heightened promotional environment, consumer 
trade-down, and an increasing retailer focus on private label products. 
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The five key investor concerns we have heard are more 
than discounted into NWL’s valuation, we believe.  Since 
we upgraded the stock to Overweight on February 8, 2010, we 
have heard bear arguments covering themes such as Newell’s 
subpar product portfolio, muted SG&A top-line leverage, and 
limited pricing power.  We believe Newell’s risk-reward is 
compelling here, as the market has more than priced the bear 
arguments into valuation.  We argue that the market is not 
giving Newell enough credit for an improved business mix after 
de-commoditizing its portfolio through divestitures and acqui-
sitions, and re-investment behind the business to drive 
long-term growth, a potential macro-driven top-line rebound 
going forward, and potential Newell market share gains with 
recent strategic SG&A spending increases are additional posi-
tive factors supporting our thesis. 

Attractive risk-reward: Our $18 price target implies 30% 
upside to our Base Case.  Moreover, our Bull and Bear 
Cases also offer an asymmetrically positive risk-reward, as we 
think Bear Case downside is protected by limited potential 
multiple compression given NWL’s already peer-low valuation.  
We view NWL’s valuation as attractive with a 12% 2011e free 
cash flow yield, as well as a 6.7 times 2011 EV/EBITDA, at a 
significant 19% discount to peers.   

The stock price implies negative terminal EPS growth 
beyond our three-year forecast period, according to Morgan 
Stanley’s “What’s in the Stock Price” analyzer — we believe 
this is too low based on Newell’s prospects for rebounding 
category growth with improving macros and continued market 
share gains with increased strategic SG&A.   

…and the options market implies only a 15% probability 
that NWL exceeds our price target and 5% probability that 
NWL exceeds our Bull Case scenario, which we also view as 
way too low.  

Exhibit 1 

Options Market Ascribes Too-Low Probability to NWL 
Exceeding our Base and Bull Case Valuations  

The probabilities of our Bull, Base, and Bear case scenarios playing out were estimated with implied volatility data from the options market as of Feb 19,2010. All figures are
approximate risk-neutral probabilities of the stock reaching beyond the scenario price in one-year’s time.
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Key Market Concerns 
How Much Pricing/Commodity Cost Risk? 
Market View:  Skeptical about Newell’s ability to fully pass on 
re-inflating commodity costs through higher pricing, as Newell 
has the highest raw material exposure in the group, commodity 
costs are re-inflating, and historically Newell has shown limited 
pricing power in fully passing on commodity costs.  

Our Take:  Risk is there but is lower than is generally 
perceived. We agree with the market that the net pricing/ 
commodity cost gap is a risk factor for Newell, but we believe 
Newell’s pricing/cost risk has become less pronounced, due to 
(1) price increases by competitors, (2) low competitive risk from 
P&G (Newell has negligible exposure to P&G categories), (3) 
promotional activity in Newell’s categories has stabilized, (4) 
in-line 4Q pricing, and (5) lower resin exposure. 

Does NWL Have an Inferior Product Portfolio? 
Market View:  Newell’s product portfolio is inferior to that of its 
household products peers, given its product categories are 
generally slower-growth with less brand equity, and more 
macro-sensitive than typical household products categories.  

Our Take:  We believe the market is not giving Newell 
enough credit for its improvement in business mix over the 
last few years as half of Newell’s business mix has changed 
since 2002.  We agree with the market that Newell has a subpar 
product portfolio, but we think this is clearly already understood 
by the market and more than priced into valuation.  

Will Strategic SG&A Increases Limit Margin Expansion? 
Market View:  Limited top-line payback, as Newell’s revenue 
trends have been muted despite higher SG&A.  

Our Take: We think concerns about Newell’s historic SG&A 
spending increases are overblown, given: (1) overall oper-
ating margins have been increasing as Newell has reinvested 
gross margin upside into SG&A, (2) a large part of the SG&A 
increase has been driven by mix, and (3) a muted sales payback 
has been limited by the weak macro conditions in 2008 and 
2009, which should reverse as growth rebounds. 

Will Newell experience a significant macro benefit? 
Market View:  Skeptical that Newell will benefit from a 
late-cycle rebound — NWL’s valuation is at the low end of 
peers. 

Our Take:  We believe Newell will experience a greater 
benefit from improving macros than the market is pricing 
into valuation.  Our analysis indicates Newell was the most 
macro-sensitive name in our coverage universe during the 
downturn.  Further, our forecast for a Newell sales growth re-
bound is in line with our Retail team’s forecasts in key divisions.  

Exhibit 2 

Newell Core Sales Growth Highly Correlated to GDP Growth 
NWL YoY% Core Sales Growth Rate

y = 1.8905x - 0.033
R2 = 0.7704
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Source: Company data, Morgan Stanley Research 

Exhibit 3 

NWL: Macro Rebound Drives Favorable Risk-Reward 

WARNINGDONOTEDIT_RRS4RL~NWL.N
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$25 

13.5x  
Bull Case 
2011e 
EPS 

Revenue upside on improving macro trends and 
additional cost cutting drives multiple expansion: 
Macro trends and market share gains drive 250 basis 
points of top-line upside and Newell cuts an additional 
1% of its total cost base, driving multiple expansion to 
13.5x 2011e EPS.   

Base 
Case 
$18 

11x  
Base Case 
2011e EPS 

Macro recovery and market share gains: Average 
organic sales growth of 3% in 2010-2011 on improv-
ing macros and continued market share gains.  
Valuation expands to 11x 2011e EPS, in line with 
NWL’s 11x NTM P/E average over the past 3 years.  

Bear 
Case 
$12 

8x  
Bear Case 
2011e 
EPS 

Pricing risk and weak macros limits results: A 
weaker than expected macro recovery drives a 100 
basis point top-line miss and weak pricing hurts top 
line by another 100 basis points, compressing New-
ell’s 2011e EPS multiple to 8 times.   

Source:  FactSet, Morgan Stanley Research 

Risks include organic sales volatility given Newell’s macro 
sensitivity.  We also estimate each 10% change in the resin 
price affects 2010e EPS by 3.6%.  Newell has said it expects to 
boost strategic SG&A spending toward 8% long term, versus 
about 6% in 2009; each 100 basis point variation vs. our fore-
cast would be worth 9.7% of 2010e EPS.  We expect Newell to 
take price increases in 2010 to offset higher commodity costs, 
with each 100 basis points of pricing impacting 2010e EPS by 
9.7%.  Finally, currency has an impact, as 32% of sales are 
outside the US. 
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Stock Rating: Overweight Reuters: ORCL.O  Bloomberg: ORCL US
Price target $31.00
Shr price, close (Feb 19, 2010) $24.32
Mkt cap, curr(mm) $123,132
52-Week Range $25.64-13.80
 

Fiscal Year ending 05/09 05/10e 05/11e 05/12e
ModelWare EPS($) 1.34 1.45 1.79 2.15
EPS($)** 1.44 1.60 1.94 2.28
P/E** 14.4 16.6 13.4 11.2
Consensus EPS($)§ 1.39 1.58 1.83 2.00
Revenue($mm)** 23,252 26,809 35,544 37,813
§ = Consensus data is provided by FactSet Estimates. 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
Oracle provides a broad portfolio of enterprise software from applications 
to operating systems.  Its core database management software includes 
Oracle11g, which is used to store and access data across numerous 
platforms.  The company also offers business applications automating a 
broad range of business processes across many verticals. 

Industry View:  In-Line — Software 
As we move beyond the early cycle phase of the economic recovery into 
the growth phase, there may be more relative upside from here in 
mid-cycle Technology groups.  We still believe our group holds some 
absolute upside, but stock-picking will become more important. 
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Sun and core Oracle revenues should surprise favorably 
in F2011; we remain aggressive buyers of ORCL stock, 
based on a strong potential for upside to conservative F2011 
expectations and a significant valuation discount to our 
large-cap coverage, even with currency representing a head-
wind (see our sidebar comment on the next page). 

Sun hardware is back in the game:  Deal should be a 
positive for Oracle’s hardware and software revenues, 
according to our survey of IT managers.  We gathered data 
from 45 C-level IT executives at Sun customers and the data 
point to materially improved demand for Sun post close, as well 
as a strengthening outlook for core Oracle.  We surveyed 34 
joint customers of Oracle and Sun both before and after the 
closing of the transaction.  Additionally, we held in-depth 
conversations with another 11 CIOs on their spending intention 
with the two vendors.   

While Oracle’s F2011 revenue target of $9.6 billion for Sun 
assumes next to no growth versus the company’s September 
2009 run-rate, our survey finds both improving spending in-
tentions for Sun hardware and a significant skew toward in-
creasing spending with the combined company.  With Oracle’s 
$1.5 billion F2011 operating income target for Sun driven 
largely by cost synergies, any revenue growth in Sun likely 
represents upside to both our merger model and consensus 
expectations.   

CIOs expect to increase spending on SPARC servers and 
storage hardware.  According to our survey, 35% and 29% of 
CIOs look to increase spending on SPARC servers and Sun 
Storage, respectively — far more than the 18% and 12% 
looking to decrease spend.  Additionally, 35–38% of respon-
dents look to increase spending on Oracle apps, middleware, 
and database as a result of the merger vs. 0–3% looking for a 
decrease.  Compared to our November survey, nearly twice as 
many CIOs reported expectations of increasing spend on the 
above areas in our February survey.  This would suggest 

Oracle has significant momentum in its push to be a provider of 
integrated software/hardware solutions and that the deal close 
has comforted customers.   

Most CIOs see value in Oracle’s push to offer integrated 
appliances — 82% of CIOs surveyed see value in appliances 
that integrate software and hardware.   

Near-term, 21% of CIOs reported pent-up demand 
post-merger, suggesting upside to May quarter estimates, 
where we look for just $1.2 billion in Sun hardware revenue 
contribution.  Longer term, Oracle intends to add ~2,000 em-
ployees to its sales force as it shifts towards selling Sun prod-
ucts directly to its top 4,000 customers.  Our checks suggest 
that Sun may have less than 500 enterprise salespeople,  
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Exhibit 1 

CIOs Expect to Increase Spending on Sun Hardware, as 
well as Oracle Software, Post Merger 
How do you think the merger will impact your spending 
on the two vendors’ technologies going forward? 
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Source: Company data, Morgan Stanley Research 
Note: Bars show % of respondents who expect to increase/decrease spend in each product 
category.  For example, in the current survey, 35% of CIOs expect to increase spend on 
SPARC servers, vs. 18% who expect to decrease spend, and the net balance is nearly 18%.  
The unshaded bars show results from our last survey (in which no respondents said they would 
decrease spend on Oracle software).  

Exhibit 2 

21% of CIOs See Some Pent-Up Demand Post Merger  
Does Oracle’s closure of Sun and commitment to SPARC/Solaris 
and other platforms release any ‘pent up’ or delayed projects? 

% of Respondents
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No, it wouldn’t
make a difference.

 
Source: Company data, Morgan Stanley Research 

so Oracle would be expanding distribution five-fold.  Given the 
positive indications on potential revenue synergies in our sur-
vey, new distribution should have a measurable impact on 
revenues in the first year.  

Maintenance is a potential multi-billion-dollar opportunity.  
Our checks also suggest that maintenance was a largely un-
tapped opportunity under Sun, with less than 30% attach rates.  
However, 56% of the CIOs we surveyed would be willing to pay 
maintenance on hardware and software where appropriate, 
while we found a surprisingly significant amount of third-party 
maintenance in the base.  We expect Oracle to aggressively 
pursue maintenance opportunities with Sun, which we think is a 
multi-billion revenue opportunity.   

Valuation and Risks 
Our $31 price target is based on 15x C2011e EPS of $2.09 
(a slight premium to average hardware vendor P/E).   

Risks:  We model a $17 Bear Case where a multi-year 
global recession drives high-single digit declines in or-
ganic constant-currency license revenues in C2010, severely 
limiting EPS growth, despite the strong recurring contribution of 
the customer base.  In this scenario, we assume ORCL’s for-
ward P/E stays at its 10-year trough of ~10.   

Stronger US dollar hurts ORCL, but the impact looks 
manageable.  With over 50% of revenues generated 
overseas, a strengthening US dollar creates headwinds 
for Oracle’s fundamentals.  However, management’s 
conservative expectations for both its core business and 
the potential accretion from the Sun deal should make 
these impacts manageable, and we believe that Oracle 
can meet/exceed our F2011 EPS even with a currency 
headwind.  The US dollar’s appreciation since Oracle’s 
F2Q10 earnings call represents an impact of less than 1% 
to February-quarter revenues and less than a penny to 
EPS, by our estimates.   

Further, over the past 2 years, moves in the S&P 500 
have tracked in line with the inverse of the US dollar index 
— we calculate a 0.81 R2 value.  While this represents 
Beta risk, the correlation between ORCL’s stock price and 
the inverse USD index showed an R2 of only - 0.42 -— 
although it was higher, 0.60, over the past year.  Addi-
tionally, looking at price moves on a Q/Q basis, there is 
very little correlation — R2 = 0.21. 
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Stock Rating: Overweight Reuters: PCG.N  Bloomberg: PCG US
Price target $46.00
Shr price, close (Feb 22, 2010) $41.98
Mkt cap, curr(mm) $15,533
52-Week Range $45.79-34.51
 

Fiscal Year ending 12/09 12/10e 12/11e 12/12e
ModelWare EPS($) 3.21 3.40 3.75 3.90
Prior ModelWare EPS($) 3.20 3.45 3.80 4.00
P/E 13.9 12.3 11.2 10.8
Consensus EPS($)§ 3.17 3.40 3.69 3.78
Div yld(%) 3.5 4.3 4.6 4.8
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
PG&E’s Pacific Gas and Electric serves about 4.3 million electric cus-
tomers and 3.6 million gas customers in California.  PG&E also markets 
energy commodities wholesale and has a stake in a fiber-optic network.   

Industry View:  In-Line — Electric Utilities/Regulated 
Regulated utilities are capital-intensive and tend to earn slim but pre-
dictable regulated returns over their cost of capital.  Investors generally 
believe that regulateds typically outperform in recessions but do not 
generate alpha in a recovery, yet our work shows that in all but two of the 
past 20 years, it was possible to outperform the market through stock 
selection.   
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Investors are nervous ahead of the analyst day, but we 
believe that PG&E’s guidance is achievable. 4Q09 EPS 
were modestly better than forecast and management reaf-
firmed 2010/2011 EPS guidance of $3.25–3.50 and 
$3.65–3.85.  Lower rate base projections for 2009–11 have 
brought into question whether PG&E can do better than the low 
end of those ranges and/or the earnings quality of expected 
guidance at the March 1 analyst meeting.  We believe that 
PG&E’s aspirations are still achievable, but have modestly 
lowered our forecast.  

The stock has lagged its regulated peers year-to-date.  
These above issues are more recent.  Coupled with general 
concern regarding the regulatory environment given PG&E’s 
pending base rate case, the shares have declined 6% YTD vs. 
–2% for other large cap regulated utilities and flat for the S&P 
500.  While PG&E does have regulatory risk, with a pending 
base rate case at the California Public Utilities Commission 
(PUC), many of its peer companies have profiles with equiva-
lent risk — but trade at premiums.  

Risk vs. reward appears favorable.  We chalk up PCG’s 
valuation discount in part to its lower dividend payout ratio, 
despite the fact that the company offers equivalent if not su-
perior total return as measured by yield plus earnings growth. 
We believe the March 1 analyst day will partly validate PG&E’s 
ability to achieve consistent earnings growth with relatively low 
structural risk, as the regulatory scheme decouples revenues 
from demand and allows ROE adjustments due to changes in 
market driven cost of capital.  

Beyond management needing to re-assure investors on March 
1 that the capital investment plan, balance sheet and cash flow 
profile support current EPS growth aspirations, investors will 
need to get comfortable that the political and regulatory back-
drop in CA still provides the opportunity for a constructive rate 
case outcome later this year. We like the shares in part be-
cause we think they already discount this risk.  

Exhibit 1 

Cheap vs. Peers Due to Yield Despite Comparable  
Projected Total Return Outlook 
2012 PE to 2011 Payout Ratio as of 2/22/2010
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Source:  FactSet, Morgan Stanley Research  
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Exhibit 2 

PCG:  Relatively Tight Set of Earnings Outcomes, Limited 
Downside Risk: A Low-Risk Adjusted Return Story  
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12.0x  
Bull Case  
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of $4.00 

2010 rate decision supports cap spending plan; 
multiple reflects 9% rate base growth and 12% 
long-term ROE.  60% of relief requested is passed 
and 11.7% earned ROE achieved on a 52% equity 
ratio.  $600 mn of equity in 2011/12 and $30 mn of 
energy efficiency incentives. 

Base  
Case  
$46 

11.8x  
Base 
Case  
2012 EPS 
of $3.90 

2010 rate decision cuts back cap spending as-
pirations; multiple reflects 8% rate base growth 
and stable ROE.  55% of relief is passed and 11.7% 
ROE achieved on 52% equity layer. $400 mn of 
equity in 2011 and $21 mn of energy efficiency in-
centives. 

Bear  
Case  
$41 

11.0x  
Bear Case 
2012 EPS 
of $3.70 

2010 rate decision cuts cap spending aspira-
tions, multiple reflects reduced rate base growth 
and long term ROE.  40% of relief passed on 52% 
equity.  ROE trends to 11.0%, $400 mn of equity in 
2011, no energy efficiency incentives. 

Source:  FactSet, Morgan Stanley Research  

Investment Thesis 
� Since January 4, 2010 PCG has declined 6% vs. –2% for 

other large cap regulated utilities and flat for the S&P500. We 
think concern over the general state of the California econ-
omy, coupled with some regulatory news flow and a lower 
rate base growth forecast, has driven fear of increased regu-
latory risk and lower earnings growth.  

� We believe the March 1 analyst day will validate our earnings 
forecast, the relatively tight risk-reward offered by the stock at 
current levels, and our view that over the next 12 months the 
stock is one of the better positioned large cap regulated utili-
ties in our universe.   

� PCG has a 53% payout ratio and yields 4.3%, below the large 
cap regulated group average 70% payout and 5.4% yield. 
However, with EPS growth expected to be 6-7% over the next 
several years it offers a comparable projected total return at a 
7% discount, while doing so with less regulatory risk. 

� PG&E is growing its rate base by more than 8% annually & 
can fund its capital budget with utility debt, internally gener-
ated funds and equity DRIP in 2010 but will need some ex-
ternal equity ($400 million annually) in 2011/12. 

� Resolution of PG&E’s rate case this year should validate their 
growth aspirations regardless of economic conditions due to 
the regulatory scheme in California, which decouples reve-
nues from demand and allows for adjustments to authorized 
returns due to changes in the cost of capital.  

Investment Risks 
� PG&E filed its 2011 General Rate Case (GRC) on December 

21, 2009, requesting a $1.05 billion rate increase (6.5%) for 
rates effective January 1, 2011.  A high level of opposition 
evident at the CPUC, were it to arise over the next several 
months, would further impact perception of the regulatory 
backdrop and compress the valuation. 

� A final CPUC decision in this proceeding is expected in De-
cember 2010.  
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Stock Rating: Overweight Reuters: AMTD.O  Bloomberg: AMTD US
Price target $28.00
Shr price, close (Feb 16, 2010) $17.33
Mkt cap, curr(mm) $10,342
52-Week Range $21.30-10.09
 

Fiscal Year ending 09/09 09/10e 09/11e 09/12e
ModelWare EPS($) 1.10 1.13 1.72 2.32
Prior ModelWare EPS($) - 1.13 1.71 2.31
P/E 17.9 15.4 10.1 7.5
Consensus EPS($)§ 1.10 1.16 1.54 1.88
Div yld(%) 0.0 0.0 9.9 13.9
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
TD Ameritrade is a leading provider of securities brokerage services and 
technology-based financial services to retail investors and business 
partners. The company provides services predominantly through the 
Internet, a national branch network and relationships with independent 
registered investment advisors (RIAs). 

Industry View: In-Line — Diversified Financials 
We see greater upside to our Base Cases, on average, vs. Morgan 
Stanley’s strategy team’s expected 8% for the S&P 500 in 2010; how-
ever, our In-Line view is driven more by the disparate group of companies 
we cover than by the relative outlook. 

 

February 18, 2010 

TD Ameritrade  
Re-affirming Ameritrade’s  
Net New Assets Potential,  
Discounting a Price War 
Morgan Stanley & Co. 
Incorporated 

Celeste Mellet Brown 
Celeste.Brown@morganstanley.com 
Thomas Allen 
Thomas.Allen@morganstanley.com 

 
‘Price war’ concerns are just noise and TD Ameritrade’s 
asset growth opportunity is underappreciated, in our view.  
The biggest resistance we get on our Overweight call on AMTD 
revolves around  (1) concerns that a price war that would 
greatly impact revenue, asset growth, and in turn, earnings 
power, is upon us; and (2) investors questioning Ameritrade’s 
ability to continue to grow assets at a reasonable rate. We 
believe our assumptions for growth in Ameritrade’s net new 
assets (NNA) are conservative, with room for upside from both 
retail and registered investment advisor (RIA) segments. 

We do not believe a pricing war is upon us…. Fidelity, 
Schwab, and E*Trade had charged drastically higher prices 
when inclusive of “per share” charges, which by eliminating, 
likely helped customer satisfaction levels.  Further, we do not 
see a couple of dollars difference in commissions as a major 
driver of customers moving from one broker to another (if that 
were the case, Scottrade might have much greater market 
share, as its pricing has been $7.00 for some time).  Our RIA 
survey (which admittedly is different from retail) indicated that 
RIAs view technology and service as much more important 
factors than price when choosing a custodian; further, a 2009 
J.D. Power and Associates study of 5,000 self-directed inves-
tors concluded that price isn’t always the most important factor.  
At Morgan Stanley’s US Financials conference, Ameritrade 
management reiterated that it has no plans to match the price 
cuts but will monitor account transfers (ACATs), calls in from 
clients, and other business fundamentals to gauge impact.  We 
note that many of Ameritrade’s active traders pay significantly 
less than the $9.99 list price already. 

…but even with pricing pressures, we are still comfortable 
with our Overweight rating.  Our positive view on Ameritrade 
is driven by our above-consensus forecast of asset growth, and 
the inherent strength of the business model in a normalized 
interest rate environment, the extent of which we don’t think is 
reflected in the stock price.   

Moreover, the changes that Ameritrade’s competitors have 
made have been for non-active traders, and while some have 

priced below Ameritrade’s list price, Ameritrade’s active traders 
are mostly already trading on a negotiated pricing structure. 
We already assume Ameritrade lowers 50% of its trade com-
missions by $1 (a conservative assumption, in our opinion, 
because we believe more that 50% of trades are by active 
traders and options represent ~20% of trades); this impacts 
Ameritrade’s EPS by $0.01 per quarter, we estimate.   

In our Bear Case scenario, we assume Ameritrade lowers its 
trade commission list price $2 further than our estimate (down 
to $6.99 from $9.99) so that it has the lowest commission of the 
major online brokers.  The change would reduce our price 
target to $26 from $28, all else equal.  

The last time Ameritrade changed its pricing structure was in 
April 2006.  Trading revenue declined significantly the next 
quarter and didn’t recover for 12 months.  AMTD’s stock price 
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declined significantly post-announcement.  However, the low-
ering of the commission price coincided with the integration of 
TD Waterhouse.  Management acknowledges flaws in service 
and technology at that juncture, which likely was a drag on 
valuation. 

Looking at the impact on Schwab after its various price cuts, we 
see that while trading revenue often waned, overall revenue — 
and the company’s stock price typically responded positively 
over time (Exhibit 2).  Perhaps more importantly, it was difficult 
for us to see any correlation between NNA growth and price 
changes; asset growth was not impacted by price changes, a 
concern of investors regarding Ameritrade. 

We are strong believers in Ameritrade’s asset gathering 
ability and think the Street under appreciates the growth 
here.  We expect NNA growth to come from three sources: new 
retail accounts, wallet share expansion, and growth in Ameri-
trade’s RIA business.  In addition, our RIA survey (published 
February 1, 2010) implied Ameritrade should be able to at least 
maintain its market share, even before it began new initiatives.  
We continue to expect market recovery/the company’s growth 
to lead to new accounts/greater wallet share. 

Ameritrade’s partnership with TD Bank to be TD’s US 
wealth management solution is a promising opportunity, 
in our view, one that should help drive strong NNA growth. 
According to Ameritrade, two-thirds of TD’s brokerage referrals 
in Canada come from the bank; if Ameritrade and TD can make 
it work (which we don’t reflect in our estimates), the 1,000-plus 
TD branches in the US could be an important driver for Ameri-
trade down the road.  Note 7% of new bank branches in US are 
TD Bank’s and TD estimates it controls 45–50% of the Cana-
dian online brokerage business.  

We recognize there are some risks to Ameritrade’s asset 
gathering ability. There is the question of how much (if any) of 
the company’s strong NNA growth over the past year was 
driven by its simple pricing and the lack of per-share fees.  In 
the same vein, if pricing is a differentiator, is Ameritrade’s 
platform strong enough to overwhelm price/fees for new cus-

tomers?  Ameritrade management also noted that it has seen a 
significant increase in marketing spend from its competitors 
over the past month. Ameritrade significantly outspent its 
competitors in 2009; how much was it contributing to growth?  

Our $28 price target is based on the net present value 
(NPV) of Ameritrade’s projected free cash flow, assuming 
an 11% cost of equity and terminal year growth of 1%.   

Risks: We believe the Street underestimates the drag on 
net interest from IDA (insured deposit account) balances 
invested at low interest rates.  Ameritrade’s NNA growth may 
not be sustainable long term.  There is no guarantee online 
brokers will continue to take share of advisory assets from 
wirehouses.  Regulatory risks exist as well (e.g., potential 
transaction tax, fiduciary duty legislation). 

Exhibit 1 

AMTD: Client Asset Growth Should Drive Upside 
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Price Target (Feb-11) Historical Stock Performance Current Stock Price  
Bull Value 
$37 

18% three-year client asset growth; 2010 DARTs: 470k; Fed 
begins raising rates in March 2010 quarter, 2.00% at 9/30/10

Base 
Value   
$28 

14% three-year client asset growth; 2010 DARTs: 408k; Fed 
begins raising rates in September 2010 quarter, 0.50% at 
9/30/10 

Bear 
Value  
$17 

7% three-year client asset growth; 2010 DARTs: 303k; Fed 
doesn’t raise rates until C2011 

Source: Morgan Stanley, FactSet 

Exhibit 2 

Schwab Price Performance Post-Commission Pricing Changes 
Stock Performance Trading Revenue Revenue NNA Growth

Event Date Close + 1 Week + 30 Days + 180 Days Quarter +  1Q +  2Q Quarter +  1Q +  2Q Quarter +  1Q +  2Q
Started $9.95 commissions for $1million+ clients and 
expanded $14.95 and $19.95 access to more clients 5/25/04 -2.9% -1.0% 4.6% 7.7% -27.7% -48.8% -39.6% -6.7% -11.0% -4.3% 2.7% 5.2% 6.7%
Lowered online equity comm. from $29.95 to $19.95, 
expanded access to $9.95 comm. based on activity 10/4/04 -1.6% -5.7% 3.0% 13.3% 17.8% 11.9% 1.1% 7.5% 7.4% 10.2% 6.7% 6.0% 4.2%
Eliminated account service fees on accounts for clients 
with at least $25k at Schwab 1/13/05 -2.2% -0.4% -4.1% 11.1% -5.0% -14.2% -14.2% -0.1% 2.5% 7.4% 6.0% 4.2% 8.5%

Lowered online equity commissions from $19.95 to $12.95 2/4/05 -3.0% 0.7% 2.1% 28.5% -5.0% -14.2% -14.2% -0.1% 2.5% 7.4% 6.0% 4.2% 8.5%

Lowered options contract trading rate 3/22/05 -1.9% -2.4% -3.6% 38.2% -5.0% -14.2% -14.2% -0.1% 2.5% 7.4% 6.0% 4.2% 8.5%

Eliminate account service fees and order handling fees 9/15/05 -1.2% -3.1% -9.4% 17.0% 0.0% 5.9% 21.4% 4.7% -11.3% -3.0% 8.5% 7.9% 10.0%
Lowered online equity commissions from $12.95 to flat 
$8.95 1/7/10 -0.4% -0.9% -6.7% N.M. N.M. N.M. N.M. N.M. N.M. N.M. N.M. N.M. N.M.  
Source: Morgan Stanley Research; FactSet 
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Stock Rating: Overweight Reuters: V.N  Bloomberg: V US
Price target $120.00
Shr price, close (Feb 22, 2010) $86.91
Mkt cap, curr(mm) $64,821
52-Week Range $89.69-48.74
 

Fiscal Year ending 09/09 09/10e 09/11e 09/12e
ModelWare EPS($) 2.80 3.69 4.31 5.00
P/E 24.7 23.6 20.2 17.4
Consensus EPS($)§ 2.92 3.76 4.53 5.32
Div yld(%) 1.0 1.0 1.0 1.0
§ = Consensus data is provided by FactSet Estimates. 
e = Morgan Stanley Research estimates 

Price Performance 
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Source: FactSet Research Systems Inc 

Company Description 
Visa operates consumer electronic payment networks.  It provides proc-
essing services and payment product platforms, including consumer 
credit, debit, prepaid and commercial payments which are offered under 
the Visa, Visa Electron, Interlink, and Plus brands. 

Industry View:  In-Line — Computer Services & IT Consulting 
Over the next 2 years, the potential for improved business models and 
fundamentals could empower the sector to regain investor mindshare. 
“Growth” is our central insight, as its potential is not fully understood or 
properly discounted in some cases, and overestimated in others. 

 

February 22, 2010 

Visa 
‘Go World’ Isn’t Just a Slogan 
Morgan Stanley & Co. 
Incorporated 

Adam Frisch 
Adam.Frisch@morganstanley.com 
Glenn T. Fodor, CFA 
Glenn.Fodor@morganstanley.com 
Nathan A. Rozof 
Nathan.Rozof@morganstanley.com 

 
We continue to prefer Visa’s shares to MasterCard’s in the 
near term as we have a higher degree of confidence that 
Visa’s analyst day on March 11 and its F2Q earnings call will be 
positive catalysts; and we expect less share-price volatility than 
for MA.  At some point this year, we expect the reversion trade 
will be the right call, but at this point, we favor V slightly over 
MA ($224.24, Overweight). 

We did a quick West Coast payments tour last week and 
came away more optimistic about the growth prospects in 
the industry.  Our primary conclusions:  

(1) There is more to the Visa and MasterCard value proposi-
tion than just pricing — we reiterate our view that the two are 
not in a pricing war. 

(2) Opportunities in emerging markets and new products 
should enable growth to be sustained further into the outer 
years than consensus currently expects. 

(3) The two main threats to the Visa and MasterCard stories 
are irrational pricing decisions and disintermediation (we think 
both are unlikely).  

(4) The Visa analyst day on March 11 should be a positive 
catalyst for the stock (driven by new product introductions and 
greater detail about Visa’s growth strategy). 

Visa’s growth strategy is the key to the story, in our view.  
With cost reduction becoming less of a contributor over time, 
the sustainability of relatively high valuation levels will depend 
on each company’s ability to maintain high revenue growth 
rates.  The two main areas we are focused on are emerging 
markets (Exhibit 1) and new or existing products that are less 
mature and have yet to ramp.  In Asia, China and India show 
substantial promise, and in Latin America, we view Brazil, 
Mexico, Argentina, and Colombia as the primary growth op-
portunities.  In many of these markets, V and MA will have to 
carefully navigate large issuing banks as their ownership 
stakes in local networks and/or processing entities may create 
barriers to entry and/or opportunities for partnerships and 
alliances.   

Exhibit 1 

Emerging Markets Are Where the Growth Is  
Industry transaction growth by region (2006-12e CAGR) 
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From the product side, key priorities remain (1) deeper and 
broader penetration within the affluent market across the globe, 
(2) increasing debit usage at the point of sale (POS), and (3) 
the four new primary product initiatives including ecommerce, 
prepaid, mobile, and money transfers/P2P. 

‘Right Click’ sounds like it’s ‘right on.’ Visa expanded a little 
bit on its recent beta-test of its "Right Click" product.  To us, the 
inaugural version appears to be as a combination consumer 
wallet that can accommodate multiple payment drivers (e.g., 
MasterCard, AmEx, PayPal, etc.).  This tool is already in Beta 
testing and will likely improve a shopper’s online experience by 
offering things like form-filling data, “Wish List” (with constantly 
updated pricing), shipping status for outstanding purchases, 
and special offers when you use a Visa payment product.  We 
think this is a very well thought-out and effective strategy to 
maintain/augment Visa’s already solid ecommerce market 
share (high 40%s) as it puts Visa next to the consumer at the 
point of entry (POE) to the Web, as opposed to the point of 
check-out (POC), where the payment choice can be more 
random. 

We view the mobile opportunity as greater in regions where it 
already exists (i.e., Japan, some Nordic areas, etc.) and in 
emerging markets where the build-out of traditional acceptance 
infrastructure would be costly and take several years (i.e. 
decades) to accomplish.  In the US, we view the mobile op-
portunity as more material as it applies to eCommerce, with an 
eventual increase of usage in P2P applications, and maybe at 
some point (very far) down the road, at the actual point of sale.  

What could derail the stories?: Irrational pricing and dis-
intermediation (both of which we think are unlikely).  While 
we do think there will be occasional “portfolio swaps” between 
Visa and MasterCard, we do not see either one behaving irra-
tionally and in ways which would be detrimental to either com-
pany's business model.  On the disintermediation front, while 
it’s conceivable that banks could come together and form their 
own network, or the wireless networks could get into the con-
sumer commerce area in more meaningful ways, we don’t think 
either of these scenarios are viable in the near or medium-term. 

Visa's evolving P&L: Slower revenue growth, but also 
slow fixed cost growth — still 50%-plus margin target.  
While revenue growth has slowed materially with the global 
economic slowdown, guidance still calls for operating margin to 
reach the mid to high 50% range in F2010 and for EPS growth 
to exceed 20% in F2010 and F2011.  In terms of costs, we think 
there are still some efficiencies to be realized as a result of the 
reorganization prior to the IPO, most of the low hanging fruit 
appears to be gone, and we maintain that in order to save 
money, Visa will likely have to spend a little up front.  But out-
side of purposeful increases in discretionary investments in 
areas like R&D, product development, and A&M, we do not 
expect Visa's fixed costs to meaningfully increase over the next 
few years. 

We believe that Visa should break out R&D and product in-
vestment costs to allow investors to get a better feel for how 
management is allocating resources.   

We estimate Visa has enough leverage on the tax expense 
line, and enough cash, to buy back stock to at least partially 
mitigate any operating margin decline on its reported EPS 
growth if its expenses were to increase to a certain degree.   

Valuation and Risks 
Our $120 price target reflects a gradual rebound and P/E 
multiple in line with its two-year average (a blend of 22 
times C2011 EPS and our DCF, which assumes a WACC of 
7.9%, 10.5% revenue growth through 2020, and 4.5% terminal 
growth). 

Key Risks: Margins stop expanding (or even settle back) 
and revenue growth does not rebound materially (impact 
on P/E); Competition intensifies in emerging markets or in 
product areas targeted for investment; Consumer savings rates 
continue to climb and US credit growth rates continue to be 
muted; Headline risk regarding interchange reform and/or 
speculation about potential outcomes of pending litigation. 
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Stock Rating: Overweight Reuters: DIS.N  Bloomberg: DIS US
Price target $37.00
Shr price, close (Feb 22, 2010) $31.12
Mkt cap, curr(mm) $58,599
52-Week Range $32.75-15.14
 

Fiscal Year ending 09/08 09/09 09/10e 09/11e
EPS($)** 2.25 1.80 1.98 2.35
Consensus EPS($)§ 2.27 1.82 1.97 2.26
ModelWare EPS($) 2.28 1.80 2.01 2.35
P/E 13.5 15.2 15.5 13.2
Div yld(%) 1.1 1.3 1.1 1.2
§ = Consensus data is provided by FactSet Estimates. 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
Walt Disney is engaged in three main business areas:  creative content, 
broadcasting, and theme parks and resorts. 

Industry View:  Attractive — Media 
We believe that macroeconomic indicators in addition to easing com-
parisons suggest 2010 could surprise the market with respect to overall 
advertising growth, and that there is likely upside to current consensus 
estimates in the event of a steady advertising recovery in 2010.   

February 22, 2010 

Walt Disney  
Estimates and Price Target Raised 
Morgan Stanley & Co. 
Incorporated 

Benjamin Swinburne, CFA 
Benjamin.Swinburne@morganstanley.com 
Kristi Bonner 
Kristi.Bonner@morganstanley.com 

 
We remain Overweight DIS and are raising estimates fol-
lowing strong 1Q10 results.  Our view on DIS is based on 1) 
its leverage to an advertising and consumer recovery in 
2010-2011, 2) its secular growth from key assets including 
ESPN, and 3) our view that consensus 2011 estimates un-
derestimate the operating leverage DIS should show coming 
out of the current downturn. 

Relative to our Overweight thesis, the 1Q results and 2Q ad-
vertising trends highlighted advertising strength at ESPN and 
the ABC stations.  In addition, stronger than expected affiliate 
revenue growth from ESPNU also helped the cable networks 
segment, which saw 20%+ consolidated 1Q10 EBIT growth.  
Two other legs to our thesis — a consumer/theme park re-
covery and a creative cycle at the film studio — remain ahead 
of the stock.  However, both segments saw stronger than ex-
pected cost management as margins were ahead for 1Q10. 

We are raising our 2010 and 2011 estimates to $1.98 and 
$2.35 respectively.  Our new 2010 estimate reflects a faster 
recovery in broadcast advertising vs. our prior model at both 
the ABC network and the local TV stations.  Film margins were 
also higher than expected in Q1; later quarters should benefit 
YoY from F2009’s multiple film-write downs.  We expect 8% ad 
growth and double-digit affiliate growth at ESPN. 

The debate is shifting, following the strong advertising pacing 
for Disney and peers in the March quarter, with a greater focus 
on turn in theme parks and studio performance.  Looking to-
wards F2011, we expect a new debate to emerge, specifically 
the potential for ESPN to see meaningful increases to its al-
ready industry leading affiliate fee as it faces the expiration of a 
major distribution contract this Fall.   

Cyclical drivers of advertising and theme parks augment 
strong secular growth from core ESPN:  Among national 
cable networks, ESPN has more auto exposure at 15% of ad 
revenue. We expect auto advertising to grow 20% in 2010, 
which we believe is above consensus.  We think the Street is 
also underestimating the theme park segment potential in 2011 
as consumer recovers and the first of two new cruise ships 
launches. 

Exhibit 1 

Expect Parks Attendance Growth to Recover in 2011 
YoY Domestic Parks Attendance Growth
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Exhibit 2 

Expect High-Single-Digit Ad Growth at ESPN in 2010  
Advertising Growth
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Source: Company data, Morgan Stanley Research    E = Morgan Stanley Research estimate 

Exhibit 3 

Upside to EBIT if Slate Performs Well; Focus on Smaller 
Number of Films Despite Marvel Deal 
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Source: Company data, Morgan Stanley Research estimates.   
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Pivotal Investment Debate 
� Strong cyclical and secular growth drivers.  While the 

Marvel transaction is dilutive in 2010, we see 15-20% EPS 
growth annually from Disney in F2011-F2012.  EPS growth 
will be driven by an advertising recovery in 2010 and a theme 
parks recovery in 2011.   

� ESPN will begin a new round of distribution contracts in 
mid-2010 and we believe the market is missing the potential 
upside from higher affiliate fees. 

� We think Disney returns to normalized EPS of $2.30-2.50 by 
F2011 which is above consensus, and that it can trade to-
wards its recent historical average P/E of 18.x.  

Exhibit 4 

DIS:  Earnings Upside Even if Parks Stay Depressed 
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Steady Advertising Recovery in 2010.  Advertising 
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tendance is flat versus up 2% in 2009 as discounting 
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Potential Catalysts 
� Improving consumer: Disney is more cyclical than its peers, 

given its advertising, theme park, and consumer products 
exposure. 

� Retransmission announcements: While less exposed than 
peers, ABC stations and network have potential for upside 
from retransmission renewals. 

� Share repurchases:  After an absence from the market in 
the past year, we expect DIS to return to market for buybacks. 

Risks 
� If auto advertising remains depressed, our ESPN estimates 

could be high, although advertising is only one-third of ESPN 
revenues.. 
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Stock Rating: Overweight Reuters: 0267.HK  Bloomberg: 0267 HK
Price target HK$21.00
Upside to price target(%) 31
Shr price, close (Feb 5, 2010) HK$16.06
52-Week Range HK$24.25-7.18
Sh out, dil, curr(mn) 3,646
Mkt cap, curr(mn) HK$58,559
EV, curr(mn) HK$113,500
Avg daily trading value (mn) US$17
 

Fiscal Year ending 12/08 12/09e 12/10e 12/11e
ModelWare EPS(HK$) 0.49 1.00 1.72 1.62
EPS, basic(HK$)* (5.69) 1.53 1.72 1.62
Consensus EPS(HK$)§ (2.45) 1.39 1.39 1.68
Revenue, net(HK$mn) 46,420 47,034 57,013 72,298
EBITDA(HK$mn) 3,103 7,282 10,897 13,453
ModelWare net inc(HK$mn) 1,086 3,643 6,282 5,899
P/E 17.2 20.9 9.3 9.9
§ = Consensus data is provided by FactSet Estimates. 
* = GAAP or approximated based on GAAP 
e = Morgan Stanley Research estimates 
 
 

Company Description 
CITIC Pacific has diversified business interests focused on Hong Kong 
and China. In order of importance, the company is involved in: specialty 
steel manufacturing and iron ore mining, property investment and de-
velopment, power generation, telecommunications, tunnel operation, 
auto distribution, and aviation.     

China Multi-Industry 
Industry View: In-Line 
Companies within this industry group are exposed to broad business 
portfolios, which reflect basic trends in the China economy. 
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We have initiated coverage of CITIC Pacific with an 
Overweight rating and HK$21.00 price target. CITIC is the 
largest specialty steel producer in China, and we expect the 
current commodity up-cycle to drive 70% earnings CAGR in 
2009-12. Valuation is appealing at a 36% discount to our es-
timated NAV, or 9x our 2010E EPS. From such levels, CITIC 
shares have historically outperformed the Hang Seng Index by 
43% in the subsequent 12 months. 

Where we differ: Our 2010 earnings forecast is 24% above 
the Street’s, while our 2011 estimate is 4% lower. 

Investment Positives  
Valuation has reached historical low: CITIC is trading near 
the low end of its historical trading range, at a 36% discount to 
NAV, or 9x our 2010e EPS.  

Earnings recovery not in the price: We expect ROE to re-
cover to 12% in 2010, above the 9-10% achieved in 2004-2007, 
but the valuation is lagging at 1.1x P/B, compared with 1.2-1.3x 
during 2004-2007.  

Steel division to stand out in 2010e: CITIC derives 26% of its 
NAV from the steel business, which we expect to deliver 80% 
earnings growth in 2010 on industry recovery and added ca-
pacity. We believe the current steel price uptrend is sustainable, 
given a solid global demand recovery.  

Upside from iron ore project understated: While consensus 
has low expectations for the iron ore project, given CITIC’s 
limited track record in this area, we expect the project to gen-
erate a decent annual return of around HK$3 billion, or a 12% 
internal rate of return, once it is fully operational in 2012.  

Divestments remain a call option: Although we do not ex-
pect divestments in the near term, given CITIC’s sufficient cash 

position, we expect them to remain a viable option should 
financing needs arise. On January 29, 2010, CITIC announced 
that it is considering selling a minority stake in Dah Chong 
Hong.  

Investment Concerns 
Heavy spending mode in 2010e: We expect CITIC to record 
negative free cash flow of HK$12 billion, or HK$3.3/share, in 
2010. This could weigh on near-term stock performance, we 
believe, unless the company disposes of more assets. 

Policy change a wildcard: The Chinese property industry is 
highly susceptible to policy risks. The government has re-
versed its supportive policy stance and is acting to calm down 
property prices via tighter liquidity and increased land supply. 
Draconian measures would hurt CITIC’s property division, we 
expect.  

High exposure to cyclical assets: Conglomerates have an 
advantage over other companies in terms of risk diversification 
through their exposure to both growth and cyclical assets; such 
exposure makes conglomerates defensive plays during 
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downturns. However, around 80% of CITIC’s NAV and earn-
ings are tied to cyclical businesses. 

Key Investment Debates 

1) How sustainable is the steel recovery? 

Market view: The current recovery is due to restocking, which 
may not be sustainable. 

Our view: We believe steel is firmly on a recovery path in 2010 
due to improvement in net exports.  

Where we could be wrong: If the global economy relapses into 
recession, steel demand could suffer. 

2) Will soaring iron ore costs impair steel margins? 

Market view: Soaring iron ore costs could squeeze steel 
margins going forward. 

Our view: Following the completion of the Sino Iron project in 
2011, higher iron ore price will be a driver of, rather than a drag 
on, the steel division.  

Where we could be wrong: A significant project delay at Sino 
Iron could limit CITIC’s ability to hedge iron ore cost hikes in the 
forecast period. 

3) Is CITIC vulnerable to a China property downturn? 

Market view: A China property downturn is negative for a 
property developer like CITIC. 

Our view: We expect the company to withstand macro head-
winds in the property industry, given its defensive portfolio – 
around 80% of the property NAV is in Shanghai, where supply 
is scarce.  

Where we could be wrong: A shift in policy to a tightening mode 
could lead to a sharp decline in property prices. 

4) Is CITIC financially stressed? 

Market view: CITIC may run into liquidity stress with its heavy 
investment in iron ore and property. 

Our view: CITIC has cash and available facilities amounting to 
HK$26 billion as of end-2009e, sufficient to cover its HK$12 
billion free cash outflow and HK$6 billion loan repayment in 
2010e. It is also in the process of raising an additional HK$10 
billion in debt to fund its operations in 2011-12. 

Where we could be wrong: Capital spending on the Sino Iron 
project significantly above our estimates could result in cash 
constraints on CITIC. 

Valuation: Our HK$21.0 price target is based on a 
sum-of-the-parts valuation analysis combining various meth-
odologies. We use price/book value multiples to value CITIC’s 
steel operations, discounted cash flow for its iron ore and 
property development businesses, and capitalized rental in-
come stream for the investment property portfolio. We then 
apply a 15% target NAV discount to derive our price target.  

Downside risks include lower-than-expected steel prices and 
declining property prices. 

Risk-Reward View: Tilting to the Upside 
 

WARNINGDONOTEDIT_RRS4RL~0267.HK~ 
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Bull  
Case  
HK$27.3 

Higher materials and property prices as 
inflation heats up: 2010e steel prices +23%; 
iron ore prices +30%; property prices +20%; 
rental up 10% annually in 2010/11e. 

Base  
Case  
HK$21.0 

Commodity prices driven by solid demand; 
neutral outlook on property: 2010e steel 
prices +12%; iron ore prices +20%; property 
prices flattish; rental up 10/5% in 2010/11e. 

Bear  
Case  
HK$11.7 

Lackluster demand for materials on weaker 
than expected economy: 2010e steel prices 
flattish; iron ore prices +15%, and 12-month 
delay for Sino Iron project; property prices 
-30%; rental up 5% annually in 2010/11e. 

Source: FactSet, Morgan Stanley Research 
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Stock Rating: Overweight Reuters: 7203.T  Bloomberg: 7203 JP
Price target ¥4,350
Upside to price target(%) 29
Shr price, close (Feb 16, 2010) ¥3,380
Mkt cap, curr, basic(bn) ¥10,614.9
Div yld (03/10e)(%) 1.5
 

Fiscal Year ending 03/09 03/10e 03/11e 03/12e
Rev, gross(¥bn) 20,529.6 18,634.3 19,239.9 20,587.8
Operating profit(¥bn)* (461.0) (16.1) 734.8 1,339.4
PBT and eqty-method invstmnt 
inc(¥bn) (560.4) 105.6 841.4 1,445.8
Net income(¥bn)* (436.9) 86.8 645.7 1,059.4
EPS, basic(¥)* (139.1) 27.6 205.6 337.3
Prior EPS, basic(¥)* - 16.3 238.7 338.4
ModelWare EPS(¥) (139.0) 27.6 205.3 336.9
* = GAAP or approximated based on GAAP 
e = Morgan Stanley Research estimates 

Price Performance 
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Company Description 
Toyota is the largest automaker globally in terms of both production and 
sales units. Toyota Group umbrella also includes light vehicle/truck 
businesses.  Building a vast lineup of models in every region globally.  
R&D capability of the Toyota Group, starting with its hybrid technology, is 
at the forefront of the industry. Current issue for management is regaining 
customer confidence in the aftermath of recalls in 2009-10.  

Autos/Japan 
Industry View: Attractive 
Global auto demand is back to normal recessionary levels, and with 
automakers paring back overhead costs, earnings recovery in the auto 
industry is emerging.  Our industry target EV/EBITDA is 6.0x our F3/11 
estimates, based on the multiple during past earnings recoveries.   
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What's Changed 
Price Target ¥5,150 to ¥4,350
F3/11e Operating Profit  ¥895.5bn to ¥734.8bn

 
Reiterate Overweight: Quality concerns have severely de-
pressed the share price, but we believe the stock is highly 
undervalued on our revised F3/10-11e, which factor for market 
share loss. We lower our PT from ¥5,150 to ¥4,350. The stock 
trades at 4.3x, while P/B of 1.0x and P/Sales 0.55x are close to 
levels in early 2009, when visibility on the demand outlook was 
very poor. 

Assume US market share of 14%, in line with F3/06: Re-
call-related newsflow will inevitably eat into the Toyota brand's 
US market share. Our base case is a fall to 14% in F3/11, 
matching F3/06 (2009: 17%). If the situation clears quickly we 
see a drop to 16% or so (our bull case). Our bear case entails 
brand image continuing to suffer and market share at 11% 
(F3/04 level), but the odds here are slim. 

F3/11 forecast revisions: We cut our F3/11e OP from 
¥895.5bn to ¥734.8bn. However, this ¥160bn downward revi-
sion is ¥350bn in real terms considering baseline earnings 
improvement in F3/10, and closely approximates to profit 
damage from loss of market share. We also allow for ¥110bn in 
added impact from forex rates and high raw materials prices, 
but expect lower recall costs and overhead cuts to offset this. 
We lower our NP forecast from ¥749.7bn to ¥645.7bn.  

Communication from top management key to bridging 
gap with customers: The root of Toyota’s troubles now is its 
distancing from customers, in our view. The vehicle faults and 
claims themselves are not of a level to threaten the Toyota 
brand. What has really upset customers is a tardy response 
that has created a vacuum for reports that the firm is at crisis 
point. Key to regaining customer trust rests with communica-
tion from top management. 
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Risk-Reward Snapshot: Toyota Motor (7203.T, ¥3,380, OW, PT ¥4,350) 

Risk-Reward View: Keys are faster recovery in N. American market, edge in 
environmental technology, premium brand recovery, FX 
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Price Target ¥4,350 Given potential for recall-related news to lengthen the time for 
the stock to reach our base case price, we set our PT at 6.6x 
EV/EBITDA (10% premium to our industry standard), a lower 
level than our base-case fair value (7.2x). 

Bull Case 
¥5,250 

F3/11e OP  
¥1.025trn, 
EV/EBITDA 
7.2x  

Here, FX rates are ¥95/$, ¥135/€. With other currencies this 
adds about ¥220bn to profit. N. American sales share only 
narrows about 1% from 17% in CY09 to 16%. The backlash to 
subsidies in Japan/Europe is milder than we foresee. Sales/mix 
adds another ¥250bn to profit, but rising overheads along with 
rising sales detract ¥180bn vs. our base case forecast. The 
positive surprise of limited loss of share boosts EV/EBITDA on 
our F3/11 estimates to 7.2x. 

Base Case 
¥4,630 

F3/11e OP  
¥734.8bn, 
EV/EBITDA 
7.2x  

We assume FX of ¥90/$, ¥125/€. In N. America, the firm lags 
overall demand recovery in F3/11 as the recall trims its share by 
3% vs. CY09 to 14%, though shipment volume rises 5% with the 
end of inventory adjustments. For Japan and Europe we expect 
sales falls of 8% in both regions with the end of subsidies. For 
other regions (Australia, Latin America, etc.) we foresee a re-
flexive YoY rise of about 20%. We see a profit boost of ¥196bn 
from volume/mix, coupled with reduction in NUMMI closure 
costs. We also expect lower COGS to add ¥310bn, but high raw 
materials prices to pare 60bn. We foresee a ¥428bn boost to 
profit from reduction in overheads. As excessive concerns 
about recall damage ease, we expect the valuation to regain a 
premium over our standard for the autos industry (6.0x). 

Bear Case 
¥3,300 

F3/11e OP 
¥150bn, 
P/B 1.0x  

The yen appreciates to ¥85/$ and ¥115/€, and with other cur-
rencies this pares about ¥220bn from profit. The slump in the 
firm’s N. American share (11%) digs in and volume/mix factors 
pare ¥350bn. Growth in overheads is less than we expect, and 
this adds ¥80bn to profit, but F3/11 OP only reaches ¥150bn. As 
expectations of earnings recovery fade, the stock is valued at 
1.0x F3/11e BPS. 

Note: Share price as at Feb. 15, 2010, close 
e = Morgan Stanley Research estimates 
Source: FactSet, Morgan Stanley Research  

Investment Thesis 

� Product portfolio is defensive, with 
exposure to all segments. 

� Stiffer competition in the hybrid seg-
ment could enhance recognition of 
Toyota’s superiority. 

� Sustainable cost reductions yield high 
operational leverage. 

� We expect the firm to solidify a cus-
tomer-centric management policy as it 
responds to the quality issues.  

Key Value Drivers 

� Sales recovery eradicates concerns 
about the worst-case scenario for loss 
of N. American share. 

� Ongoing curbs on fixed costs lower 
the earnings breakeven point. 

� Reversion to Toyota’s normal ‘pull 
marketing’  

Potential Catalysts 

� Response to the risk of medium-term 
slump in domestic demand in the form 
of consolidation of domestic sales 
channels 

� Developments in technology alliance 
strategy focused on hybrid technology 

Risk Factors  

(1) FX movements (strengthening yen), 
(2) prolonged depression in N. Ameri-
can share, (3) drop in margins as the 
compact car segment is beefed up 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients un-
cover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 

Options Disclaimer 
Options are not for everyone. Before engaging in the purchasing or writing of options, investors should understand the nature and extent of their 
rights and obligations and be aware of the risks involved, including the risks pertaining to the business and financial condition of the issuer and the 
underlying stock. A secondary market may not exist for these securities. For customers of Morgan Stanley & Co. Incorporated who are purchasing 
or writing exchange-traded options, your attention is called to the publication “Characteristics and Risks of Standardized Options;” in particular, the 
statement entitled “Risks of Option Writers.”  That publication, which you should have read and understood prior to investing in options, can be 
viewed on the Web at the following address: http://www.optionsclearing.com/publications/risks/riskchap1.jsp. Spreading may also entail substantial 
commissions, because it involves at least twice the number of contracts as a long or short position and because spreads are almost invariably 
closed out prior to expiration. Potential investors should be advised that the tax treatment applicable to spread transactions should be carefully re-
viewed prior to entering into any transaction. Also, it should be pointed out that while the investor who engages in spread transactions may be re-
ducing risk, he is also reducing his profit potential. The risk/ reward ratio, hence, is an important consideration. 

The risk of exercise in a spread position is the same as that in a short position. Certain investors may be able to anticipate exercise and execute a 
"rollover" transaction. However, should exercise occur, it would clearly mark the end of the spread position and thereby change the risk/reward ratio. 
Due to early assignments of the short side of the spread, what appears to be a limited risk spread may have more risk than initially perceived.  An 
investor with a spread position in index options that is assigned an exercise is at risk for any adverse movement in the current level between the 
time the settlement value is determined on the date when the exercise notice is filed with OCC and the time when such investor sells or exercises 
the long leg of the spread. Other multiple-option strategies involving cash settled options, including combinations and straddles, present similar risk. 
Important Information: 
� Examples within are indicative only, please call your local Morgan Stanley Sales representative for current levels. 
� By selling an option, the seller receives a premium from the option purchaser, and the purchase receives the right to exercise the option at the 
strike price. If the option purchaser elects to exercise the option, the option seller is obligated to deliver/purchase the underlying shares to/from the 
option buyer at the strike price.  If the option seller does not own the underlying security while maintaining the short option position (naked), the 
option seller is exposed to unlimited market risk. 
� Spreading may entail substantial commissions, because it involves at least twice the number of contracts as a long or short position and be-
cause spreads are almost invariably closed out prior to expiration. Potential investors should carefully review tax treatment applicable to spread 
transactions prior to entering into any transactions. 
� Multi-legged strategies are only effective if all components of a suggested trade are implemented. 
� Investors in long option strategies are at risk of losing all of their option premiums.  Investors in short option strategies are at risk of unlimited 
losses. 
� There are special risks associated with uncovered option writing which expose the investor to potentially significant loss.  Therefore, this type 
of strategy may not be suitable for all customers approved for options transactions.  The potential loss of uncovered call writing is unlimited.  The 
writer of an uncovered call is in an extremely risky position, and may incur large losses if the value of the underlying instrument increases above the 
exercise price.  
� As with writing uncovered calls, the risk of writing uncovered put options is substantial.  The writer of an uncovered put option bears a risk of 
loss if the value of the underlying instrument declines below the exercise price.  Such loss could be substantial if there is a significant decline in the 
value of the underlying instrument.  
� Uncovered option writing is thus suitable only for the knowledgeable investor who understands the risks, has the financial capacity and willing-
ness to incur potentially substantial losses, and has sufficient liquid assets to meet applicable margin requirements.  In this regard, if the value of the 
underlying instrument moves against an uncovered writer’s options position, the investor’s broker may request significant additional margin pay-
ments.  If an investor does not make such margin payments, the broker may liquidate stock or options positions in the investor’s account, with little 
or no prior notice in accordance with the investor’s margin agreement.  
� For combination writing, where the investor writes both a put and a call on the same underlying instrument, the potential risk is unlimited.  
� If a secondary market in options were to become unavailable, investors could not engage in closing transactions, and an option writer would 
remain obligated until expiration or assignment.  
� The writer of an American-style option is subject to being assigned an exercise at any time after he has written the option until the option ex-
pires.  By contrast, the writer of a European-style option is subject to exercise assignment only during the exercise period. 
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Disclosure Section 
The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. Incorporated, and/or Morgan Stanley C.T.V.M. 
S.A. and their affiliates (collectively, "Morgan Stanley"). 
For important disclosures, stock price charts and rating histories regarding companies that are the subject of this report, please see the Morgan 
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan 
Stanley Research at 1585 Broadway, (Attention: Equity Research Management), New York, NY, 10036 USA. 
 

Analyst Certification 
As to each company mentioned in this report, the respective primary research analyst or analysts covering that company hereby certify that their 
views about the companies and their securities discussed in this report are accurately expressed and that they have not received and will not re-
ceive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.  Unless otherwise stated, the 
individuals listed on the cover page of this report are research analysts. 

 
Global Research Conflict Management Policy 
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies. 

 
Important US Regulatory Disclosures on Subject Companies 
The following analyst or strategist (or a household member) owns securities (or related derivatives) in a company that he or she covers or recom-
mends in Morgan Stanley Research: Sivan Mahadevan - SPDR S&P 500 ETF (common or preferred stock); Christopher Metli - Short S&P500 
ProShares (common or preferred stock); Mathew Schneider - Hewlett-Packard (common or preferred stock); Andrew Sheets - Pfizer Inc (common 
or preferred stock). Morgan Stanley policy prohibits research analysts, strategists and research associates from investing in securities in their sub 
industry as defined by the Global Industry Classification Standard ("GICS," which was developed by and is the exclusive property of MSCI and 
S&P).  Analysts may nevertheless own such securities to the extent acquired under a prior policy or in a merger, fund distribution or other involun-
tary acquisition. 
Citigroup may be deemed to control Morgan Stanley Smith Barney LLC due to ownership, board membership, or other relationships. Morgan 
Stanley Smith Barney LLC may participate in, or otherwise have a financial interest in, the primary or secondary distribution of securities issued by 
Citigroup or an affiliate of Citigroup that is controlled by or under common control with Morgan Stanley Smith Barney LLC. 
As of January 29, 2010, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered 
in Morgan Stanley Research: Adobe Systems, Akzo Nobel, Bank of America, British American Tobacco Plc, BSkyB, Bunzl plc, Cargill, Caterpillar, 
CBS Corporation, Comcast Corporation, Comerica Inc, Commerzbank, Daimler, Danone, Deutsche Bank, Deutsche Telekom, DirecTV Group, Inc., 
DSM, Enterprise Inns, Freeport-McMoRan, GSI COMMERCE, Heineken, Hewlett-Packard, Honeywell International, Iberdrola, Inditex, International 
Paper, Intesa Sanpaolo, J.P.Morgan Chase & Co., Life Technologies, Lincoln National Corp, Lowe's Companies, MasterCard Inc., Nestle, Newell 
Rubbermaid Inc., Pfizer Inc, Rowan Companies, SanDisk, SES, Textron Inc., The Home Depot, ThyssenKrupp, Transocean, Verizon Communica-
tions, Wood Group. 
As of January 29, 2010, Morgan Stanley held a net long or short position of US$1 million or more of the debt securities of the following issuers cov-
ered in Morgan Stanley Research (including where guarantor of the securities): Acergy, Adobe Systems, Akzo Nobel, Anglo American Plc, Assa 
Abloy AB, AstraZeneca, Baker Hughes, Bank of America, Brisa, British American Tobacco Plc, BSkyB, Casino, Caterpillar, CBS Corporation, Cele-
sio AG, CITIC Pacific, Citigroup Inc., Comcast Corporation, Commerzbank, Daimler, Danaher Corp., Danone, Deutsche Bank, Deutsche Telekom, 
DirecTV Group, Inc., DSG International, EADS, ENEL, Freeport-McMoRan, Gas Natural, GSI COMMERCE, Heineken, Hewlett-Packard, Honeywell 
International, Iberdrola, International Paper, Intesa Sanpaolo, Invensys, J.P.Morgan Chase & Co., Life Technologies, Lowe's Companies, MasTec, 
Inc., Michelin, Monte dei Paschi di Siena, Nestle, Newell Rubbermaid Inc., Noble Corporation, Oracle Corporation, Pfizer Inc, PG&E Corporation, 
PPL Corporation, Safeway Inc., SanDisk, Seadrill, SES, Svenska Cellulosa AB, TD Ameritrade Holding Corporation, Textron Inc., The Home Depot, 
ThyssenKrupp, Toyota Motor, Transocean, Union Pacific Corp., Verizon Communications, Volvo, Walt Disney Co, WPP Group Plc. 
Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of Adobe Systems, Anglo 
American Plc, Avago Technologies Ltd, Bank of America, CITIC Pacific, Citigroup Inc., Comcast Corporation, EADS, Echo Global Logistics Inc, 
ENEL, GSI COMMERCE, Hewlett-Packard, Iberdrola, Intesa Sanpaolo, Life Technologies, Lincoln National Corp, MasTec, Inc., Monte dei Paschi di 
Siena, Oracle Corporation, PG&E Corporation, PPL Corporation, Safeway Inc., SES, Verizon Communications. 
Within the last 12 months, Morgan Stanley has received compensation for investment banking services from  Adobe Systems, Akzo Nobel, Anglo 
American Plc, AstraZeneca, Avago Technologies Ltd, Baker Hughes, Bank of America, Casino, Caterpillar, CBS Corporation, Celesio AG, Citigroup 
Inc., Comcast Corporation, Comerica Inc, Commerzbank, Daimler, Danaher Corp., Deutsche Bank, Deutsche Telekom, DirecTV Group, Inc., EADS, 
Echo Global Logistics Inc, ENEL, Freeport-McMoRan, GSI COMMERCE, Hewlett-Packard, Honeywell International, Iberdrola, International Paper, 
Intesa Sanpaolo, J.P.Morgan Chase & Co., Life Technologies, Lincoln National Corp, MasTec, Inc., Michelin, Monte dei Paschi di Siena, Nestle, 
Newell Rubbermaid Inc., Oracle Corporation, Pfizer Inc, PG&E Corporation, PPL Corporation, Safeway Inc., SanDisk, SES, Svenska Cellulosa AB, 
Textron Inc., The Home Depot, ThyssenKrupp, Toyota Motor, Transocean, Union Pacific Corp., Verizon Communications, WPP Group Plc. 
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In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from Acerinox, Adobe 
Systems, Akzo Nobel, Anglo American Plc, Assa Abloy AB, AstraZeneca, Avago Technologies Ltd, Baker Hughes, Bank of America, Brisa, British 
American Tobacco Plc, BSkyB, Bucyrus International Inc., Casino, Caterpillar, CBS Corporation, Celesio AG, CITIC Pacific, Citigroup Inc., Comcast 
Corporation, Comerica Inc, Commerzbank, Daimler, Danaher Corp., Danone, Deutsche Bank, Deutsche Telekom, DirecTV Group, Inc., DSG Inter-
national, DSM, EADS, Echo Global Logistics Inc, ENEL, ENSCO, Enterprise Inns, Eurasian Natural Resources Corp., Freeport-McMoRan, Gas 
Natural, GSI COMMERCE, Heineken, Hewlett-Packard, Honeywell International, Iberdrola, Inditex, Intesa Sanpaolo, Invensys, J.P.Morgan Chase & 
Co., Kemira, Lamar Advertising Co., Life Technologies, Lincoln National Corp, Lonmin Plc, Lowe's Companies, MasTec, Inc., MasterCard Inc., 
Michelin, Monte dei Paschi di Siena, Nestle, Newell Rubbermaid Inc., Noble Corporation, Northumbrian Water Group, Oracle Corporation, Pennon 
Group, Pfizer Inc, PG&E Corporation, PPL Corporation, Rowan Companies, Safeway Inc., SanDisk, SES, Svenska Cellulosa AB, TD Ameritrade 
Holding Corporation, Textron Inc., The Home Depot, ThyssenKrupp, Toyota Motor, Transocean, Union Pacific Corp., Verizon Communications, 
Vestas Wind Systems, Visa Inc., Volvo, Walt Disney Co, Wood Group, WPP Group Plc. 
Within the last 12 months, Morgan Stanley & Co. Incorporated has received compensation for products and services other than investment banking 
services from Akzo Nobel, Anglo American Plc, AstraZeneca, Bank of America, Cargill, CBS Corporation, Citigroup Inc., Comerica Inc, Commerz-
bank, Daimler, Deutsche Bank, Deutsche Telekom, DSM, EADS, ENEL, Gas Natural, Hewlett-Packard, Honeywell International, Iberdrola, Interna-
tional Paper, Intesa Sanpaolo, J.P.Morgan Chase & Co., Lincoln National Corp, Monte dei Paschi di Siena, Oracle Corporation, Pfizer Inc, PG&E 
Corporation, PPL Corporation, Toyota Motor, Transocean, Verizon Communications. 
Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client rela-
tionship with, the following company: Acerinox, Adobe Systems, Akzo Nobel, Anglo American Plc, Assa Abloy AB, AstraZeneca, Avago Technolo-
gies Ltd, Baker Hughes, Bank of America, Brisa, British American Tobacco Plc, BSkyB, Bucyrus International Inc., Casino, Caterpillar, CBS Corpo-
ration, Celesio AG, CITIC Pacific, Citigroup Inc., Comcast Corporation, Comerica Inc, Commerzbank, Daimler, Danaher Corp., Danone, Deutsche 
Bank, Deutsche Telekom, DirecTV Group, Inc., DSG International, DSM, EADS, Echo Global Logistics Inc, ENEL, ENSCO, Enterprise Inns, Eura-
sian Natural Resources Corp., Freeport-McMoRan, Gas Natural, GSI COMMERCE, Heineken, Hewlett-Packard, Honeywell International, Iberdrola, 
Inditex, International Paper, Intesa Sanpaolo, Invensys, J.P.Morgan Chase & Co., Kemira, Lamar Advertising Co., Life Technologies, Lincoln Na-
tional Corp, Lonmin Plc, Lowe's Companies, MasTec, Inc., MasterCard Inc., Michelin, Monte dei Paschi di Siena, Nestle, Newell Rubbermaid Inc., 
Noble Corporation, Northumbrian Water Group, Oracle Corporation, Pennon Group, Pfizer Inc, PG&E Corporation, PPL Corporation, Rowan Com-
panies, Safeway Inc., SanDisk, SES, Svenska Cellulosa AB, TD Ameritrade Holding Corporation, Textron Inc., The Home Depot, ThyssenKrupp, 
Toyota Motor, Transocean, Union Pacific Corp., Verizon Communications, Vestas Wind Systems, Visa Inc., Volvo, Walt Disney Co, Wood Group, 
WPP Group Plc. 
Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the 
past has entered into an agreement to provide services or has a client relationship with the following company: Adobe Systems, Akzo Nobel, Anglo 
American Plc, Assa Abloy AB, AstraZeneca, Baker Hughes, Bank of America, Brisa, British American Tobacco Plc, BSkyB, Cargill, Casino, Caterpil-
lar, CBS Corporation, CITIC Pacific, Citigroup Inc., Comcast Corporation, Comerica Inc, Commerzbank, Daimler, Danaher Corp., Deutsche Bank, 
Deutsche Telekom, DSM, EADS, ENEL, Freeport-McMoRan, Gas Natural, Hewlett-Packard, Honeywell International, Iberdrola, International Paper, 
Intesa Sanpaolo, Invensys, J.P.Morgan Chase & Co., Life Technologies, Lincoln National Corp, Lowe's Companies, MasterCard Inc., Monte dei 
Paschi di Siena, Nestle, Newell Rubbermaid Inc., Oracle Corporation, Pfizer Inc, PG&E Corporation, PPL Corporation, Safeway Inc., SanDisk, SES, 
TD Ameritrade Holding Corporation, Textron Inc., The Home Depot, Toyota Motor, Transocean, Union Pacific Corp., Verizon Communications, 
Volvo, Walt Disney Co. 
Within the last 12 months, Morgan Stanley has either provided or is providing non-securities related services to and/or in the past has entered into 
an agreement to provide services or has a client relationship with the following company: Lincoln National Corp. 
Within the last 12 months, an affiliate of Morgan Stanley & Co. Incorporated has received compensation for products and services other than in-
vestment banking services from Deutsche Bank, Lincoln National Corp. 
An employee, director or consultant of Morgan Stanley is a director of Oracle Corporation, Verizon Communications, WPP Group Plc. 
Morgan Stanley & Co. Incorporated makes a market in the securities of Adobe Systems, Avago Technologies Ltd, Baker Hughes, Bank of America, 
Bucyrus International Inc., Caterpillar, CBS Corporation, Citigroup Inc., Comcast Corporation, Comerica Inc, Danaher Corp., DirecTV Group, Inc., 
Echo Global Logistics Inc, ENSCO, Freeport-McMoRan, GSI COMMERCE, Hewlett-Packard, Honeywell International, International Paper, 
J.P.Morgan Chase & Co., Lamar Advertising Co., Life Technologies, Lincoln National Corp, Lowe's Companies, MasTec, Inc., MasterCard Inc., 
Newell Rubbermaid Inc., Noble Corporation, Oracle Corporation, Pfizer Inc, PG&E Corporation, PPL Corporation, Rowan Companies, Safeway Inc., 
SanDisk, SPDR S&P 500 ETF, TD Ameritrade Holding Corporation, Textron Inc., The Home Depot, Transocean, Union Pacific Corp., Verizon 
Communications, Visa Inc., Walt Disney Co. 
Morgan Stanley & Co. International  plc is a corporate broker to AstraZeneca, BSkyB, Eurasian Natural Resources Corp. 
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation 
based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall in-
vestment banking revenues. 
The fixed income research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensa-
tion based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading 
and capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts' or strategists' compensation 
is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading 
desks. 
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Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, 
providing liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, 
investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in 
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this 
report. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 
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STOCK RATINGS  
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). 
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not 
the equivalent of buy, hold and sell.  Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since 
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Re-
search, in its entirety, and not infer the contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as in-
vestment advice.  An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) 
and other considerations. 
Global Stock Ratings Distribution  
(as of January 31, 2010) 
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell along-
side our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks 
we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative 
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy rec-
ommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively. 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 999 40% 296 41% 30%
Equal-weight/Hold 1088 43% 333 46% 31%
Not-Rated/Hold 21 1% 4 1% 19%
Underweight/Sell 396 16% 90 12% 23%
Total 2,504  723   
 
Data include common stock and ADRs currently assigned ratings.  An investor’s decision to buy or sell a stock should depend on individual circum-
stances (such as the investor’s existing holdings) and other considerations.  Investment Banking Clients are companies from whom Morgan Stanley 
or an affiliate received investment banking compensation in the last 12 months. 

Analyst Stock Ratings  
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage uni-
verse, on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock’s total return relative to the average total return of the 
analyst’s industry (or industry team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.. 
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
 
Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index; Europe - MSCI Europe; Japan - 
TOPIX; Asia - relevant MSCI country index. 
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers 
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan 
Stanley Research.  Ask your Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley 
research reports.   
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley 
Smith Barney LLC, Morgan Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney 
disclosure website at www.morganstanleysmithbarney.com/researchdisclosures. 
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval 
is conducted by the same person who reviews the Equity Research report on behalf of Morgan Stanley.  This could create a conflict of interest. 

Other Important Disclosures 
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be 
contrary to the recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodolo-
gies, market events, or other factors. For all research available on a particular stock, please contact your sales representative or go to Client Link at 
www.morganstanley.com. 
For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published re-
search on these stocks. 
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to 
the individual financial circumstances and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular in-
vestment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in 
Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of 
them. 
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any 
particular trading strategy.  The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all compa-
nies mentioned where Morgan Stanley owns 1% or more of a class of common equity securities of the companies.  For all other companies men-
tioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or derivatives of securi-
ties/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan 
Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securi-
ties/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may 
be issued by Morgan Stanley or associated persons 
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every 
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you 
when opinions or information in Morgan Stanley Research change apart from when we intend to discontinue equity research coverage of a subject 
company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, profes-
sionals in other Morgan Stanley business areas, including investment banking personnel. 
Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the com-
pany of travel expenses for such visits. 
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment 
rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations 
on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance.  
Estimates of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on 
the cover page is that of the primary exchange for the subject company's securities/instruments. 
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 
Options are not for everyone.  Before engaging in the purchasing or writing of options, investors should understand the nature and extent of their 
rights and obligations and be aware of the risks involved, including the risks pertaining to the business and financial condition of the issuer and the 
underlying stock.  A secondary market may not exist for these securities.  For customers of Morgan Stanley & Co. Incorporated who are purchasing 
or writing exchange-traded options, your attention is called to the publication "Characteristics and Risks of Standardized Options" which is available 
from your account representative.  
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To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). 
Such information is for your reference only.  Information on any securities/instruments issued by a company owned by the government of or incorpo-
rated in the PRC and listed in on the Stock Exchange of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of 
the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any securities/instruments issued by a company that is 30% or 
more directly- or indirectly-owned by the government of or a company incorporated in the PRC and traded on an exchange in Hong Kong or Macau, 
namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is distributed only to Taiwan Securi-
ties Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their invest-
ment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express 
written consent of Morgan Stanley.  Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to 
be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these 
securities/instruments. 
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as 
part of its regulated activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales 
representatives. 
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited 
for the use of Morgan Stanley Asia Limited. 
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited 
(which accepts responsibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or 
Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which 
accepts responsibility for its contents; in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley 
Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in 
Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Smith Barney Australia 
Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by 
Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley 
Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany 
by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated 
by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is 
supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in 
accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan 
Stanley & Co. Incorporated, which accepts responsibility for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by the 
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Finan-
cial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Morgan Stanley Private Wealth Management Lim-
ited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors 
should obtain the advice of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the 
investments concerned.  RMB Morgan Stanley (Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board 
in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and 
RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the 
Dubai Financial Services Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or finan-
cial services to which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria to be a Pro-
fessional Client. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the 
Qatar Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not in-
tended for Retail Customers as defined by the QFCRA. 
A required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope 
of investment advisory activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory con-
cluded between brokerage houses, portfolio management companies, non-deposit banks and clients. Comments and recommendations stated here 
rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk 
and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about out-
comes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers 
make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have 
liability for any damages of any kind relating to such data.  The Global Industry Classification Standard ("GICS") was developed by and is the exclu-
sive property of MSCI and S&P. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 
Additional information on recommended securities is available on request. 
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North America 
Director of Research 
Stephen Penwell 1+212-761-1466 
Associate Director of Research 
Sharon Pearson 1+212-761-3159 
Michael Eastwood 1+212-761-8015 
Management 
Isabelle Halphen 1+212 761-5183 
Aaron Finnerty 1+212 761-0064 

MACRO 

Accounting 
Gregory Jonas 1+212 761-7345 
Economics 
Richard Berner 1+212-761-3398 
 David Cho 1+212 761-0908 
David Greenlaw 1+212-761-7157 
Ted Wieseman 1+212-761-3407 
U.S. Strategy 
Jason E. Todd 1+212-761-7991 
 Naseh Kausar 1+212-761-8059 
 Phillip Neuhart 1+212-761-8584 
Sivan Mahadevan 1+212-761-1349 
Christopher Metli 1+212-761-7550 
 Matthew Evans 1+212-761-5990 
 Peter Malik 1+212-761-0896 
 Jay Sole 1+212-761-5866 
Commodities 
Hussein Allidina 1+212-761-4150 
 Christopher Narayanan 1+212-761-8647 
 Chris Corda 1+212 761-6005 

Sectors 
CONSUMER DISCRETIONARY/RETAIL 

RETAIL 
Autos & Auto-Related 
Ravi Shanker +1 212-761-6350 
Branded Apparel 
Chi Lee 1+212-761-0214 
 Haruka Miyake 1+212-761-3708 
Discounters 
Gregory Melich, CFA 1+212-761-6917 
 Michael Montani 1+212-761-7567 
 Kavita Narayanadas 1+212-761-3501 
Food & Drug 
Mark Wiltamuth 1+212-761-8589 
Joseph Parkhill 1+212-761-0766 
 Justin Van Vleck 1+212-761-0332 
Hardlines & Home Vendors 
Gregory Melich, CFA 1+212-761-6917 
Oliver Wintermantel 1+212-761-6284 
Matthew McGinley 1+212-762-1533 
Restaurants 
John S. Glass 1+617-856-8752 
Jon M. Tower 1+617-856-8750 
 David Dorfman  1+617-856-8751 
Softlines
Michelle Clark 1+212-761-4018 
 Christopher Cuomo 1+212-761-3265 
 Sharyn Uy 1+212-761-5156 

CONSUMER STAPLES 

Food & Food Service 
Vincent Andrews 1+212-761-3293 
 Jaclyn Inglesby 1+212 761-3667 
 Greg Van Winkle 1+212 761-4968 
Tobacco
David J. Adelman 1+212-761-6382 
 Matthew Grainger 1+212-761-8023 

Agricultural Products 
Vincent Andrews 1+212-761-3293 
 Megan Davis 1+212-761-0031 
Beverages/HPC 
Dara Mohsenian 1+212-761-6575 
Ruma Mukerji 1+212-761-6754 
 Kevin Grundy 1+212-761-3645 
 Scott Shapiro 1+212-761-4907 
 Alison Lin 1+212-761-7250 

ENERGY & UTILITIES 

Exploration & Production 
Stephen Richardson 1+212-761-3741 
 Sameer Uplenchwar 1+212-761-4487 
 Stuart Young 1+212-761-8194 
 Brian Lasky 1+212-761-7249 
Integrated Oil 
Evan Calio 1+212-761-6472 
Ryan Todd 1+212-761-3023 
 Ben Hur 1+212-761-7827 
MLPs 
Stephen J. Maresca 1+212-761-8343 
 Dale Santiago 1+212-761-4896 
 Robert Kad 1+212-761-6385 
 Spencer McIntosh 1+212-761-4573 
Oil Services & Equipment 
Ole Slorer 1+212-761-6198 
Paulo Loureiro 1+212-761-6875 
Fotis Giannakoulis 1+212-761-3026 
 Igor Levi 1+212-761-3232 
 Alfred Castaneda 1+212-761-6266 
 Benjamin Swomley 1+212-761-4248 
Utilities
Greg Gordon 1+212 761-7201 
Jonathan Cohen 1+212-761-6851 
 William Ap picelli 1+212-761-8518 
 Geoffrey Lambert 1+212-761-3136 
Rudy Tolentino 1+713-512-4483 

FINANCIALS 

Banks/Large/Mid Cap Banks
Betsy Graseck, CFA 1+212-761-8473 
 Matthew Kelley 1+212-761-8201 
 Justin Kwong 1+212-761-6983 
 Peter Newman 1+212-761-6412 
Ken Zerbe 1+212-761-7417 
 John J. Dunn 1+212-761-2601 
 Yoana Koleva 1+212-761-0474 
Banks/Canadian 
Cheryl Pate 1+212 761-3324 
 Timothy Skiendzielewski 
  1+212-761-0930 
Insurance/Life & Annuity 
Nigel Dally  1+212-761-4132 
 Hayley Busell 1+212-761-6271 
 John O’Connor 1+212-761-3640 
Non-Bank Financials 
Celeste Brown 1+212-761-3896 
 Andy Bernard 1+212-761-7880 
 Rohit Goenka 1+212-761-6148 
 Thomas Allen 1+212-761-3356 
 Kevin Kaczmarek 1+212-761-0531 
REITs Strategy 
Paul Morgan 1+415-576-2627 
 Samir Khanal 1+415-576-2696 
 Ryan Meliker 1+212-761-7079 
 Swaroop Yalla 1+415-576-2361 
 Chris Caton 1+415-576-2637 

HEALTHCARE 

Biotechnology 
Steven Harr  1+212-761-3805 
 Colin Bristow 1+212-761-6672 
 Sara Slifka 1+212 761-3920 
Healthcare Services & Distribution 
Ricky Goldwasser  1+212-761-4097 
 Andrew Schenker 1+212-761-6857 
 Hema Srinivasan 1+212-761-3245 
Hosp. Supplies & Medical Tech 
David Lewis 1+415-576-2324 
 Andrew Olsen 1+212-761-6209
 James Francescone 1+212-761-3222 
 Ryan Bachman 1+415-576-2019 
Marshall Urist 1+212-761-8055 
 Jennifer Liu 1+212-761-5120 
 Neha Sahni 1+212-761-0259 
Managed Care 
Doug Simpson 1+212-761-7323 
 Melissa McGinnis 1+212-761-8535 
 Colin Weiner 1+212 761-6184 
Pharmaceuticals 
David Risinger 1+212-761-6494 
 Thomas Chiu 1+212-761-3688 
 Dana Yi 1+212-761-8713 
 Christopher Caponetti 1+212-761-6235 

INDUSTRIALS 

Aerospace & Defense 
Heidi Wood 1+212-761-4407 
 Kevin Boone 1+212-761-4130 
 Michael A. Brown 1+212-761-3354 
Business & ITServices 
Vance Edelson 1+212-761-0078 
Suzanne Stein 1+212-761-0011 
 Vikram Malhotra 1+212-761-7064 
 Peter Park 1+212 761-3555 
 Cristina Colón Garcia 1+212-761-4453 
 Toni Kaplan 1+212-761-3620 
 Ryan Cain 1+212-761-4143 
Industrial Conglomerates 
Scott Davis, CFA 1+212-761-7670 
 Michael Stein 1+212-761-  
 Matt Gugino  1+212-761-71444717 
 John Chappell 1+212-761-6172 
Machinery 
Robert Wertheimer 1+212-761-6334 
 Joseph O’Dea 1+212-761-0271 

MATERIALS
Chemicals/Forest Products 
Paul Mann 1+212-761-4865 
 Charles Dan  1+212-761-4793 
 Sophia Xia 1+212-761-3585 
Nonferrous Metals & Mining, Coal 
Mark Liinamaa  1+212-761-3537 
 Paretosh Misra 1+212-761-3590 
 Wes Sconce 1+212-761-6004 
Steel
Mark Liinamaa  1+212-761-3537 
 Evan Kurtz  1+212-761-7583 

MEDIA 

Cable & Satellite 
Benjamin Swinburne 1+212-761-7527 
David Gober 1+212-761-6616 
 Ryan Fiftal 1+212-761-3005 
 Micah Nance 1+212-761-7688 
 Cynthia Rupeka 1+212-761-7151 
Entertainment & Broadcasting 
Benjamin Swinburne 1+212-761-7527 
 Kristi Bonner 1+212-761-7226 

TECHNOLOGY

Communications Equipment 
Ehud Gelblum 1+212 761-8564 
Avi Silver 1+212 761-4226 
Kimberly Watkins 1+415 576-2060 
Enterprise Software 
Adam Holt 1+415 576-2320 
Jennifer A. Swanson 1+212-761-3665 
Keith Weiss 1+212-761-4149 
 Munish Jain 1+415 576-8728 
 Kelvin Wu 1+212-761-3501 
 Melissa Gorham 1+212-761-3607 
Enterprise Systems & PC Hardware 
Kathryn Huberty 1+212-761-6249 
Scott Schmitz 1+212-761-0227 
 Jerry Liu 1+212-761-3735 
 Mathew Schneider 1+212-761-3483 
Internet & PC Application Software 
Mary Meeker 1+212-761-8042 
Scott Devitt 1+212-761-3365 
 Collis Boyce 1+212-761-6578 
 Liang Wu 1+212-761-6320 
 Colter J. Van Domelen 1+212-761-7678 
 Joseph Okleberry 1+212-761-8094 
Payment/Processing Technology 
Adam Frisch 1+212-761-0790 
Glenn Fodor 1+212-761-0071 
Nathan Rozof 1+212-761-4682 
Semiconductors/Capital Equipment 
Mark Lipacis 1+415-576-2190 
Sanjay Devgan 1+415-576-2382 
 Nihal Godambe 1+415 576-2195 
 Sundeep Bajikar 1+415-576-2388 
 Lacey Higgins 1+415-576-2614 
 Matthew Nerlinger 1+415 576-2610 
Atif Malik 1+415-576-2607 
 Michael Chu 1+415 576-2359 

TELECOM 

Wireline & Wireless Telecom Services 
Simon Flannery 1+212-761-6432 
Daniel Gaviria 1+212-761-3312 
 Sean Ittel 1+212-761-7220 
 Edward Katz 1+212-761-3244 
 Philip Nanney 1+212-761-3270 

TRANSPORTATION 

Airlines & Freight Transportation 
Bill Greene 1+212-761-8017 
Adam Longson 1+212-761-4061 
 John Godyn 1+212-761-6605 
 Edward Gilliss 1+212-761-7748 
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Director of Asia/Pacific Research 
Marcus Walsh +852 2848 5912 
Associate Director of Korea Research 
Chanik Park +82 2 399 4940 
Associate Director of Greater China 
Research 
Dickson Ho +852 2848 5020 
Associate Director of Australia 
Research 
Martin Yule +61 2 9770 1582 
Associate Director of ASEAN/India 
Research 
Ridham Desai +91 22 2209 7790 

MACRO 
Strategy 
Australia 
Toby Walker +61 2 9770 1589 
 Antony Conte +61 2 9770 1544 
China 
Jerry Lou +852 2848 6511 
 Allen Gui +86 21 6279 7309 
 James Cao +86 21 2326 0037 
India
Ridham Desai +91 22 2209 7790 
 Sheela Rathi +91 22 2209 7730 
 Amruta Pabalkar +91 22 2209-7928 
S. Korea 
Chanik Park +82 2 399 4940 
 Jason Pyo +82 2 399 1408 
Taiwan 
Jesse Wang +886 2 2730 2861 
 Angel Lin +886 2 2730 2995 
Economics 
Asia/Pacific 
Chetan Ahya +65 6834 6738 
 Sumeet Kariwala +91 22 2209 7929 
ASEAN 
Chetan Ahya +91 22 2209 7940 
 Deyi Tan +65 6834 6703 
 Shweta Singh +65 6834 6739 
Australia 
Gerard Minack +61 2 9770 1529 
Greater China 
Qing Wang +852 2848 5220 
Denise Yam +852 2848 5301 
 Katherine Tai +852 2848 8191 
India
Chetan Ahya +65 6834 6738 
 Tanvee Gupta +91 22 2209 7927 
S. Korea 
Sharon Lam +852 2848 8927 
 Katherine Tai +852 2848 8191 
Commodities 
Peter Richardson +61 3 9256 8943 
Joel Crane +61 3 9256 8961 

CONSUMER DISCRETIONARY 
Automobiles 
China 
Kate Zhu +852 2848 6843 
 Bin Wang +86 21 2326 0024 
 Kevin Luo +852 2239 1527 
 Cedric Shi +86 21 2326 0015 
India 
Binay Singh  +91 22 2209 7819 
S. Korea 
Sangkyoo Park +82 2 399 4846 
 Hyunjae Lee +82 2 399 4850 
Consumer/Retail
ASEAN 
Hozefa Topiwalla +91 22 2209 7808 
 Divya Gangahar +65 6834 6438 
Australia 
Martin Yule +61 2 9770 1582 
Richard Barwick +61 2 9770 1684 
Thomas Kierath +61 2 9770 1578 
India 
Hozefa Topiwalla +91 22 2209 7808 

Girish Achhipalia +91 22 2229 7170 
 Kalpesh Makwhana +91 22 2209 7171 
Greater China 
Angela Moh† +852 2848 5405 
 Penny Tu +852 2848 5874 
Dennis Tao +852 2848 7136 
 Jessica Wang +852 2848 5887 
Robert Lin +852 2848 5835 
Lillian Lou +852 2848 6502 
 Dan Wang +86 21 2326 0021 
S. Korea 
Kelly Kim +82 2 399 4837 
 Jenna Mok +82 2 399 4938 

Hotels 
India
Parag Gupta +91 22 2209 7915 
 Saumya Srivastav +91 22 2209 7084 
Media 
Australia 
Andrew McLeod† +61 2 9770 1591 
 Ben Holgate +61 2 9770 1671 
Small Cap 
Australia 
David Evans +61 2 9770-1504 
Christopher Nicol +61 3 9256 8909 
 James Bales +61 2 9770 1603 
Shanaz Cassim +61 3 9256-8437 

ENERGY
Clean Tech / Solar Devices 
China / Hong Kong / Taiwan 
Sunil Gupta† +65 6834 6732 
 Sophie Lu +65 6834 6718 
 Pey Herng Yap +65 6834 6742 
Fertilizer 
Jeremy Chen +886 2 2730 2876 
 Yunchen Tsai +886 2 2730 2871 
Oil & Gas 
Australia 
Stuart Baker† +61 3 9256 8929 
 Philip Bare +61 3 9256 8932 
Mark Blackwell +61 3 9256 8959 
China 
Wee-Kiat Tan +852 2848 7488 
 Sara Chan +852 2848 5292 
 Josh Du 852 2239 7593 
India
Vinay Jaising† +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 
Sunil Gupta +65 6834 6732 
 Pey Herng Yap +65 6834 6742 

FINANCIALS
Banks 
ASEAN 
Matthew Wilson† +65 6834 6746 
Roger Lum +65 6834 6743 
 Edward Goh +65 6834 8975 
Australia 
Richard Wiles +61 2 9770 1537 
 Glen D’souza +61 2 9770 1658 
 David Shi +61 2 9770 1187 
China 
Minyan Liu +852 2848 6729 
 Eric Mak +852 2239 1568 
 Edmond Law +852 2239 1830 
Hong Kong 
Anil Agarwal† +852 2848 5842 
 Daniel Shum +852 2848 8168 
India
Anil Agarwal +852 2848 5842 
Mihir Sheth +91 22 2209 7073 
 Mansi Shah +91 22 2209 7820 
S. Korea 
Joon Seok +822 399 4934 
Sara Lee +82 2 399 4836 
 Gil Woo Lee +82 2 399 4935 
Taiwan 
Lily Choi +852 2848 6564 
Bruce Chou +886 2 2730 2875 
Insurance 
Australia 
Scott Russell +61 2 9770 1536 
China 
Ben Lin +852 2848 5830 
 Crystal Wang +852 2239 7827 

HEALTH CARE 
Australia 
Sean Laaman +61 2 9770 1559 
 James Rutledge +61 2 9770 1659 
Greater China 
Bin Li +852 2239 7596 
Sean Wu +852 2848 5649 
 Christopher Lui +852 2239 1883 
India
Sameer Baisiwala +91 22 2209 7830 
 Saniel Chandrawat +91 22 2209 7810 
 Arunabh Chaudhari +91 22 2209 7159 

INDUSTRIALS 
Capital Goods / Shipbuilding 
China / Hong Kong 
Kate Zhu +852 2848 6843 
Andy Meng +852 2239 7689 
 Kevin Luo + 852 2239 1527 
Capital Goods
India
Akshay Soni +91 22 2209 7151 
 Pratima Swaminathan +91 22 2209 7158 
 Arunabh Chaudhari +91 22 2209 7159 
Singapore 
Conrad Werner +65 6834 6744 
 Miang Chuen Koh +65 6834 6169 
Cement / Glass / Auto Components 
/ Property / Steel 
Akshay Soni +91 22 2209 7151 
Ashish Jain +91 22 2209 7156 
 Pratima Swaminathan +91 22 2209 7158 
 Arunabh Chaudhari +91 22 2209 7159 
Taiwan 
Jeremy Chen +886 2 2730 2876 
Jenny Tsai +886 2 2730 1724 
 Yunchen Tsai +886 2 2730 2871 
Gaming / Multi-Industry 
China / Hong Kong 
Praveen Choudhary +852 2848 5068 
 Corey Chan +852 2848 5911 
 Calvin Ho +852 2239 7834 
 Xin Jin Ling +852 2239 7597 
Mid Cap 
China 
Lin He +86 21 6279 7041 
 Ying Guo +86 21 2326 0018 
Transportation & Infrastructure 
Regional 
Chin Y. Lim† +65 6834 6858 
Sophie Loh +65 6834 6823 
 Chin Ser Lee +65 6834 6735 
China 
Edward Xu +852 2239 1521 
 Tommy Wong +852 2239 1523 
Australia / S. Korea 
Philip Wensley +61 2 9770 1583 
 Michael Rudland +61 2 9770 1136 
 Julia Weng +61 2 9770 1197 
Andrew Moller +61 2 9770 1148 

INFORMATION TECHNOLOGY 
Hardware Components 
China / Hong Kong 
Jasmine Lu +852 2239 1348 
 Tim Hsiao +852 2848 1975 
Grace Chen +886 2 2730 2890 
 Terence Cheng +886 2 2730 2873 
Bill Lu +852 2848 5214 
 Charlie Chan +852 2848 5636 
S. Korea 
Keon Han +82 2 399 4933 
 Young Suk Shin +82 2 399 9907 
Sung Hee Lim +82 2 399 4937 
Taiwan 
Jasmine Lu +852 2239 1348 
 Tim Hsiao +852 2848 1975 
Sharon Shih +886 2 2730 2865 
Grace Chen +886 2 2730 2890 
 Terence Cheng +886 2 2730 2873 
Internet / Media 
China 
Richard Ji +852 2848 6926 
Jenny Wu +852 2848 6708 
 Philip Wan +852 2848 8227 
 Lisa Yuan +852 2239 7107 
Carol Wang +82 61 6279 8494 
 Candy Lin +86 21 2326 0153 
Semiconductors 
S. Korea 
Keon Han +82 2 399 4933 
Young Suk Shin +82 2 399 9907 
Software & Services 
India
Vipin Khare +91 22 2209 7765 
 Gaurav Rateria +91 22 2209 7160 
TFT-LCD
Taiwan 
Frank Wang +886 2 2730 2869 
 Jerry Su +886 2 2730 2860 

MATERIALS 
Building Materials 
India
Akshay Soni +91 22 2209 7151 
 Pratima Swaminathan +91 22 2209 7158 
Chemicals 
India
Vinay Jaising† +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 
S. Korea 
Harrison Hwang +82 2 399 4916 
 Kyle Kim +822 399 4994 
Materials 
China, Taiwan 
Charles Spencer† +65 6834 6825 
 Mean Phil Chong +65 6834 6194 
Sandy Niu +852 2239 1520 
 Kevin Shi +852 2848 6947 
India
Nillai Shah +91 22 2209 7157 
S. Korea 
Charles Spencer +65 6834 6825 
Hyunjae Lee +82 2 399 4850 
Metals & Mining 
Australia 
Craig Campbell +61 3 9256 8936 
 Cameron Judd +61 3 9256 8904 
 Sarah Lester +61 3 9256 8436 
India
Vipul Prasad +91 22 2209 7807 
 Ketaki Kulkarni +91 22 2209 7925 
 Kalpesh Makwhana +91 22 2209-7171 

PROPERTY
Australia 
Lou Pirenc +61 2 9770 1569 
 Todd McFarlane +61 2 9770 1316 
 Chhai Ung +61 2 9770 1317 
China / Hong Kong 
Derek Kwong +852 2848 7221 
 Angus Chan +852 2848 5259 
 Coral Ching +852 2848 1735 
 Daphne Liang +852 2848 5614 
 Theo Cheng +852 2848 5973 
India
Sameer Baisiwala +91 22 2209 7830 
 Saniel Chandrawat +91 22 2209 7810 
 Arunabh Chaudhari +91 22 2209 7159 
ASEAN 
Melissa Bon +65 6834 6745 
 Brian Wee +65 6834 6731 

TELECOMMUNICATIONS 
Australia 
Mark Blackwell +61 3 9256 8959 
China / Hong Kong / Taiwan 
Navin Killa† +852 2848 5422 
 Gary Yu +852 2848 6918 
 Vanessa D’Souza +852 2239 7687 
Yvonne Chow +852 2848 8262 
 Vincent Wu +852 2848 5657 
India
Vinay Jaising +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 
S. Korea 
John Kim +82 2 399 4936 
 HyunTaek Lee +82 2 399 9854 

UTILITIES
Australia 
Mark Blackwell +61 3 9256 8959 
China / Hong Kong 
Simon Lee +852 2848 1985 
 Joseph Lam +852 2848 8210 
 Chapman Deng +852 2239 1588 
Helen Wen +852 2848 5438 
 Ivy Lu +86 21 2326-0031 
India
Parag Gupta +91 22 2209 7915 
 Saumya.Srivastav +91 22 2209 7084 

DATABASE 
Asia/Pacific 
Corey Ng +852 2848 5523 
 Crystal Ng +852 2239 1468 
† Regional Team Leader 



68

M O R G A N  S T A N L E Y  R E S E A R C H  

February 24, 2010 
Investment Perspectives — US and the Americas 

Sector by Country 
CONSUMER DISCRETIONARY 
Agriculture 
India 
Nillai Shah +91 22 2209 7157 
Automobiles 
China 
Kate Zhu +852 2848 6843 
 Bin Wang +86 21 2326 0024 
 Kevin Luo + 852 2239 1527 
India 
Binay Singh  +91 22 2209 7819 
 Anosh Koppikar +91 22 2209 7062 
S. Korea 
Sangkyoo Park +82 2 399 4846 
 Hyunjae Lee +82 2 399 4850 
Consumer/Retail
ASEAN 
Hozefa Topiwalla +91 22 2209 7808 
 Divya Gangahar +65 6834-6438 
Australia 
Martin Yule +61 2 9770 1582 
Richard Barwick +61 2 9770 1684 
Thomas Kierath +61 2 9770 1578 
India 
Hozefa Topiwalla +91 22 2209 7808 

Girish Achhipalia +91 22 2229 7170 
 Kalpesh Makwhana +91 22 2209-7171 
Greater China 
Angela Moh† +852 2848 5405 
 Penny Tu +852 2848 5874 
 Jessica Wang +852 2848 5887 
Dennis Tao +852 2848 7136 
Robert Lin +852 2848 5835 
Lillian Lou +852 2848 6502 
 Dan Wang +86 21 2326 0021 
 Jessica Wang +852 2848 5887 
S. Korea 
Kelly Kim +82 2 399 4837 
 Jenna Mok +82 2 399 4938 
Hotels 
India 
Parag Gupta  +91 22 2209 7915 
 Saumya Srivastav +91 22 2209 7084 
Media  
Australia 
Andrew McLeod† +61 2 9770 1591 
 Ben Holgate +61 2 9770 1671 

ENERGY
Clean Tech / Fertilizer 
China / Hong Kong 
Sunil Gupta† +65 6834 6732 
 Sophie Lu +65 6834 6718 
 Pey Herng Yap +65 6834 6742 
Oil & Gas 
Australia 
Stuart Baker† +61 3 9256 8929 
 Philip Bare +61 3 9256 8932 
Mark Blackwell +61 3 9256 8959 
China 
Wee-Kiat Tan +852 2848 7488 
 Sara Chan +852 2848 5292 
 Josh Du 852 2239-7593 
India 
Vinay Jaising† +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 

FINANCIALS 
Banks 
ASEAN 
Matthew Wilson† +65 6834 6746 
 Samantha Horton +65 6834 8975 
Roger Lum +65 6834 6743 
Australia 
Richard Wiles +61 2 9770 1537 
 Glen D’souza +61 2 9770 1658 
 David Shi +61 2 9770-1187 
China 
Minyan Liu +852 2848 6729 
 Eric Mak +852 2239 1568 
 Edmond Law +852 2239 1830 

Hong Kong 
Anil Agarwal† +852 2848 5842 
 Daniel Shum +852 2848 8168 
India
Anil Agarwal +852 2848 5842 
Mihir Sheth +91 22 2209 7073 
 Mansi Shah + 91 22 2209 7820 
S. Korea 
Joon Seok +822 399 4934 
Sara Lee +82 2 399 4836 
 Gil Woo Lee +82 2 399 4935 
Taiwan 
Lily Choi +852 2848 6564  
Bruce Chou +886 2 2730 2875 
Insurance 
Australia 
Scott Russell + 61 2 9770 1536 
China 
Ben Lin +852 2848 5830 
 Crystal Wang +852 2239 7827 

HEALTH CARE 
Australia 
Sean Laaman +61 2 9770 1559 
 James Rutledge +61 2 9770-1659 
Greater China 
Bin Li +852 2239 7596 
Sean Wu +852 2848 5649 
 Christopher Lui +852 2239 1883 
India
Sameer Baisiwala +91 22 2209 7830 
 Saniel Chandrawat +91 22 2209 7810 
 Arunabh Chaudhari +91 22 2209-7159 

INDUSTRIALS 
Capital Goods / Shipbuilding 
China / Hong Kong 
Kate Zhu +852 2848 6843 
Andy Meng +852 2239 7689 
 Kevin Luo + 852 2239 1527 
Capital Goods
India
Akshay Soni +91 22 2209 7151 
 Pratima Swaminathan +91 22 2209 7158 
 Arunabh Chaudhari +91 22 2209 7159 
Singapore 
Conrad Werner +65 6834 6744 
 Miang Chuen Koh +65 6834 6169 
Cement / Glass / Auto Components / Property / 
Steel 
Akshay Soni +91 22 2209 7151 
Ashish Jain +91 22 2209 7156 
 Pratima Swaminathan +91 22 2209 7158 
 Arunabh Chaudhari +91 22 2209 7159 
Taiwan 
Jeremy Chen +886 2 2730 2876 
Jenny Tsai +886 2 2730 1724 
 Yunchen Tsai +886 2 2730 2871 
Mid Cap 
China 
Lin He +86 21 6279 7041 
 Ying Guo +86 21 2326 0018 
Transportation & Infrastructure 
Regional 
Chin Y. Lim† +65 6834 6858 
Sophie Loh +65 6834 6823 
 Chin Ser Lee +65 6834-6735 
China 
Edward Xu +852 2239 1521 
 Tommy Wong +852 2239 1523 
Australia 
Philip Wensley +61 2 9770 1583 
 Michael Rudland +61 2 9770 1136 
 Julia Weng +61 2 9770 1197 
Andrew Moller +61 2 9770 1148 

INFORMATION TECHNOLOGY 
Hardware Components 
China / Hong Kong 
Jasmine Lu +852 2239 1348 
 Tim Hsiao +852 2848 1975 
Grace Chen +886 2 2730 2890 
 Terence Cheng +886 2 2730-2873 
Bill Lu +852 2848 5214 
 Charlie Chan +852 2848 5636 
S. Korea 
 Sung Hee Lim +82 2 399 4937 

Taiwan 
Jasmine Lu +852 2239 1348 
 Tim Hsiao +852 2848 1975 
Sharon Shih +886 2 2730 2865 
Grace Chen +886 2 2730 2890 
 Terence Cheng +886 2 2730 2873 
Internet / Media 
China 
Richard Ji +852 2848 6926 
Jenny Wu +852 2848 6708 
 Philip Wan +852 2848 8227 
 Lisa Yuan +852 2239 7107 
Carol Wang +82 61 6279 8494 
 Candy Lin +86 21 2326 0153 
Semiconductors 
S. Korea 
Keon Han +82 2 399 4933 
Young Suk Shin +82 2 399 9907 
Software & Services 
India 
Vipin Khare +91 22 2209 7765 
 Gaurav Rateria +91 22 2209 7160 
Solar Devices 
Sung Hee Lim +822 399 4937 
TFT-LCD
Taiwan 
Frank Wang +886 2 2730 2869 
 Jerry Su +886 2 2730 2860 

MATERIALS 
Building Materials 
India 
Akshay Soni +91 22 2209 7151 
 Pratima Swaminathan +91 22 2209 7158 
Chemicals 
India 
Vinay Jaising† +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 
S. Korea 
Harrison Hwang +82 2 399 4916 
 Kyle Kim +822 399 4994 
Materials 
China, Taiwan 
Charles Spencer† +65 6834 6825 
 Mean Phil Chong +65 6834 6194 
Sandy Niu +852 2239 1520 
 Kevin Shi +852 2848 6947 
S. Korea 
Charles Spencer +65 6834 6825 
Hyunjae Lee +82 2 399 4850 
Metals & Mining 
Australia 
Craig Campbell +61 3 9256 8936 
 Cameron Judd +61 3 9256 8904 
 Sara Lester +61 3 9256 8436 
India 
Vipul Prasad +91 22 2209 7807
 Ketaki Kulkarni +91 22 2209 7925 
 Kalpesh Makwhana +91 22 2209-7171 

PROPERTY 
Australia 
Lou Pirenc +61 2 9770 1569 
 Todd McFarlane +61 2 9770 1316 
 Chhai Ung +61 2 9770 1317 
China / Hong Kong 
Derek Kwong +852 2848 7221 
 Angus Chan +852 2848 5259 
 Coral Ching +852 2848 1735 
 Daphne Liang +852 2848 5614 
 Theo Cheng +852 2848 5973 
India 
Sameer Baisiwala +91 22 2209 7830 
 Saniel Chandrawat +91 22 2209 7810 
 Arunabh Chaudhari +91 22 2209-7159 
ASEAN 
Melissa Bon +65 6834 6745 
 Brian Wee +65 6834 6731 

TELECOMMUNICATIONS 
Australia 
Navin Killa† +852 2848 5422 
 Vanessa D’Souza +852 2239 7687 
China / Hong Kong / Taiwan 
Navin Killa† +852 2848 5422 
 Gary Yu +852 2848 6918 
 Vanessa D’Souza +852 2239 7687 
Yvonne Chow +852 2848 8262 
 Vincent Wu +852 2848-5657
India 
Vinay Jaising +91 22 2209 7780 
 Mayank Maheshwari +91 22 2209 7821 
 Surabhi Chandna +91 22 2209 7149 
S. Korea 
John Kim +82 2 399-4936 
 HyunTaek Lee +82 2 399 9854 

UTILITIES 
Australia 
Mark Blackwell +61 3 9256 8959 
China / Hong Kong 
Simon Lee +852 2848 1985 
 Joseph Lam +852 2848 8210 
 Chapman Deng +852 2239 1588 
Helen Wen +852 2848 5438 
India 
Parag Gupta +91 22 2209 7915 
 Saumya.Srivastav +91 22 2209 7084 

DATABASE 
Asia/Pacific 
Corey Ng +852 2848 5523 
 Crystal Ng +852 2239 1468 

† Regional Team Leader 
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Europe
Director of Research 
Rupert Jones +44 (0)20 7425 4271 
Associate Director of Research 
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Juliet Estridge +44 (0)20 7425 8160 
Product Development & SSC 
Ben Britz +44 (0)20 7425 3055 
Fergus O’Sullivan +44 (0)20 7425 6404 
Management 
Mitzi Frank +44 (0)20 7425 8022 
Sarah Waugh  +44 (0)20 7425 8154 
Media Relations 
Sebastian Howell +44 (0)20 7425 5324 

MACRO 
Equity Strategy 
Teun Draaisma +44 (0)20 7425 6600 
Ronan Carr +44 (0)20 7425 4944 
 Edmund Ng +44 (0)20 7425 1449 
 Matthew Garman +44 (0)20 7425 3595 
Graham Secker +44 (0)20 7425 6188 
 Catharina Luebke-Detring  
   +44 (0)20 7425-1437 
Jonathan Garner +44 (0)20 7425 9237 

Economics  
Joachim Fels +44 (0)20 7425 6138 
 Manoj Pradham +44 (0)20 7425 3805 
 Spyros Andreopoulos

+44 (0)20 7677 0528 
Elga Bartsch +44 (0)20 7425 5434 
Melanie Baker +44 (0)20 7425 8607 
 Cath Sleeman +44 20 7425-1820 
Daniele Antonucci +44 (0)20 7425 8943 
Oliver Weeks +44 (0)20 7677 6302 
 Alina Slyusarchuk +44 20 7677-6869 
Pasquale Diana +44 (0)20 7677 4183 
Tevfik Aksoy +44 (0)20 7677 6917 
Mohamed Jaber +971 4 709 7105 
Michael Kafe +27 11 507 0891 
 Andrea Masia +27 11 507 0887 
Valuation and Accounting  
Juliet Estridge +44 (0)20 7425 8160 
Derivatives and Portfolios
Guy Weyns +44 (0)20 7425 7979 
Neil Chakraborty +44 (0)20 7425 2571 
Christian Kober +44 (0)20 7425 2025 
Praveen Singh +44 (0)20 7425 7833 

Sectors 
CONSUMER DISCRETIONARY/ 
INDUSTRIALS 
Aerospace & Defence 
 Rupinder Vig +44 (0)20 7425 2687 
Autos & Auto Parts 
Adam Jonas  +44 (0)20 7425 2177 
David Cramer +44 (0)20 7425 7944 
 Edoardo Spina +44 (0)20 7425 0664 
Business & Employment Services 
Jessica Flounders +44 (0)20 7425 8985 
David Hancock +44 (0)20 7425 3752 
 Mikko Ervasti +44 (0)20 7425 3893 
Capital Goods 
Guillermo Peigneux +44 (0)20 7425 7225 
 Vidya Adala +44 (0)20 7425 2044 
 Kasedith Vardhanabhuti 
   +44 (0)20 7425 6235 
Leisure/Hotels 
Jamie Rollo +44 (0)20 7425 3281 
Vaughan Lewis +44 (0)20 7425 3489 
  Alex Davie +44 (0)20 7425 9867 

CONSUMER STAPLES 
Beverages 
Michael Steib +44 (0)20 7425 5263 
 Eveline Varin +44 (0)20 7425 5717 
Food Producers/HPC 
Michael Steib +44 (0)20 7425 5263 
Mark Christensen +44 (0)20 7425 5392 
Erik Sjogren +44 (0)20 7425 3935 
 Audrey Borius +44 (0)20 7425 7242 

Tobacco
Eileen Khoo +44 (0)20 7425 4754 

ENERGY/UTILITIES 
Oil & Gas  
Theepan Jothilingam +44 (0)20 7425 9761 
James Hubbard +44 (0)20 7425 0749 
 Matthew Lofting +44 (0)20 7425 5915 
 Haythem Rashed +44 (0)20 7425 4405 
 Sasikanth Chilukuru +44 20 7425-3016 
Matt Thomas +44 (0)20 7425 5387 
 Katya Shiro +44 (0)20 7425 7049 
 Marina Zavolock +44 20 7425-5354 
Oil Services 
Martijn Rats +44 (0)20 7425 6618 
 Rob Pulleyn +44 (0)20 7425 4388 
Utilities 
Bobby Chada +44 (0)20 7425 5238 
 Nicholas Ashworth +44 (0)20 7425 7770 
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