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B CDS Spreads Driving Stock Pricesin the Short-Term

Interms of MS & GS and the recent sell-off in their shares, if thisis not an issue of ww-ubs.comfinvestmentreseatch

liquidity like Bear Stearns, and not an issue of solvency like Lehman, we find it Glenn Schorr, CFA
disconcerting that the illiquid CDS market (or the rating agencies) can have so Analyst
much influence on the fate of these companies and alter the landscape of the glenn.schorr@ubs.com
brokerage industry. +1-212-713 2325
) Mike Carrier, CFA

B Macro Backdrop isWeak... Analyst
We get the bad earnings environment (ROEs will be anemic in the near term), bad michael.carrier@ubs.com
economy (global GDP growth is slowing), higher future funding costs, lower +1-212-713 2068
leverage, and we especially get the fact that the root of our problems (falling home Deborah Altman, CFA
prices, wide bid/ask spreads, rising unemployment) haven't changed. Associate Analyst
L . . deborah.altman@ubs.com

B .. .But Both MS& GSHave Strong Liquidity and Capital Positions +1-212-713 9439
Aside from the macro headwinds, both MS & GS have strong capital and liquidity Keith Murray
positions (both boosted liquidity in 3Q), the Fed and bank/broker lending facilities Associate Analyst
have expanded to cover just about the whole balance sheet, both firms have pre- keith-a.murray@ubs.com

funded their issuing needs for the next 6 months, and they have reduced bad asset +1-212-713 9433
exposures vs. tangible common equity (1.0x at GS, 1.4x at MS).

B Bank Deposits Are Not Necessarily a Cure All

We think investors should be focused on risk management and performance and
not just whether you have retail deposits (banks go out of business too last we
checked — and at this rate, following money fund redemptions, deposits could be
around the corner). In our view, alack of confidence and forced consolidation into
firmsthat are “too big to fail” can’t be the final solution/answer.

This report has been prepared by UBS Securities LLC

ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 3.

UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
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Overview

So tons of insanity in the markets, but in terms of MS & GS, if thisis not an
issue of liquidity like Bear Stearns, and not an issue of solvency like Lehman,
isn't this a bit disconcerting that the illiquid CDS market (or the rating agencies)
can have so much influence on the fate of these companies and alter the
landscape of the brokerage industry? We get the bad earning environment, bad
economy, higher future funding costs, lower leverage, and we especially get the
fact that the root of our problems (falling home prices, wide bid/ask spreads on
problem assets and rising unemployment) haven't changed, BUT both MS and
GS have strong capital and liquidity positions, the Fed and bank/broker lending
facilities have expanded to cover just about the whole balance sheet, both firms
have pre-funded their issuing needs for the next 6 months or so, both have
reduced their problem asset exposures (problem assets to tangible common
equity at GSis 1.0x, MSis 1.4x, while MER was ~3x and LEH was ~4x), have
priced remaining exposures at what we think are reasonable levels, and don't
have the same concentration risk issues that the others had.

Long-term, CDS spreads should matter as they will reflect incrementa funding
costs (and the brokers can't make money at current funding levels); short term
however, if you have the liquidity and capital to withstand the storm (and we
think both GS and MS do), why should CDS spreads be having such a big
impact on the stocks? We think the concern is that a falling stock price/wider
CDS spreads either has counterparties/clients pull and/or has the rating agencies
make more noise, but the group of 10 banks that formed the $70 hillion facility
probably aren't about to pull lines from each other. Plus, why should the rating
agencies react if liquidity/capital/balance sheets are OK (again, looks like
Lehman was a solvency issue, not just alow stock price). At the heart of these
issues is available funding, al in funding costs and the inherent mismatch of
short-term funding and longer duration, levered balance sheets. As Goldman put
it yesterday, this should be about risk management and performance and not just
whether you have retail deposits (banks go out of business too last we checked —
and at this rate, following money fund redemptions, deposits could be next).

Anyway, the world should really be concerned about this because if we continue
to squeeze the financial system's balance sheet and see fewer players in the
business, the available credit to corporations and hedge funds will shrivel up and
the cost of capital will continue to skyrocket across the board (should owners
stop lending out their securities and brokers stop facilitating shorting?). In our
view, alack of confidence and forced consolidation into firms that are “too big
tofal” can't be the final solution/answer.
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m Statement of Risk

Economic and geopolitical factors, regulatory and litigation issues, interest rates
and Fed policy, as well as market fluctuations and activity levels in the capita
markets could materially affect operating resullts.

m Analyst Certification

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

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

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

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

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage1 IB Services?
Buy Buy 57% 38%
Neutral Hold/Neutral 36% 35%
Sell Sell 8% 29%
UBS Short-Term Rating Rating Category Coverage3 IB Services”
Buy Buy less than 1% 31%
Sell Sell less than 1% 38%

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

the past 12 months.

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

within the past 12 months.

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

UBS 12-Month Rating

Definition

Buy
Neutral
Sell

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

UBS Short-Term Rating

Definition

Buy

Sell

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

because of a specific catalyst or event.

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

because of a specific catalyst or event.
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KEY DEFINITIONS

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

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

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

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are :

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

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

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

Additional Prices: Goldman Sachs, US$133.01 (16 Sep 2008); Lehman Brothers, US$3.65 (16 Sep 2008); Morgan Stanley,
US$28.70 (16 Sep 2008); Source: UBS. All prices as of local market close.
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Global Disclaimer

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

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

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

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

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

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