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Morgan Stanley

Reserves are Meaningfully Redundant

= Analysis of commercial insurers points to
redundancies of ~10-25% of Book Value

» Skeptical?
> YE 2001 deficiency estimated at $65 billion
> Through YE 2006 ~S50 bil. of adverse development
> Position at 12/06: ~$18 bil. redundancy

» Direction and Order of Magnitude

Note: For more details, please see our Risk Briefing publication - May 9, 2007 and October 4, 2007 editions
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Morgan Stanley

Reserves are Meaningfully Redundant

« MAD: Mutually Assured Destruction
> Insurers are stockpiling reserves

= Seeds of soft cycle being sewn...

» Three Outcomes:
> Status Quo
> Self Destruction
> Macro Shock

Note: For more details, please see Risk Briefing - October 4, 2007 edition

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com




Morgan Stanley

Reserves are Meaningfully Redundant

= What is an investor to do?
» 2 of 3 scenarios: choose company with largest stockpile

= BUT

» Declining earnings quality # multiple expansion
> Reserve releases = 3.1% of 2006 earnings®

> Reserve releases = 10.6% of 2007 earnings*®

> Reserve releases = 8.7% of 2008 earnings®

= Bottom line: Transfer of Shareholder Wealth

*Select commercial insurance companies
Source: Company Data, Morgan Stanley Research
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Morgan Stanley

Do Insurers manage earnings? You Decide

Reported combined ratios have remained stable...
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Morgan Stanley

Do Insurers manage earnings? You Decide

While premium rates have fallen...

Monthly Commerical Rate Changes
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Morgan Stanley

Do Insurers manage earnings? You Decide

= Question: The companies below are in which sub
sector of S&P 500
» A) Consumer Discretionary
> B) Consumer Staples
» C) Financial Institutions/Insurance
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Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com 7




Morgan Stanley

IASB: Fair Value i1s Coming

= |ASB : Fair value of liabilities is coming
» Discussion Paper issued Spring, 2007
» Comments....NOW!
» Exposure Draft in 2008
» Implementation in 2009

= Are we all on the same page?
> From the Fair Value of Liabilities, CAS 2004*

“The implementation of fair value may not actually move reported
results materially closer to economic reality.” ... “This is because claim
reserves are subject to considerable uncertainty, with significant
potential for estimation error, and this phenomenon does not disappear
with the adoption of fair value principles.”

“Of course, the use of fair values will move financial reporting closer to

underlying economic reality.”
y g y *Fair Value of P&C Liabilities: Practical Implications (CAS, 2004)

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com 8




Morgan Stanley

IASB: Fair Value i1s Coming

= Are we all on the same page?

» From Deloitte, Preliminary Views on Insurance
Contracts (August, 2007)*

“The approach proposed by the Board when valuing insurance liabilities
IS a market-consistent discounted best estimate of explicit liabilities
plus explicit risk and service margins.”

» Recommendation: Press for release of reserve ranges

*Preliminary Views on Insurance Contracts (Deloitte, August 2007)

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com




Morgan Stanley

Predictions

= Asbestos: More Topping Off

= Environmental: Forget-E-Not
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Source: Environmental Protection
Agency, Morgan Stanley Research
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Morgan Stanley

Predictions

= Environmental: Al Gore won the Nobel Peace Prize

DEMOCRATS

Kucinich, Dennis (OH) [ 100
Obama, Barack (IL) [ 100
Dodd, Christopher (CT) [ 100
Biden, Joseph (DE) [ 100
Clinton, Hillary Rodham (NY) [——— 71
Average Score [ 96

REPUBLICANS

Mccain, John (AZ) | 2°
Brownback, Sam (ks) [N 2°
Paul, Ron (TX) | 25

Santorum, Rick (PA)* [l 14
Hagel, Chuck (NE) [l 14
Frist, Bill (TN)* - 14
Hunter, Duncan (CA) O
Average Score [ 18

0 20 40 60 80 100

> An environmentalist
has a good shot at the
White House.

> Do those seem like
early warning signs?

Source: 2006 National Environmental Scorecard -
League of Conservation Voters (LCV), Morgan
Stanley Research
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Morgan Stanley

Disclosure Section

The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. Incorporated, and/or Morgan Stanley Dean Witter C.T.V.M. S.A. and their affiliates
(collectively, "Morgan Stanley").

Analyst Certification

The following analysts 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 receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: William Wilt.

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.

STOCK RATINGS

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan Stanley uses a relative rating
system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A rating system using terms such as buy, hold and sell is not equivalent to our
rating system. 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 Research, 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 investment 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 October 31, 2007)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-
weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, 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 recommendation; we correspond Equal-weight and Underweight to hold and sell recommendations, respectively.

Coverage Universe Investment Banking Clients (IBC)
% of Total | % of Rating
Stock Rating Category Count| % of Total Count IBC Category
Overweight/Buy 958 42% 313 44% 33%
Equal-weight/Hold 989 43% 312 44% 32%
Underweight/Sell 328 14% 85 12% 26%
Total 2,275 710

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com 12




Morgan Stanley

Disclosure Section

Data include common stock and ADRs currently assigned ratings. 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. 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 universe, 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.

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.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a quantitative
assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared with the past three years.
Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently
consider "more volatile" can still perform in that manner.

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 (1): 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 or MSCI Latin America Index; Europe - MSCI Europe;
Japan - TOPIX; Asia - relevant MSCI country index.

Stock price charts and rating histories for companies discussed in Morgan Stanley Research are available at www.morganstanley.com/companycharts or from your
local investment representative. You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research Management),
New York, NY, 10036 USA.

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com 13
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Disclosure Section

Other Important Disclosures

For a discussion, if applicable, of the valuation methods used to determine the price targets included in Morgan Stanley Research, and the risks related to achieving these targets,
please refer to the latest relevant published research on these stocks. Research is available through your sales representative or on Client Link at www.morganstanley.com and
other electronic systems.

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. The securities/instruments discussed in Morgan Stanley Research may not be suitable for all investors. 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 investment 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 companies mentioned where Morgan Stanley owns 1% or more of a class
of common securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities or
derivatives of securities 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 or derivatives of securities 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

Morgan Stanley and its affiliate companies do business that relates to companies/instruments covered in Morgan Stanley Research, including market making 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.

With the exception of information regarding Morgan Stanley, research prepared by Morgan Stanley Research personnel are 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 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, professionals 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 company of travel expenses for
such visits.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or 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 your securities transactions. Past performance is not
necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover page provides
the closing price on the primary exchange for the subject company's securities/instruments.

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. The reader should independently evaluate the investment risks and is solely responsible for their investment 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.

Bill Wilt, (212) 761-8589, william.wilt@morganstanley.com
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Disclosure Section

Other Important Disclosures

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 1992062987) 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 by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, 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, 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 Financial
Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets
Act 2000, research which has been prepared by any of its affiliates. Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International plc
representative about the investments concerned. In Australia, Morgan Stanley Research and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act.

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 wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale
customer who we are satisfied meets the regulatory criteria to be a 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 intended for Retail Customers as
defined by the QFCRA.

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 exclusive property of MSCI and S&P.
Morgan Stanley Research, or any portion hereof 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/instruments is available on request.
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