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On September 22™ 2008, Mitsubishi UFJ Financial Group announced it had decided to'take an equity
position in Morgan Stanley. In the same announcement’s press release MUFG stated it would obtain
approximately a 10 to 20% interest in Morgan Stanley’s equity and would send at a minimum one
executive director to be on Morgan Stanley’s Board. According to various media sources the deal was 15
decided in 4 days. Although, when the equity offer came in from Morgan Stanley on September 19"
2008, the firm’s reaction was clearly different. The CEO of MUFG Nobuo Kuroyanagi, who was just
settling into his position as head of the firm, stepped up to the negotiation table, and within the allotted

. . d
response time, on the morning 22"

of September, before the New York Stock Exchange open eastern 20
standard time, had came down with a conclusion with a select team of staff members, hammering out

the amount of equity that could be provided to Morgan Stanley and decided that an inspection of more
detailed due diligence condition could be ironed out later on.

25
MUFG had three main points in terms of how they came to'the decision regarding;the Morgan Stanley
deal. The first was that the Federal Reserve (FRB) had decided to recognize and allow Goldman Sachs
and Morgan Stanley in becoming Bank Holding Companies under the Bank Holding Company Act.
By coming under the supervision of the FRB, if unpredicted conditions were to occur, the firms could 30
be supplied easily with funds and for MUFG this meant the ability to have a form of governmental
guarantee. The second point was that among the securities firms, Morgan Stanley had most precise
and publicly announced data on'its positions relating to sub-prime loans. The fact that although the firm
was holding roughly $10.3 billion in sub-prime assets, MUFG was comforted by the fact that these 35

assets were seen as being completely hedged, something that was not the case when Merrill Lynch was

absorbed into Bank of America, where the firm later posted $8.89 billion in lost due to credit exposures.'”
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And lastly, the firm had the investment surplus to be able to provide the funds. Through steadily
accumulating its capital base, MUFG had wanted to target a deal that: firstly could, to a certain extent,
participate in the management decision, and secondly that could strengthen the firms Investment
Banking Division on a global bases. At the time, MUFG had approximately ¥8.2:trillion in Tier One
capital, and a buffer of around ¥2 trillion that had been allotted to equity that would be for strategic
investments.”) In reality, Morgan Stanley actually had approached Mizuho Corporate Bank first, but
due to the Merrill Lynch equity offering, it came to light that Mizuho had to decline the offer and this
demonstrated the vast differentiation in capital resources between the two Japanese firms that had arisen

over the past few years leading up to the financial crisis.

The Change to preferred shares

Unfortunately, between the time of the announcement of the equity offering to the time the funds were
actually paid, Morgan Stanley continued to receive destructive damage as a result of the global financial
crisis. MUFG at the time of the first announcement stated that the firm considered the conditions for
common stake, voting rights and dividend payments of the preferred shares and yet under the situation of
Morgan Stanley’s share price taking on a different approach was necessary. But by the time the execution
of the actual deal on October 13", the deal was changed to an all preferred shares stockholding. Typically,
preferred share are more resilient to decreases in price of share floated in the market and shareholder gains

the benefit of being able to avoid having to post losses due to a drop in share price.

Originally, Mitsubishi UEJ Financial Group envisioned an all-common equity, voting share deal, but
the day after the deal announcement, Morgan Stanley’s share price continued to take a pounding and so

MUFG faced a dilemma of upon taking the equity position, instantaneously receiving a large capital loss.

On September 29", the firm restructured the deal so that MUFJ would get $3 billion in common equity
at $25.25 per share, and $6 billion of preferred convertible shares at $31.25 per share.”’ This was a
preferred condition scenario for MUFG because although the preferred shares had no voting rights,
they would obtain preferred right to receive a 10% dividend off the shares, which allowed the firm to
avoid any capital losses that may occur due a further drumming of Morgan Stanley’s stock. However,
with the market becoming increasingly wary of Morgan Stanley, and the market had already begun to
reprise and readjust Morgan Stanley stock as if MUFG would withdraw the equity offering. Regardless
of the best efforts of both firms to douse the flames of these rumors, by October 10", Morgan Stanley’s
tumbled to end of the day trading price of $9.86. ToMUFG this was disadvantageous environment, and
insisted to Morgan Stanley that the terms and conditions be further restructured, which lead to the final

conditions being decided upon on October 13"

[2] According to Nikkei Shimbum “MUFG s resolve”, September 28™ 2008.
[3] Allfigures taken from MUFG and Morgan Stanley’s Press Releases
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The contents of the final conditions were as follow: MUFJ would receive $7.8 billion worth of
convertible shares at $25.25 a share. And an additional no voting right CB structured preferred shares
of roughly $1.2 billion. Looking at it from MUFG’s position, the equity amount, and future percentage
of voting rights had not changed, but market to market impairment due to capital loss were avoided. On
top of that, the firm expanded the amount that they would receive in terms of preferred dividends, and
also had the advantage of being able to take in the profits upon converting the debt into shares. MUFG
conditions had vastly improved, by contrast it can be said that Morgan Stanley was in a distressed
position and was simply a case of no matter what the firm would have to give up they could not pass up
this opportunity. At this point MUFG and Morgan Stanley relieved that there was a high probability
that Morgan Stanley would receive bailout funds from the American government;in order to promote
stabilization of the firms capital and with the end conditions, even if this was to occur, under normal
conditions the voting rights position would be diluted by the amount the government would insert
into Morgan Stanley, and so it was to avoid this situation that MUFG stated was the main rationale
for stepping up the deal in the shape of non-voting shares. Although within Japanese media circles, it
was made clear that MUFG explicitly desired an arrangement by which the two firms would merger
part if not all their Japanese securities’ operations, the equity deal did not include any condition nor

announcement that such a deal was in the pipe works.”

According to MUFG, they were going to execute the transaction on October 14", but instead transferred
the funds one day early on the 13", It was due to this early completion that took the markets by surprise
and helped in having the American Equity markets to recover with an aggressive upward reaction to the
extent that Morgan Stanley’s share price was up 87% in just the first trading day. In'the eyes of MUFG,
if Morgan Stanley could turn the firm around an improve its financial results in the near future, then
the share price would further rebound and MUFG would convert the CB preferred shares and Morgan
Stanley would - for all tense and purposes - become part of Mitsubishi UFJ Financial Group, completing

the original vision MUFG had embarked upon entering into this deal.

Change in the Scenario

Since the time of the bubble in the Japanese economy, Japanese firms have continually attempted to
purchase overseas assets, having had a long legacy of failures, which have been attributed to many reasons
from not having the technical managerial knowledge to not being able to control local staff appropriately.
The ultimate issue that remained for Japanese financial firms was with the Global financial crisis and a
chance to reemerge on the global stage, could the firms actually extract the value from any of the deals

they may perform whether it be in the form of equity stakes or full on acquisitions?

[4] FujiSankei Business. October 15" 2008. “Mitsubishi UF.J, one step towards the World, Morgan Stanley Equity Executed.”
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It can be said for MUFG, being able to get “results” from this tremendous investment of $9 billion was
the ultimate conundrum. To the firm, if they were unable to take away from the deal the know-how that
a budge bracket investment bank and be able to leverage the synergy gain from it’s own brokerage unit,
then the deal would.go down in history of simply being a sponsorship of robust Japanese money. And
with MUFG having long history of struggling to develop its brokerage and securities divisions being

simply an equity participant in Morgan Stanley was not an option.

Under its umbrella was Mitsubishi UFJ Securities, which at the time of the deal was the fourth ranking
domestic wealth management firm in term of client assets and the firm was a creation born out of
multiple small cap brokerage firm and severely lack any network to overseas investor, particularly
institutional investors. It was apparent that although the firm held a large customer base, there was a
serious deprivation of being able to provide clients with not only the right volume of services but quality
within its product lines. With the firm possibly merging it operations with Morgan Stanley, on most
measurement, it would be able to achieve the position of top domestic securities firm. From a strategic
standpoint, this merger was an absolute must and ultimately the firm was unwilling to concede on being

able to deliver on its investment.

Unfortunately, the attack upon the world by the financial crisis, started to emit certain minuet changes
in the coming to shore of world economic landscape. With this coming of the tides also caused MUFG
to begin to alter its ideal scenario it had edged out originally. First and fore most, the bank neglected the
effects of sub-prime on Japanese banking corporations. The scenario at the time of injecting Morgan
Stanley with $9 billion'in return for Convertible Preferred share was perfectly logical at the onset of the
financial credit crunch. However, as the crisis continued, it became apparent that the credit problems
and eventual contagion effect into the private sector, caused a massive break to be pushed on the world
economy and the private sector started to show depletion of operating value and the eventual falling into
the red of many firms. As a result, Japanese commercial banks and MUFG being no exception, which
had a tremendous amount of cross-sharing of its clients equity, was forced to put up impairment losses
on those equity positions. On top of this, Morgan Stanley in June of 2009, upon deciding it desired to
pay back the TARP funds, did a public issuance of $2.2 billion, and in order for MUFG to maintain it’s
20% stake-holding was required to purchase 20% of the issuance, which put further stress on liquid
capital within the bank. To resolve the situation and as an unexpected twist, MUFG was forced to have
an equity issuance of its own of ¥1 trillion (roughly $16 billion) in November of 2009. As an even more
ironic twist Morgan Stanley proudly took on the main book running for the deal, and pocketed millions

in fees.

It was within this turbulent time, that MUFG officially announced in March of 2009 that the firm would
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consolidate Morgan Stanley’s much desired Japanese operations. Shortly after, on June 30" of the same
year, the firms announced a more concrete plan regarding an alliance within its international operations.
The alliance had a four-pronged strategy: firstly the merger of the Japanese operations, secondly
cooperation within:their corporate finance division, thirdly customer referral program within the
commodities area, and lastly talent exchange programs. In terms of the corporate finance area, MUFG
and Morgan Stanley established an equal equity joint venture called Morgan Stanley MUFG Partners
with the main objective of the project to have the two firms develop syndicate loans and underwriting in
the North America and European markets. Regarding commodities, MUFG would leverage its strong
customer basis in Japan to provide commodities products to retail investors where Morgan Stanley held

a strong competitive advantage.”

This agreement and alliance was not limited to just MUFG and Morgan Stanley. Almost all of the
large Japanese financial institutions were once again attempting to take a hold of overseas assets. And
yet, by the time the firms had realized the change in currents, the positions of overseas institutions had
already rapidly changed. By June of 2009, Goldman Sachs and JP Morgan among others had already
proceeded in reimbursing the US government and:paying off their TARP loans. With both, firms not
only having a strong rebound in profits, but also having the capacity to issue new equity and still being
able clearing regulatory restriction regarding capital, it would not be an overstatement to suggested that
these firms were back to full capacity. When one compares the Japanese firms that took nearly 8 years
to pay back their government bailout move in the late 90’s to the American institutions during this crisis,
the effectiveness and necessity for speed was completely different between the two markets. With the
provocation of the global financial crisis, the European and American firms were pushed to the brink,
but were bailed out before the firms even attempted to raise the white flags and this might have been one

factor to why the effect of the crisis was relative weak on these financial institutions.

Mizuho’s decision in January of 2008 handing over ¥130 billion to Merrill Lynch and with MUFG also
coming in and injected ¥900 billion into Morgan Stanley in September, it was under this glimmer that the
media started to rehash the idealism of the bubble era of the late 80’s and early 90’s where “Japan Money”
had come to the rescue. However, this fantasy was quickly blow away by not only the rapid recovery
of the American firms, but also by a newly adopted regulations on capital requirement by the Japanese

authorities, that once again put the frailty of the Japanese financial institutions back into the spotlight.

Miscalculation of MUFG

Even though Morgan Stanley had an unexpected recovery to profits, MUFG’s biggest miscalculation

was how much pressure the after shocks of the sub-prime loan problem had on the quality of capital in

[5] Nikkei Shimbum, October 4th 2008. “Mitsubishi UFJ Securities, Morgan Stanley Japanese Operations are considering
merging,” page 4.
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the Japanese financial sector.

Approximately only a half a year after the Lehman shock, the six largest banks in Japan all fell into the
red in their March 2009 yearly financial results. The most dominant cause for the large deterioration in
profits was that the shock from Lehman’s bankruptcy had extended not only through the financial markets
but also to the real economy as if the breaks had been severely slammed onto the world economy. It was
perceive originally that with Japanese financial institutes holding relatively low volumes of sub-prime
loan assets the impact from the financial crisis would be relatively low. However with the world economy
worsen, the financials of the firms that the commercial banks had financed also deteriorated and in turn
these firms share prices began to decline. As an effect of this decline in financee’s financials the amount of
troubled assets that had to be accounted as write downs increase, but also the cross sharing of these firms
began to eat away at the bank’s capital. MUFG’s bottom line comparative to the previous yearly results
was a ¥893 billion yen wide decrease which resulted in losses of ¥256.9 billion. Furthermore, in terms of
troubled assets, the amount compared to the previous year had balloon to 4 and half times to ¥390 billion

yen, and a lose in invested stock of ¥566.4 billion yen. (Exhibit 5)

The miscalculation did not end here. As a result of the financial crisis, in order to maintain the stability
of the global financial system, capital markets began to put extensive pressure on the health of assets of
financial institutions. More specifically, at the focal point of this financial health analysis is a firm’s Tier
1 Equity ratio, which is calculated by a firm’s remaining common equity and retained earnings after
removing preferred share securities (narrow definition of core tier 1). This definition began to change as
the international rules and standards of what was regarded as *“Core equity” were being reevaluated. In
terms of the standardization of Core Tier 1, low quality equity such as preferred securities and preferred
share holding that Japanese banks had grown over the years made these institutions to be perceived as
having lower equity ratios compared to their overseas counterparts and as a result of this, many analysts

and the market in general began to raise concerns over Japanese banks.

On top of this negative observation by the markets, MUFG also encountered an incident that blind sided
the firm and rehashed concerns about Mitsubishi UFJ Securities internal executions. In April 2009,
as MUFG was already preparing to completely merge Mitsubishi Securities operations with Morgan
Stanley’s Japanese unit, a scandal had percolated at Mitsubishi Securities. One of the employees at the
firm illegally removed 1.48 million personal customer’s information from the internal data system and
had sold about 50,000 customer’s private information to a third party. This resulted in the Securities
arm of Mitsubishi to be severely reprimanded by the Financial Council and was:ordered to improve
its operational system. The firm responded to the scandal by giving a gift coupon of 10,000 yen

(roughly $85) to every customer that had their information illegal taken and were unable to undertake
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transactions with institutional investors for an allotted period until the reliability of the firm could be
returned.” This incident, which exposed the fragility of the compliance system of the Frankenstein like
compilation of multiple small to.mid size securities firms which was Mitsubishi UFJ Securities, but
more concerning was within the clients information that was leaked were several clients that had been
introduced to the securities arm by the commercial bank of MUFG and it began clear the lacking of

responsibility between the connection of the bank and the brokerage units.

Finally as previously stated, when Morgan Stanley raised equity for the purpose of returning the
TARP funds, MUFG in order to maintain their 20% equity position in Morgan Stanley had to further
its investment in the giant US investment bank by an additional ¥42 billion. It was this combination
of destruction of it’s capital due to an unexpected decline in profits along with an unforeseen add-on
investment expense and the pressure from capital markets regarding the firms quality of capital that lead
the firm to have no choice but to raise capital. On November 30" of 2009, MUFG raised a staggering ¥1
trillion yen in equity in order to strengthen its financial position. Not only MUFG but also many of the
other Japanese financial firms began to rush to raise addition capital in what the Economist called: “ The
doctor receiving treatment™”! During the turbulence of the financial crisis after Lehman’s bankruptcy,
the decision to inject $9 billion dollar of preferred shares into the troubled Morgan Stanley was a sound
decision. However with Morgan Stanley’s dramatic recovery coupled with MUFG’s internal and

external dilemmas, created a large swing in the negotiation balance of power between the two firms.

Drastic Re-consolidation in the World Financial Service Market
extending to a Shake up in the Japanese Brokerage Market

One of the largest movers during the last few years in terms of major international merger moves has
actually of all firms been Barclays. The firm was one of the largest and oldest banks in England, and
had slowly creped into the top tier region of major indexes for investment banking during the early
2000’s. The firm longed to remove the stigma that it was a bond house and merely an old retail bank.
Barclays decided to pull the trigger on going aftert ABN AMRO, a large Dutch retail bank, and mid-
tier investment bank, on March 19" 2007. The firm offered a $91 billion dollar tender-off in an all stock-
for-stock deal. The deal was also conditional on ABN selling off its LaSalle Bank unit for $21 billion to
Bank of America. Barclays was concerned about the American bank of LaSalle and its exposure to the

US real-estate markets.™

RBS’s Chairman Sir Fred Goodwin reacted strongly to it’s head rival in Britain but setting up a

consortium in the form of a special purpose vehicle (SPV) that was jointly created by RBS 38.3%, Fortis

[6] Nikkei Shimbum, May 20th 2009. “Large Banks three layered suffering”. Page 4.
[7] Financial Times, November 18th 2009. “MUFG to issue new shares and delay US deal”
[8] Daily Deal, July 24" 2007. “Barclays Sweetens ABN bid”.
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33.8% and 27.9% by Santander. Each member in the consortium wanted different parts of the ABN
AMRO organization with RBS wanting to boast its European and American investment banking units,
Santander wanting to grow a stronger market share in its Latin American retail business, and Fortis was
hurrying to grow its-asset base in Europe. Eventually, the shareholders of ABN AMRO accepted the
consortiums’ offer, which was almost 90% in cash for a staggering $100 billion dollars, becoming the

largest financial merger in history.

Barclays although its ego was damaged for not being able to close the deal remained relative cash
flushed and had the flexibility to.issue fresh capital when needed. The so-called winners did not have
such prosperous pastures. Firstly, RBS had to digest the massive amount of debt it had to put up in
order to get ABN AMRO?s investment banking unit, and when it came to light that ABN AMRO and
its trading units had heavy exposure in CDS that eventually went sour, this coupled with RBS’s own
capital issues, the firm eventually could not keep solvent and had to except a 20 billion pound bailout
from the British government and remains technically 76% nationalized and has not turned a profit
since the merger. Fortis Bank met a similar fate, having large exposure itself to the financial carnage,
the firm’s stock price plummeted 63% over the next year after the merger and eventually needed to
be bailed out by the Belgium government. In a deal hammered out with the governments of Belgium
and Luxembourg, BNP Paribas paid 14.5 billion euros ($20 billion) for Fortis's operations in those
countries, as well as its international franchises; which was ironically less then Fortis paid to land ABN
AMRO. The banking and insurance operations of Fortis were spilt so that BNP could absorb only the still
solvent banking units. By picking up the Fortis valuable units, BNP has now become the largest banking
franchise in Europe by deposits: One cost to BNP is that under the terms of the agreement, the Belgian
and Luxembourg governments became shareholders of BNP Paribas, with stakes of 11.6 percent and 1.1
percent, respectively. The Belgium government also gained two seats on the BNP Paribas’ board."”

Barclays, after the AMRO deal went south, decided to become more focused on its strengths in investment
banking, (typically well over 40% of revenues have come from BarCap (Barclay’s Capital)). As previously
stated, the consequences of not buying ABN AMRO left Barclays with an even more desirable suitor
a year later, Lehman. When the prestigious investment bank began to hemorrhage capital over the
summer of 2008, Lehman furiously opened up negotiations with multiple suitors, however with most
firms beginning to feel the pressure of the reduction in asset prices, no one was left to save the 4" largest
investment bank except Barclays and Bank of America. Bank of America deciding to cut off negotiations
with Lehman and came to the conclusion that Merrill Lynch was a more appropriate partner, this left
Barclays as the sole dance partner. Barclays made a calculated decision not to pick-up the exposure to all
$600 billion of Lehman’s assets because the US government was not willing to back-up and take on any
of the firm’s toxic-assets unlike the offer given to JP Morgan in purchasing Bear Sterns. Barclays only

had to wait until the Tuesday the 16" of September after Lehman Filed for Chapter 11, to be able to buy-up

[9] New York Times, October 7th 2008. “BNP Paribas to Buy Part of Lender”
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Lehman’s American unit for a mere $2 billion and with almost no exposure to Lehman’s imploded trading
assets. Barclays became in reality one of Wall Street's top three investment banks overnight. The firm in
effect, bought the Lehman's core business for 0.5% of the market value it had the previous year (2009) at
£45 billion ($67.5 billion). Tt also meant taking over a-balance sheet of just $75 billionirather than the $600

billion involved if it had taken over the whole of Lehman."”

The other benefactor to Lehman’s debacle was Japan’s largest securities firm Nomura. The firm was
able to land both Lehman’s equities and investment banking operation in the regions of Europe and
Asia. In both deals, Nomura only acquired Lehman's business operations and employees, not its risky
assets and debts. Which unlike the Barclays deal; without buying assets, Nomura could not take over
Lehman's client accounts. It was estimated that the overall cost for technical systems and the salaries of

the employees resulted in a cost of roughly $225 million.""

With the dust settling on the financial crisis over 2009 and into 2010, it seemed to be that the moral of
the story was that “patience is a virtue”. Barclays has seen revenues in America strengthen and the firm
has become a mainstay on most league tables involving American transactions. On the other hand, the
media’s reaction to Nomura purchasing Lehman has been mixed to say the least. The firm did receive
praise for pulling the trigger and in theory beating out Barclays and Standard Chartered for the European
units, but has been scrutinized for not having the resources nor the competency to tackle personnel
problems and to create synergy between London and Tokyo. The firm guaranteed salaries for 3 years
to all ex-Lehman employees at a price of nearly $2 billion and has been able to make Nomura’s equity-
trading business to become the third biggest on the London Stock Exchange, although Lehman’s unit
had been for a long time on top of most trading league tables. There has also been pressure for the firm
to integrate the employee’s into the Nomura corporate decision-making process, such as putting an ex-
Lehman western investment banker and appointing them to a managerial position. The firm perceived at
the time of the transaction that with Lehman’s vast network of client relationship over Asia and Europe,
the ability to tap these corporate networks would be the most valuable asset that Nomura could reign in.
Post Lehman, Nomura has been trying to also penetrate into the American market, the firm leveraged
it media exposure and has recently, been increasing head-count in America furiously doubling it in just
over a year from 755 to 1455 employees."” And yet with the firm being able to compete for a larger array
of deals in the advisory services the firm has still continue to post losses from it’s wholesale divisions
(2010 2Q ¥33 billion, approx. $392 million) in 2010."” With Nomura desiring to push harder into the
international arena, ironically the size of the firm’s asset base by not having an established retail bank
to help in coordinating financing could become Nomura’s biggest issue. The deficiency in large balance

sheets like a Bank of America or JP Morgan, has sparked the investment media community to suggest

[10] The Evening Standard, September 17" 2008. “Barclays in swoop for the US arm of Lehman”
[11] Deal Daily, September 23" 2008. “Nomura land Lehman’s Asian Assets”

[12] According to Nomura Securities Investor Relations page.

[13] Results according to Nomura’s March 2010 Financial Reports
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Nomura needs to link up with a strong bank, such as Mizuho, or a bank in the US to be able to utilize and

truly execute the deals that the ex-Lehman investment banker are able to bring in with the proper support.

With Nomura pushing ahead in the firms aspirations to become a truly international:player, the domestic
players within the Japanese domestic financial services market have also gone through a massive

readjustment and repositioning.

Japanese Financial Arena

Along with the internal changes that occurred since Morgan Stanley and MUFG decided to link hands,
there have also been various external changes within the competitive environment of the Japanese
domestic financial service industry, which has had a large impact on MUFG. The Japanese banking
sector is in reality a three horse race. Under the umbrella of the three main financial groups: Mizuho
Financial Group, Sumitomo Mitsui Financial Group, and Mitsubishi UFJ Financial Group, are the three

core commercial banks of Mizuho Bank, SMBC, and Tokyo Mitsubishi UFJ Bank.

All three of the major banks have developed and operate trust companies and other non-bank units, but
the face of domestic securities industry is greatly different then the commercial banking sector. The
three largest securities firms in terms of asset under management have been traditionally the so called
“independent” firms of Nomura, Daiwa, and until recently the subsidiary of Citi group Nikko Cordial,
with the mega banks’ securities division of Mitsubishi UFJ Securities, Mizuho Securities lagging behind
this main pack. These along with strong international powerhouses like Goldman Sachs also'inthe mix,
the three mega banking corporation have never really been able to create traction within this operating
area. While Japan has always been an economy built on indirect finance, and with debt issuances or
other debt like instruments competitive realm, the Securities arms of the banks have traditional been
able to create significant presence, however in areas such as equity issuing, or M&A advisory service,
global investment banks and the strong independent domestic securities firms have always been able
to strong arm the big three out of these areas of business, and being able to penetrate into those lines of

business has been a long standing issue to the powerful commercial banks.

With the raging storm of the global financial crisis, the presence of the Japanese banks relatively
increased, and it was thought that with MUFG being able to tie itself with Morgan Stanley, that even
within the Mega Banks, MUFG had been able to take a significant lead. But with the unexpected and
rapid recovery of Morgan Stanley and the bank’s:own meltdown in capital and revenue, Sumitomo

Mitsui Banking Corporation came out of the blocks with a strong offensive.
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To almost symbolize how MUFG’s issues had taken a turn for the worse, in May of 2009, SMFG
announced that they had successfully acquired Nikko group from CitiGroup. (Actual completion was
October 2009). Citigroup had announced in January as part of its restructuring plan, in the wake of the
financial crisis, it desited to sell-off non-core operation due to its massive capital;shortfall, which left
the firm for all tense and purposes as a ward of the state. Within the Japanese assets that were to be
divested, most significantly were the wealth management brokerage of Nikko Cordial, and the wholesale
unit of NikkoCiti. With a competitive edge of having one of the most revered domestic customer bases,
and with NikkoCiti having a well refined know-how and grooming retained from the advisory services
of Citigroup on the block, a long hard fought battle incurred between the three dominant commercial
banks, with SMFG coming out on top with the best offer. With a bid that was well above the original
estimates for the Japanese unit, SMFG threw down an offer of ¥545 billion yen (roughly $6.2 billion).
The firm explained the rational for the bid as “Based on historical pricing, they anticipated a net income
of ¥30 to ¥35 billion yen ($340 million to $395 million dollars) per annum, and worked out with a
comparative PER, this was an appropriate standard.” ¥ Originally out of the massive consolidation and
multiple mergers that occurred in the early 2000’s, SMFG, while being very efficient and profitable,
it had a comparative large gap from the other two.commercial juggernauts in terms of scale, and was
often regarded as trailing third in the pack. The firm also had an almost non-existent scale in securities,
and lacked a strong trust bank operation; where it had been laggard in establishing a comprehensive
competitive advantage. It was for these exact reasons that when the Nikko deal came to the forefront,
the firm wanted to at all costs, even if that meant having to putting up a seemingly out of budget bid, not

to avoid the danger of letting this deal slip into the grasp of another group.

With the Nikko Group deal going to SMFG, MUFG took a hefty handed shock. Until 1998, when Nikko
Group became a part of Citigroup, the firm had a very strong relationship with MUFG (specifically the
former Mitsubishi Bank), and this led many analyst and spectators to believe with the history and capital
firepower that MUFG possessed, the firm would have the upper hand in the auction for Nikko. With the
inclusion of Morgan Stanley’s Japanese operations, if MUFG had been able to include Nikko into it’s
group, the impact on the makeup of the domestic securities industry would have been unprecedented
and just the thought of not being able to bring that to fruition was extremely disappointing to the group.
At the same time, with this set back, the necessity for the completion of the merging of the Morgan

Stanley Japanese unit became even more pressing.

On the other hand, SMFG also had a massive turn of events. Up until acquiring Nikko Securities, in
order to supplement its weak position in the securities region, the group had been aligned with the
second largest player Daiwa Securities. In 1999, with an equity position of 60% to Daiwa and 40%

to SMBC, the two firms created a joint venture called Daiwa SMBC, which was mainly in charge of

[14] Diamond Weekly, July 4" 2009. “Heated in the Fighting for Nikko, Major Battle by Banks and Securities Firms,” pages 32-36.

10

15

20

25

30

35

40

11 91-11-11268



10

15

20

25

30

35

40

covering wholesale clients. The ability of SMBC to introduce corporate clientele to Daiwa SMBC was
absolutely pivotal to its success. It became clear with the purchase of NikkoCiti, that was primarily a
player in corporate client coverage; SMBC had desired to obtain a security firm that it could hold as
a 100% subsidiary. With the redundancy and overlapping of NikkoCiti and Daiwa-SMBC, Sumitomo
Mitsui had strongly intended to merge the two operations, and upon the absorption of NikkoCiti, they

pressed Daiwa to rethink its equity position in the Joint venture.

But unfortunately, as a result of the pressure SMFG placed on Daiwa, the two firms announced
the annulment of Daiwa SMBC,on September 10" 2009."" The scheme ended with SMFG selling-
back its 40% equity position to Daiwa, and Daiwa taking the unit on as a wholly owned subsidiary.
Although, SMFG attempted and targeted a completion of the merger of Daiwa SMBC and Nikko to
create the largest domestic investment bank in Japan, Daiwa rejected the idea. It was stated by Daiwa’s
management that, with remitting the wholesale investment banking unit, and having SMFG take on a
majority stake hold in the joint venture, the firm felt that their was a dangerous chance that Daiwa would

be entirely absorbed into SMFG.

As a result, Daiwa elected, after a 10-year marriage by joint venture, to call it quits with SMBC.
Although, SMFG’s hand was soared from the originally laid out plan having taken a setback, by looking
at it on the flip side, the firm did indeed solve its long unfulfilled desire to have a subsidiary in the
securities industry, and with having a 100% stake in Nikko, and in turn the chance for the firm to utilize
the investment bank to it’s strategic fullest. SMFG was also able to pocket ¥200 billion ($2.2 billion) for

divesting in the Daiwa SMBC joint venture.

The outcome of the global financial crisis was a consolidation of the financial service industry, not just
overseas, but within Japan itself, and lead to SMFG taking holding a consolidated subsidiary, and in
effect greatly strengthen the management of the group as a whole. In contrast, MUFG had, which at one
point been a fully consolidated subsidiary, began the process of tracing its securities platform back to a

joint venture.

Morgan Stanley’s Recovery and Change in Business Model

With the only two surviving Investment Banks, Morgan Stanley and Goldman Sachs, becoming bank
holding companies and more so having the firms brand and pride tarnished due to having to not only
take $10 billion in US tax payer’s money, but also needing further funding from private enterprises.
Goldman struck a quite lucrative and expense deal with Warren Buffett for $5 billion in preferred shares

with a 10% dividend rate attached. To put it into perspective that would be by October 2010, Goldman

[15] Financial Times, September 10™ 2009. “Daiwa SMBC — more consolidation in Japan”
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would have to pay roughly $1 billion dollars in dividends to Buffet alone. Morgan Stanley also having
struck a similar deal with MUFG for a total of $9 billion with an almost identical 10% dividend kicker,

leading these two firms to reevaluate and redesign its business model for the post-Lehman era."®

Morgan Stanley’s movement towards more stable Cash Flow

Through the drubbing the firm undertook during the crisis, their was a strong movement within the firm
to reevaluate how risk was perceived and to see if their were any opportunities to develop a business
model that could create a more stable cash flow and one that it could leverage the firms strengths in
commodities, corporaté’debt and equities cash."” Furthérmore the firm had previously had the highest
leverage on the street, even more so then the now non-existent Bear Sterns and Lehman Brothers
with over 33% and 35% respectively. Although this high leverage was seen to be caused primarily by
proprietary trade, where the firm along side the investor, invests it own capital to leverage trades and
boast profits. As the newly appointed CEO of Morgan Stanley James Gorman stated: “Leverage kills”,
and this mind set seemed to become a standard that Morgan Stanley had taken away from the financial
crisis."® In order to shiftaway from Proprietary trading and at the same time not to destroy shareholder’s
wealth by simply divesting and becoming a smaller the firm, the firm decided to take advantage of a
change in the market positioning and to attempt to funnel and enhance its trading in commodities and

fixed income. This move meant enhancing the fee driven business of Retail Brokerage.

The firm had since the merger with Dean Witter, had been a strong player within the Wealth
Management industry, and by 2008 had created a brand and firm that included an army of brokers of
over 8,000 strong and a total of $707 billion in client assets. The firm had been steadily ranked in the top
10 of wealth management funds over the past decade, and yet due to many competitor having gapping
holes in their balance sheets’ and demise of many key rivals, Morgan Stanley with the new invigoration
of “Japanese money” and support of the US TARP money, sought to make stronger inbounds into this
market. To get a sense of the market and it rivals and the necessity felt by Morgan Stanley to make a
move in Wealth Management, according to 2007 ranking the top 10 wealth management firms in the
USA included: Merrill Lynch, Smith Barney (Citigroup), BOA, Wachovia, Morgan Stanley, Wells
Fargo, UBS, JP Morgan, Fidelity, Charles Schwab’s, and Wells Fargo.!"” This meant that as of October
2008, the industries number 1 and number 3 had merged with the fire sale of Merrill Lynch to Bank of
America, and the number 4 firms had been purchased by the number 10 largest, with the absorption of
Wachovia into Wells Fargo as of Qctober 3. Furthermore, JP Morgan had also strengthened its position
through the acquisition of Bear Sterns and the birth,of JP Morgan Securities. This meant'a massive shift

in the size and economies of scale of the major players within the industry. This shift also seemed to

[16] Forbes online, November 10" 2010. “Why Goldman Sachs Can’t Repay Warren Buffett”
[17] According to CEO’s comments at 2010 Annual Meeting with Shareholders

[18] Forbes online, November 8" 2010. “Morgan Stanley CEO: ‘Leverage Is A Killer™
[19] Referenced from Wall Street Journal Report.

10

15

20

25

30

35

40

13 91-11-11268



10

15

20

25

30

35

40

have a strong signaling of investor’s demand for a more balance and variety in portfolio diversification.
In order to maximize portfolio allocation, investors weary of the real estate market and the volatility
within the stock market, the need for portions of the portfolio made up of depository notes, or other
fixed income instruments that could be provided cheaply by wealth managers had affiliation with strong

commercial banks appeared to be the most vivid shift in the industry.

Although with the strong becoming stronger, a major consolidation had seemed to pass Morgan
Stanley by due to its own financial difficulties, and yet the wealth management industry also created an

opportunity that the firm could take advantage, this came in the form of Citigroups” Smith Barney.

Citigroup has been the un-refuted most famous banking conglomerate worldwide with operations in
over 100 countries, and one of the largest balance sheets of any of the banks in America. Citigroup was
probably the hardest hit within the financial crisis and received a total of $45 billion in bailout funds
from the US government, which in terms of equity size meant that the government owned roughly
36% of the firm. On top of this, the firm by December of 2008 had accumulated a total of $100.billion
losses in credit derivatives and-write-downs and posted more consecutive losses***With Citigroup’s
stock remaining stagnant at $2-3 compared from roughly $45 as late as the winter of 2007, coupled
with pressure from the US government to stabilize the firm’s balance sheet, Citi’s CEO Vikram Pandit
began to decide on which portions of the firm needed to be divested and the general strategy of the firm
was to attempt to re-strengthen itself and to reestablish itself as the strongest global commercial bank
in the world. This meant that firm’s Smith Barney in America and the Japanese unit of Nikko Cordial

brokerage arms became available for sale.

Purchase of Smith Barney

The purchase of the majority stake in Smith Barney was finalized and presented to investors on January
13", 2009. Morgan Stanley took ownership of 51% and Citi remained a 49% stakeholder of the Joint
Venture. This meant;that Citigroup would receive $2.7 billion in cash that it desperately needs to increase
its Tier 1 capital ratios.”" Morgan Stanley to have a majority representation on the Board of Directors of
the combined entity, with Morgan Stanley having four representatives and Citigroup having the remaining
two. The deal structure was designed to give Morgan Stanley the opportunity to increase its shareholding

and yet allowed for the firm to continue to offer products from both Citi and Morgan Stanley.

The joint venture meant that Morgan Stanley was to exchange its Core Retail, Private Wealth
Management and International, and Private Wealth Management arm, while Citi would be including

Smith Barney US, Quilter UK and Smith Barney Australia arms. The most intriguing portion of

[20] According to Report by Bloomberg, Revised July, 2010.
[21] According to Morgan Stanley Merge announcement presentation
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the deal to the market at the time was the increase in equity stake option that was entitled to Morgan
Stanley, the structuring meant that Morgan Stanley could take an additional 14% (increase stake of 65%)
as of 2012, an additional 15% (increase stake of 80%) percentage as of 2013 and the remaining stake by
2014. The general market reaction was that the deal made sense from both sides. For a cash strapped
Citigroup, it was able to obtain over $2.5 billion in cash, as well as being able to maintain a strong
equity position in the firms meaning it would still gain from revenue increases that would occur due to
any synergies that could possibly be born from forging with Morgan Stanley’s brokerage arm.*” On the
Morgan Stanley side, the firm much like Citigroup had taken a hard hit from the crisis and clearly did
not have the $5 billion or so that it would have potentially costs to purchase Smith Barney outright. And
yet the firm was able to create the world’s largest Wealth Management firm withyover $1.7 trillion in
client assets and overtook both Wells Fargo and Merrill Lynch (Bank of America) as number one in the
market. The overall expense synergy estimates from the firms were said to be roughly $1.1 billion, but it

was also estimated that merging costs could reach approximately $250 million or more.””

Raising Capital in Volatile Capital Market and Diversifying

Morgan Stanley with a daunting dividend payments looming due not only 10% due to the government,
but a similar rate on the investment from MUFG, which unlike the government money, had various
strings attached, utilizing strong 2009 quarter one earnings where the firms was able to create $3 billion
in revenue, and the media exposure and positive reaction of the newly formed MSSB venture which
upon completion would increase the Global Wealth Management unit’s revenue stream by $2-3 billion
per annum, to raise $4 billion in common equity. The firm originally planned to issu¢ $2.2 in common
equity, but according to the firm’s press release, investors’ demand was unexpectedly buoyant. This was
also followed by an unsecured debt issuance of roughly $4 billion. This was the first major issuance
by the firm since it became a Bank Holding Company and was part of a rush by most major financial
institutions to re-stabilize balance sheets and as a partial reaction to the stress test by regulators, testing
the appropriate amount of core capital that each of the 19 major institutions required in the event of a
similar downturn to.one they undertook less then 6 months earlier. This liquidity increase was in part to
pay-off the TARP funds, but also in order to balance the lost in liquid cash through the $2.7 billion the
firm would have to compensate Citigroup for the 51% share in Smith Barney. The firm then furthered it
financial positioning by issuing roughly $5.5 billion in unsecured corporate debt. Through these capital
raising actives and divestures in multiple divisions, the firm by the end of 2009 was able to lower its

leverage position from the highs of roughly 33% to a trough of 11%.”"

With the TARP money pay-off announcement on June 19" of 2009, the firm was not only to give

[22] Taken from Conference call to investor regarding Smith Barney Purchase. January 13" 2009.
[23] Bloomberg Businessweek, August 30th 2010. “Merrill Mauls Morgan Stanley in Brokerage Titan Clash”
[24] According to Conference call for Annual Financial Results, January 2010.
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itself the breathing room it needed, but also and more relevant was its ability to settle markets uneasy
regarding the whole reaction of the general public on how easily and without appropriate repercussions
the big banks were bailout. According to Morgan Stanley’s CEO, the government in the end pocketed a
return per annum of roughly 21% for the government from its investment in Morgan Stanley. With the
firm free to a certain degree from the shadow of the FRB, the firm turned to strengthen and reestablish
where the firm’s core business lay and attempted to strike a balance between risk, return and use of
their balance sheet. The firm desired to take advantage of operations that it could leverage scale and
effectively execute on a global level, while leaning up but dropping units that the firm felt it could
not take advantages of its core strengths. This led to the firm’s conclusion to cut loose the retail asset
management unit. The retail asset management market had too gone through multiple shifts in the trend
of the market and in reality although it used relatively little balance sheet exposure, in order to create
a large enough profit margin to make operations feasible, a certain amount of scale was necessary.
Morgan Stanley decided that it could not invest into the scale to rationalize attempting to create traction
in its operations and in October of 2009, strategically divested in this unit to Invesco, a mid-size asset
management firm, for $1.5 billion in cash and stocks. “I don’t think the banks necessarily still needed
the cash, but the combination of increasing capital and not viewing asset management as a core business
meant these deals still made sense,” was the statement by one analyst, and Morgan Stanley became the
fourth large bank to exit the retail asset management segment of the market.””’ With Bank of America
selling back the Columbia fund, and Barclay’s sell-off of its well established Barclay’s Investment
Partners to Blackrock for a staggering $13.5 billion, the deal also include it much praised ETF unit of
iShares.”" The general market reaction was relatively positive, because Morgan Stanley by establishing
itself as a dominant player in the wealth management segment with the acquisition of Smith Barney, the
firm was maintaining it position and strategic direction to strive towards a increasingly stable and low

leverage cash-flow business model.

When the dust settle on the year 2009, Morgan Stanley was able to in effect transition itself in terms
of: divesting a total of 3 units, strengthened its capital position greatly and capture a strong partner in
a market segment that from the effects of the crisis, had become an even more crowded space. And
finally was able to in total raise $13.5 billion in debt and equity, using it to pay back the bailout funds,
and stabilize its balance sheet to respectable leverage of roughly 18%. It appeared with all the transitions
during 2009, the deal with MUFG seemed to be put on the side-lines, but with many economist calling
for a “jobless recovery” and generally a long time before the engine of the American economy — “the
consumer” - could begin to fire on all cylinders once again, it can go without saying that management at

Morgan Stanley was:conscientious of the relevance and potential in strengthen its operations in East Asia.

[25] Bloomberg, November 10" 2010. “Morgan Stanley to Sell Invesco Stake After 28% Climb”
[26] IBID
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Background of the complex Joint venture scheme

On November 18" 2009, MUFG, and Morgan Stanley announced a re-haul of the overall restructure
of the Joint Venture: The new framework would be as follows: MUFG would establish a controlling
interest and overlook the M&A advisory unit and underwriting divisions, with the firm being called
MUFJ Morgan Stanley. The fixed-income and equity trading units would be removed from the scope
of the deal altogether, and the remaining operation would be in theory a cooperative unit with Morgan
Stanley Japan taking control of these operations. According to press releases, after the initial agreement
between the two firms, due to considerations over the original scheme’s structure, the organizations with
guidance from the Japanese Regulatory bodies readjusted the shape of the entities;and decided upon a

framework of two independent units being a more effective direction.

MUFG insisted that in order to optimize the merits of aligning with the Morgan Stanley franchise
that this change in the framework was necessary. It came to surface that the Regulator’s dilemma
was mainly driven by a problem of how to undertake and interpret risk management of the two firms.
According to the November' 18" Asahi Newspaper report, Morgan Stanley with-its headquarters in
New York as a main pillar, was running its trading book cross-border and operating all trading units
under one system. The article emphasized that because the trading unit of Morgan Stanley was running
a 24/7 unit throughout Japan, Europe and American capital markets, that if Morgan Stanley didn’t
retain managerial control of these trading books that risk management could be severely compromised.
And with regulators tightening up as a reaction to the crisis, the firms came to the collective decision
that in order to make the merger of the operations a reality readjusting this framework was necessary.
Unfortunately, as a result, the original unity of the two securities became an overlapping of systems

leading to possible competition in certain units. (Exhibit 1)

Future Issues and Developments

Although, the media-was a buzz as the two joint ventures start operations officially in May of 2010, both
firms have lingering issues that need to be resolved and hurdles that remain to be overcome. These key

issues can probably be broken-down into two main fractions.

Firstly, the two firms ability to correct overly complex operational and redundant operations. The fact
that the highly profitable equity.and fixed-income trading units have exactly the same line-up and
set-up previous to the merger still remains unsolved. Although, as the two operations cooperate with
each other, Morgan Stanley trying to acquire public issuance deals overseas, their will certainly be

unavoidable instance where customers will overlap and it remains unclear as to how they will handle
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deals when the two joint ventures compete. It can be pointed out that the chances of this creating an

ineffective and redundancy from an operational standpoint are high.

The second source:of concern is the Investment-Banking unit. According to the May 7" Nikkei
newspaper article, Mitsubishi UFJ Morgan Stanley would be receiving around 100 bankers from the old
Morgan Stanley advisory service team, and with the approximate 300 or so bankers from the previous
MUEF]J Securities, the Investment Banking arm would become the largest domestic team in terms of
scale. The problem lays in the fact that the bankers being sent over from Morgan Stanley have a massive
gap in terms of compensation and pay structure compared to the MUFG bankers, and the firm’s ability
to adjust and maintain key personnel from both sides remains to be seen. It may not,only be just an issue
of pay structures, as the two firms appear to have large variations on inter-firm culture, approaches
to deal structuring and lines of decision making. This is very much one of the major dilemmas that
Nomura is suffering from after attempting to digest Lehman Brothers’ European and Asia operations.
As well as the situation the bankers at Nikko’s Investment Banking unit face with the investment bank

being slowly integrated into SMBC.

With the historical legacy of Japanese financial firm’s attempts to move into foreign operations with lack
luster managerial proficiency and not being able to maintain or control local bankers still hanging over
like a dark shadow, the creation of a complex and confusing structure, many issues can be quickly and
sharply point to. Furthermore, compared to at the time of taking an equity position in Morgan Stanley,
the stock price has risen considerably. There are others that have pointed to a scenario of squashing the
whole alliance, sell back the shares in Morgan Stanley and take in huge profits in capital gains. Or simply
sitting on the equity position in Morgan Stanley and absorb a nice $900 million in dividend payment per
annum along with Morgan Stanley’s share price hovering above the strike price of $25.25, the bank has to

decide where is the optimal price range to convert the preferred shares into common equity.

Lastly, with the extensive movement in many of the domestic and international players in the market,
which strategy will be the most effective in creating a dent in the throne of Nomura within the domestic
market and which domestic player will be able to make inbounds into the international market remains

to be seen.
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Exhibit 1a: Joint Venture Scheme
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Exhibit 1b: Joint Venture Business Operations
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Exhibit 2a: Morgan Stanley Financial Results Summary Q1 2010

Kparr Erenr o Mearire Eyaded
by 31201 M 31, I1FD dure 20, 28 abrm L A0 e H 2RE
Penl reaerrre
berdrzvd B alas H 4532 1 544 L Lo ! DAEE =R
Lizzdl repal® Mareganad Crage STy LB R 211 2222
Sawd M sl L] T 1-!! | L2, =L
Inbmaervr] LB wezma i L3 - 1" -1
Caasl desd "mmmsren T b Iy T ¥ I:" T i - LT
—— =L
Pimad sy (e e sa gl vodag oguad b bedu lim
L R ) B % TEM ] ERE] E 2xEl L3 B % 158
el #oudle baw p panad Doy Al = ’t LhE 42
Ceomd By mpaeail = 1 pral] aw 451
hkaraprnl Ber valcms [ES "] 1 RL] T
Uians Sm) vomwe "o arpoag mea popaddoan labae ko £ "k H A | *Ed] E 4.1l L [t
Ircamas ke appd £33k e Mergaw Srsanday
[ BT, T ] i B 1151 B REET H ERiI + E
Grennd Sadln W #phedd e TE E i M aF
o ke el - 4 kL] 21 35
byl Fle e ad 1 13 2
LTI R RS TR e (1 A K A=t R E] EENTH = 1 Edh = HELT] by ) 1 ?-.L
b v e Oy el e SR sy e s * oA £l rad 4 RELH S L LR 2 1=
-ll-|j'_.pl' Enwcakam: ik
rcaTs ooz T ry sxekrs 5 a5 111 5 <] ef % s
O v r ] e & aX H Mminn 3 5 1M -] aH
CaTirgt = hos = shars & 21 H 142 H 5 157 % .
SR e e d B eed B
Frane s Fem s rire 2 s e & Ol H 103 H [REH ] H 1k HY by P
Moo r Pl e T e EY 04 & o H 15 H 1:k HY aT
Famweh s vl de e E ] B, " Ika = (AR H1 H ) ES i Ak
Source: Morgan Stanley Press Release
O . . .
Exhibit 2b: Morgan-Stanley Financial Results-Summary Fiscal Year 2009
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Exhibit 3: Morgan Stanley’s Revenue Stream Quarterly Breakdown
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Exhibit 4a: Morgan Stanley Balance Sheet as of November 2008
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Exhibit 4a: Morgan Stanley Balance Sheet as of November 2008
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Exhibit 4c: Morgan Stanley Balance Sheet Asset Side as of Sept. 2010
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Exhibit 4d: Morgan Stanley Liabilities and Equity Side as of Sept. 2010
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Exhibit 5a: MUFG Balance Sheet as of March 2009
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Exhibit Sb: MUFG Balance Sheet Debt Side as of March 2009
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Source: MUFG Press Release
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Exhibit 5c: MUFG Income Statement Fiscal Year 2008
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Exhibit 6a: MUFG Income Summary as of March 2010
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Exhibit 6b: MUFG Business Segment Summary March 2010
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Exhibit 6¢: MUFG Debt holdings
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Exhibit 6d: MUFG Tier 1 Capital Summary for 2010
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Exhibit 7: M&A Advisory Rankings from 2007, Transactions Involving Japanese Firms
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Exhibit 8: Financial Advisory M&A, Debt Issuance, and Equity Issuance Volume Trends
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Exhibit 9: Historical M&A Transactions Involving Japanese and Overseas Banks
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Exhibit 10: Summary of Japanese Three Mega Banks Operations and Size
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Exhibit 10: Citigroup Sale of Japanese Operating Units
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Exhibit 11: Series of Events involved in this Case

Chain of events leading up to Merging of Gperation
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Exhibit 12: Smith Barney Merger Expected Revenue to Wealth Management Segment
and Merger Scheme
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Exhibit 13: Morgan Stanley Share Price post Sept. 1* 2008
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Exhibit 15: Comparative Share Price of Japanese Financial Firm, Sept. 1% 2008
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