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REBUILD – Part II
We provide more details on our REBUILD
proposal. For background, please see Housing
Market Insights: REBUILD – What To Do About
US Housing, August 8, 2011.
We estimate 6MM properties at a current market
value of $700 billion are either currently REO, in
foreclosure, or more than 90 days past due. Any
program designed to address this backlog will need
to attract sufficient private capital and allow for bulk
sales. Our REBUILD proposal does just this.
The bulk sales component of REBUILD is critical,
as it must be able to scale yet align volumes with
existing operating capacity. We believe that
initially, sales are best pooled at the MSA level in
sizes that investors can operate efficiently, while
being able to grow with market development.
Lending facilities in REBUILD are also essential
to attracting private capital and boosting bid
prices. Reasonable levels of leverage can improve
investor demand and purchase power, resulting in
higher bids and faster program effectiveness, while
limiting credit risk.
We believe that any institutional investor lending
facility should structure loans to better match
investor needs while facilitating securitization or
other exits. Pools of single family rental properties
will look more like commercial rental portfolios, so
loan characteristics should match, including nonamortizing bullet structures with shorter maturities
than traditional residential mortgages.
We believe our REBUILD proposal balances the
interests and concerns of all stakeholders, while
remaining simple, feasible and implementable.
Initial components of our REBUILD proposal can be
implemented relatively quickly, and success can be
measured fairly easily.

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As
a result, investors should be aware that the firm may
have a conflict of interest that could affect the
objectivity of Morgan Stanley Research. Investors
should consider Morgan Stanley Research as only a
single factor in making their investment decision.
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located at the end of this report.
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On August 10 , the US Treasury, Federal Housing Finance
Agency (FHFA), and US Department of Housing and Urban
Development (HUD), issued a joint request for information
(RFI) seeking ideas to address the disposition of real estate
owned (REO) properties, specifically the potential transition of
such properties to rentals. This RFI, along the lines of our own
REBUILD proposal but more narrowly focused, addresses
REO properties (not foreclosures or delinquencies) held by
the GSEs and FHA (not banks or non-agency trusts).
However, despite that more narrow focus, the RFI has
created some momentum behind the idea of converting
distressed properties into rental housing in an effort to clear
the inventory backlog, as well provide additional rental
housing. At the same time, it has also brought up some
legitimate concerns about how such a program would actually
work. In this report, we directly address some of these
concerns and expand on our REBUILD proposal by providing
details on how we believe it would be best to implement such
a program.

Market Feedback
The feedback that we have received on our initial REBUILD
proposal, along with the conversations that we have had
regarding the RFI, have made it clear to us that the idea of
turning the backlog of distressed housing inventory into rental
properties is a good one, and receives considerable support
from both sides of the ideological spectrum. In fact, the
Neighborhood Preservation Act, a bill currently before the
House of Representatives, essentially proposes that same
idea: allowing FDIC-member banks and GSEs to rent out
REO properties for up to five years. This bill is not only a bipartisan sponsored bill, but it actually passed the House a
year ago on a bi-partisan vote, even though it has not yet
been taken up by the Senate. While it does not specify sales
to private investors, it does show that at least the rental
concept has broad appeal. In addition, the potential positive
impact on job creation and the ability to address rising rents
have also been well received.
That said, the implementation of this concept is where the
main concerns now lie, which can broadly be summarized in
two points:

1.

There is a concern that the solution will not be marketbased, and will instead see the GSEs and FHA become
landlords, operating a business that they have no
experience running, while growing their balance sheets
and extending the period before being reformed.

2.

The other concern is that the solution will be too
unregulated, creating a free-for-all for investors
purchasing properties at rock-bottom prices with little
concern for rehabilitation, while leaving the taxpayer out
in the cold when home prices recover and those
properties are sold at a profit.

While we agree that both of these concerns are legitimate, we
want to be clear that we are not proposing either one of them.
First, we are not proposing that the GSEs, FHA, or any other
government agency become the landlord in potential rental
properties. We believe that the operations of rehabilitating,
leasing and managing rental properties are best left to those
whose profession it is to do such work – namely real estate
investors. Second, we are also not proposing that the GSEs,
FHA, banks or anyone else simply have a fire-sale and give
up all financial upside without any restriction on what
investors can do with their newly acquired properties.
We believe the best solution lies somewhere in the middle,
and instead of focusing on what we don’t want, we think it’s
better to focus on what we do want, and figure out a way to
reach those goals. In this case, we believe that the goal
should be effective ownership and management of rental
properties, while retaining some upside for taxpayers if
everything works out and home prices recover. Interestingly,
most investors we talked to agree on both points – that they
would make better owners and landlords, but that if everything
works out, there will be enough of a return to pay part of it
back to taxpayers for providing this opportunity in the first
place. We offer more details on this idea in a later section.

Sizing the Problem and Solution
Before we get into the details of the proposal, we first identify
just how large this potential program could be, by looking at
the estimated number and value of REO, foreclosure and
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seriously delinquent properties out there. In Exhibit 1, we
show this breakout at the national level.

flipping while allowing investors the flexibility to manage
portfolios. We recommend no more than 5%. Limiting
flipping will ensure that properties do not simply all end
up as inventory again in only a few months.

Exhibit 1

The Size of the Problem Is Substantial
1

REO
Foreclosure
90+ Delinquent
Total

Count
500,000
3,160,000
2,340,000
6,000,000

Value ($Billions)
62.5
395.0
292.5
750.0

2

1. REO counts are difficult to estimate as reporting is limited and inventory is fluid. We
estimate 500K-750K units currently but use a conservative estimate to calculate value.
2. We estimate average market value at $125K per unit.
Source: FHFA, Morgan Stanley Research

Clearly, the sheer number of properties will require the
participation of a large number of investors to be successful.
But perhaps more importantly, the size of the problem in
dollar value means that in no uncertain terms, the amount of
capital required to move the needle is significant. We keep
these factors in mind while developing the details of our
proposal.

Details, Details
In proposing more specific guidelines for how to structure
other aspects of our REBUILD proposal, we believe it is best
to keep it simple. As with all restrictions on investor programs,
the more onerous the restrictions, the less likely the
participation of the investors, and therefore the lower the
effectiveness of the program. Moreover, we believe that it’s
useful to see what the market will bear, and propose minimum
requirements that are acceptable to most investors, so long
as they conform to stated goals. This allows the requirements
to simply prevent unscrupulous parties from taking advantage
of the program, instead of providing guidelines so strict that
they would impede the participation of more productive
investors. Over the next few sections, we provide details on
these guidelines and others using the framework we
previously created.

REBUILD: Redevelopment
We propose the following guidelines for the redevelopment
component of our proposal:
1.

2.

Minimum habitability standards based on a predetermined set of requirements that could include safe
and working appliances, plumbing and electrical systems,
along with clean carpets, paint and no structural damage.
A maximum percentage limit on home re-sales within the
first six months of a purchased pool to prevent excessive

3.

A tiered holding period schedule with maximum re-sale
percentages per year for a purchased pool up to five
years to help manage reintroduction of supply into the
market, if necessary. We suggest 10% in the first year
(including the 5% mentioned above), followed by an
equal share each year following. These percentages
would be subject to other program guidelines. Five years
is roughly the amount of time we project it otherwise
would take to clear distressed inventory and return to
supply/demand equilibrium.

While some may perceive minimum standards for
redevelopment to be a hurdle for investors to participate in
such a program, we believe it won’t prevent many investors
from actually being involved. We say this because several of
the institutional investors currently in the market are already
doing all of these improvements. Nearly all say that those
improvements are a minimum level of work and that often
additional redevelopment is done to command better rents. If
it is already in the best interest of the investor to make
minimum improvements to maximize rent, then this restriction
should not be much of a hurdle at all.
As for the holding periods and limits on flipping, the market is
helping to take care of this one as well, since flipping has
become more difficult now that home buyers are less plentiful,
while rental demand is growing. Most investors pursuing the
buy to rent strategy today already do not flip the great majority
of their purchases, because they see greater back-end HPA
once the market recovers. In fact, they usually have at least a
3-5 year target holding period, if not a perpetual rental
strategy. Again, what seems like a restriction is more of a
preventative measure.
Finally, to those who believe that restrictions of any kind
would limit investor participation, we say that this is not a bad
thing. We are trying to solve the issue of the distressed
housing backlog productively, while avoiding other negative
effects such as further degradation of housing quality or
prices.

REBUILD: Bulk Sales
The bulk sales component represents the core of our
proposal. While we provide expanded details, the majority of
the work for creating an implementable program will need to
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be focused here. For now, we recommend the following
guidelines:
1.

2.

GSEs and FHA would be required to adopt a bulk sales
program to complement, but not replace, existing sales
channels. This program will require that inventory be
made available for purchase at a pool level, with pool
sizes, locations and other characteristics to be
determined by investor demand.
We recommend that bulk sales initially occur at the local
(MSA) level to better align interests and capacity with
existing investors. As investor capacity and operational
abilities increase, bulk sales could expand in both size
and geographical area.

3.

We recommend a bidding process that allows investors
to have “eyes on site” for each property in the pool. This
would maximize information flow and therefore bid levels.
Agencies would provide all information they already
provide in the case of retail REO sales.

4.

Bulk sales would result in a full transfer of ownership and
operational rights to investors. We do not believe
agencies should become landlords. To address upside
participation for taxpayers, see the next bullet point.

5.

6.

7.

Upside participation for taxpayers should be structured
like a call option payout, not an equity-sharing
arrangement. This has the benefit of limiting additional
downside for taxpayers, while allowing for upside
participation if properties are sold at a profit, and being
simple at the same time. We recommend a payout as a
percentage of net profit above a certain strike, to expire in
10 years. If the property is held longer, the option would
expire as, effectively, that home would be permanently
removed from the oversupply of owner-occupied housing,
thereby benefiting the market as a whole. The actual
percentage and strike should be determined with the
input of investors, regulators and stakeholders, but not be
so onerous as to dissuade investors from participating.
GSEs and FHA would also be required to adopt a bulk
deed-for-lease program, in which pools of delinquent and
foreclosed borrowers would be offered deed-for-lease
opportunities as investors see fit. These respective
properties could then be sold in bulk to those investors
with tenants already in place. Details for this type of
program could be complicated and would need to be
evaluated separately from bulk REO sales.
Banks and non-agency trusts can set up bulk sales
programs as they see fit, but will not be required to

participate in any program. The hope is that increased
investor demand and higher bid prices would make it in
the best interest of other financial institutions to
implement their own programs.
The bulk sales component of our proposal should be viewed
as a natural extension of the level of investor activity that is
already in the market. In fact, the agencies are already
starting down this path, and initial bulk sales have already
been completed, albeit still on a very small scale. One
immediate benefit to bulk sales is removing the 6% broker fee
from the recovery value equation. Therefore, even if bids don’t
move, the taxpayer could recover a higher value.
The proposal that taxpayers retain some upside for GSE and
FHA sales is in recognition of the fact that they effectively
provided the original guarantees. In practice, the market
seems willing to address this concern as well – viewing it as a
tradeoff for the increased accessibility to distressed inventory,
and the headaches avoided from purchasing properties
piecemeal. Several investors that we’ve spoken to would
support this payout, so long as it is not excessive.
We admit that the bulk deed-for-lease program is ambitious,
and not likely to be an immediately implemented solution.
However, agencies have also initiated pilot programs along
these lines, so it is not inconceivable that scaling those
programs up could occur as a follow-up step to the initial
implementation of a bulk REO sales program.

REBUILD: Incentives
Before we go into details for the incentives part of our
proposal, we note that tax-related incentives would likely
require congressional approval. Given the gridlock in
Washington, we would not expect these proposals to make
their way quickly through the system. Also, as we are not tax
experts, we will not opine in detail about tax effects or
accounting treatments. Nonetheless, we believe they can be
beneficial to this program, and therefore we include a couple
of broad options here. Importantly, we note that any tax
incentive should serve the purpose of increasing investor
demand and therefore generating higher bids.
1.

Rental income generated from properties purchased
through the program would not be subject to income tax
for five years.

2.

Capital expenditures related to the redevelopment of
properties would be allowed to be taken as a one-time
deduction instead of being depreciated over time.
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REBUILD: Lending Facilities

could also go a long way in creating liquidity and moving
assets off of agency balance sheets.

Lending facilities are an integral part of our proposal. They
allow capital to be allocated more efficiently and investors to
increase their bids but still hit target returns, thus resulting in
better execution levels than would be available otherwise.

Cons: Seller financing from agencies would act as a
subsidy, making it effectively cheaper to purchase bulk
agency properties over those held by banks or nonagency trusts. This could put those liquidation values at a
disadvantage in the short term. While banks may be able
to provide their own seller financing, non-agency trusts
will not be able to do so.

We believe that any institutional investor loan is best
structured as a non-amortizing bullet loan similar to existing
commercial real estate loans, which would better match
investor needs and facilitate securitization or other exits.
There are four key lending facilities that could be considered.
We describe each below with pros and cons before making
our recommendation:
Lending Facility Options
1.

To facilitate lending to individual or smaller investors,
investor mortgages within certain guidelines could be
made to be QRM (Qualified Residential Mortgage)
eligible. Agency caps on investor properties for
individuals could also be relaxed.
Pros: Facilitates the non-agency and agency
securitization of investor mortgages that conform to
certain lending standards, thereby increasing the
availability of those mortgages.
Cons: If lending standards are too loose, investor
mortgages may result in higher credit-related losses.

2.

To facilitate lending to smaller investors as well as in
economic development areas, investor loans could also
be made to be CRA (Community Reinvestment Act)
eligible.
Pros: Facilitates lending in hard-hit areas that arguably
require more investor capital to address distressed
inventory issues.

4.

Another option for institutional investors would be a
private-public lending facility where private investors
provide the capital while a government agency provides a
guarantee for the senior part of the debt. In this case,
lending from the facility would be available to qualified
investors who purchase any distressed properties, not
just limited to those from agencies. Again, LTVs should
be conservative.
Pros: Lending would be more widely available to
investors without putting distressed properties on bank
and non-agency balance sheets at a disadvantage.
Cons: Requires a government guarantee, which would
put taxpayer dollars at risk, though with a significant
equity cushion on income generating properties
purchased at distressed prices.

Exhibit 2

Possible Capital Structures Assuming 50 LTV
100%
90%
80%
70%

Seller Financed
Debt

60%

Private Investor
Debt

50%

Cons: If lending standards are too loose, investor
mortgages may result in higher credit-related losses

40%
30%

3.

For institutional investors, one option for providing
leverage is seller financing on the part of agencies who in
our proposal would be required to participate in a bulk
sales program. In this case, the agency would finance the
senior part of the transaction at a fairly conservative LTV.
We recommend 50-65 LTV. The investor would pay the
equity component, then a coupon on the financed portion.
Pros: Seller financing is the simplest structure, in our
opinion, as the agencies already own these assets on
balance sheet. Potential securitization of such loans

Government Wrap
of Private Investor
Debt

20%

Private Investor
Equity

Private Investor
Equity

Seller Financing Model

Private-Public Model

10%
0%

Source: Morgan Stanley Research

Exhibit 2 shows potential capital structures for the facilities
described in options 3 and 4, but actual attach/detach points
for a government wrap would depend on market
requirements.
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Recommendations
For individual investors and smaller institutions, we believe
investor loans can be effective even if leverage is reasonably
low (<65 LTV) and limited to high credit borrowers. We see no
reason why investor loans should be explicitly excluded from
the QRM definition even if they are relatively safe, nor a
reason why agency investor loans to individuals should be
capped by quantity so long as buyers are able to put up
significant equity. Similarly, conservatively underwritten
investor loans in harder-hit areas that qualify geographically
for CRA lending could provide a boon to the recovery in such
areas without much downside. Therefore, we recommend
implementing options 1 and 2.
For institutional investors, the choices are a bit more difficult.
While seller financing could potentially be set up relatively
quickly, it would probably have a short-term negative impact
on the bids for non-agency and bank-owned distressed
properties. However, in the longer term, all property values
should benefit as competing inventory is removed from the
market. On the other hand, private-public lending would
benefit all sellers of distressed properties, but could take
longer to set up and face more push-back. At the end of the
day, we believe both lending programs should be pursued in
parallel, with the market determining the allocation and pricing
of capital.
Exhibit 3

Leverage Can Help Increase Bids
No Leverge
100,000
10,000
110,000

50 LTV at 5%
132,000
10,000
142,000

Gross Rent
Expense Ratio
Net Rent

14.5%
45.0%
8.0%

11.3%
45.0%
6.2%

Cumulative HPA
Exit Timing

40%
5 years

40%
5 years

9%

9%

Bid Price
Redevelopment Cost
Total Cost

IRR
Source: Morgan Stanley Research

In Exhibit 3, we illustrate the possible effect of leverage on a
generic investment using typical current market assumptions.
It is clear that leverage can have a large impact on potential
bid prices as investors aim for target returns. We understand
that not all of the additional purchase power will be used to
raise bids, but even if it is split between increased return and
purchase power, it can have a positive impact on sale prices.
We believe it is in everyone’s best interest to maximize the

selling prices so long as the leverage provided is safe. Other
government programs that have employed this type of
leverage, such as PPIF and TALF, have successfully
increased the value of distressed assets.

REBUILD: Diligent Oversight
The final part of our proposal is in the hands of the
government to determine which department or agency to best
oversee the program. However, we do have a few
suggestions on how to implement certain components:
1.

Oversight of redevelopment requirements, leasing and
holding periods can begin with self-reporting by investors,
followed by auditing from administrators. The sheer
number of properties sold will make it very difficult to
inspect each individual property efficiently.

2.

Oversight of fair housing laws, consumer protection
programs, lending guidelines, affordable housing rules,
etc., can be outsourced to the various departments
responsible for oversight today. Even without bulk
purchases, these departments would oversee such
issues anyway, so it makes sense to utilize existing
infrastructure.

Fortunately, regulators already exist to oversee various
participants in the sales process, and the fact that the
Treasury, FHFA and HUD have jointly sought this RFI speaks
to potential cooperation on program oversight. If banks are
also involved, the FDIC could potentially provide additional
regulation. Assuming program requirements are reasonable
and simple, oversight should not be a hurdle to success.

Measuring Success
One question that will be asked from the beginning of any
program will be how success is measured. In some ways, the
implementation of this program could lead to short-term
changes that appear to be counterproductive. One example is
that a pick-up in bulk sales would probably cause aggregate
home price indices to fall sharply because the mix will shift
substantially to distressed sales. We have argued that such
changes have nothing to do with actual home prices, but the
perception of declining prices will remain. One possible way to
address this concern would be to create ex-bulk sales indices.
Another more significant example is that the increase in bulk
sales could put downward pressure on non-distressed prices
if they are used for comps. This issue is more subtle, since
bulk sales would generally require a capital investment to
make the properties inhabitable, which should factor into their
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use as comps. It could also be addressed by labeling bulk
sales as such in the tax record, so that their effect on comps
can be discounted. That said, these properties would need to
be sold regardless, and if done so in an inefficient manner,
they could have an even greater negative impact over a
longer period of time.
Short-term fluctuations aside, we believe there are concrete
measurements that can be made to determine whether the
program is meeting its goals – remember that the ultimate
goal is to clear the backlog of distressed inventory as quickly
as possible with as little detriment to home prices as possible.
The easiest way is for sellers to track their transaction prices
on inventory, which they do already. Tracking these prices
over time (preferably at the local level and on a price per
square foot basis), would allow a measurement of the impact
on prices. The sales pace is even easier to track, as monthly
sales figures can be aggregated across participating sellers.
Finally, to ensure that redevelopment requirements, leasing
terms and other program guidelines are being met, simple
surveys of tenants who rent properties sold through this

program can be administered on a periodic basis. There is no
better place to get end user feedback than from end users
directly, all of whom could be accessible through participating
program investors.

Conclusion
While all parts of our proposal are important in our view, the
components related to bulk sales and lending facilities are
critical and point to the relationship between housing and
housing finance, which are inextricably linked. It is crucial that
any implemented solution get these two factors right.
Furthermore, given the size and scope of the issue at hand,
the successful implementation of any program to address the
backlog of distressed home inventory will be difficult. Taking
into consideration the various concerns of stakeholders – from
taxpayers to agencies to banks and investors – is no small
task. The feasibility of the program will also need to be
weighed against any particular interest or component. We are
confident that our proposal, if implemented effectively, would
benefit all at the expense of none.
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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
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Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning
of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.
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, methodologies, market events, or other factors.
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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 investment or strategy will depend on an investor's individual
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or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or
capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.
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 equity 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/instruments or derivatives of securities/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 securities/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, professionals in other Morgan Stanley business areas, including investment banking
personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of
associated expenses unless pre-approved by authorized members of Research management.
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.
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 incorporated 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 is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). 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.
Morgan Stanley is not incorporated under PRC law and the research in relation to this research is conducted outside the PRC. Morgan Stanley Research will be
distributed only upon request of a specific recipient. Morgan Stanley Research does not constitute an offer to sell or the solicitation of an offer to buy any securities in the
PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals, licenses, verifications
and/or registrations from the relevant governmental authorities themselves.
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities
related research reports only, Morgan Stanley Capital Group Japan 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. LLC, 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
Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private Wealth Management Limited, 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
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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 financial 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 Professional 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.
As 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 concluded 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 outcomes 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 exclusive 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/instruments is available on request.
9-2-11 po

10

MORGAN STANLEY RESEARCH

The Americas
1585 Broadway
New York, NY 10036-8293
United States
Tel: +1 (1)212 761 4000

© 2011 Morgan Stanley

Europe
20 Bank Street, Canary Wharf
London E14 4AD
United Kingdom
Tel: +44 (0) 20 7 425 8000

Japan
4-20-3, Ebisu, Shibuya-ku
Tokyo 150-6008
Japan
Tel: +81 (0)3 5424 5000

Asia/Pacific
International Commerce Center
1 Austin Road West,
Kowloon, Hong Kong
Tel: +852 2848 5200

