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Agenda

e The new credit environment

e Opportunities in corporate credit

e Qutlook
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The New Credit Environment

e Regulation: Greater regulation of hedge fund industry
expected

e [everage: Prime brokers likely to continue rationing available
leverage

e Liguidity: Moving from a capital-committed model to an
agency-based model

e Transparency: Greater demand for transparency of OTC
products, such as requiring credit-default swaps to trade on an
exchange
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Fixed Income Instruments
Risk Profile by Default Risk
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The Corporate Capital Structure
Order of Seniority

Senior

Bank Loans

Fixed Income
Investment-Grade Bonds ) >

High-Yield Bonds )
> Convertibles

Hybrids
Preferred Stock Y, R
~ Equity
, Common Stock
Junior _
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High-Yield and
Investment-Grade
Corporate Index
Spreads versus
Treasury Index
increased dramatically
in 2008.
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Unprecedented Dislocation in the Credit Markets

Spread vs Tsy (bps)
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Annualized Returns
1989 | 1990 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
US High Yield 42 | -4.3|34.6] 182 | 17.2]| -1.2 | 19.9]| 11.1 | 128 | 3.7 16 ]|-38]| 6.2 | -1.1 | 27.2] 108 | 2.8 | 11.6 | 2.2 |-26.2
US Investment | |, . | 7, | 150 | o1 | 124 | -33|216| 34 |104]| 87 | -19| 91 | 107|102 83 | 54 | 20 | 44 | 46 | 68
Grade Corps
US Treasury 143 | 87 | 1562 | 7.2 | 106 | -3.3 | 185 | 2.6 96 | 100 | -24 | 134 | 6.7 | 116 | 2.3 3.5 2.8 3.1 9.1 14.0
Convertibles | 125] -7.0 [ 32.4]| 214 | 18.1] -6.0 | 24.7| 159 | 196 [ 8.9 | 39.6 |-10.0| -4.4 | -8.6 | 27.1| 96 | 1.0 | 128 | 4.5 |-35.7

As of 31 December 2008
Source: Merrill Lynch/Bloomberg

High yield is represented by Merrill Lynch U.S. High Yield Cash Pay Index.
Investment Grade Corporate is represented by Merrill Lynch U.S. Corporate

Master Index.
Convertibles data was sourced from Barron’s.

*Returns for 2008 is for the Merrill Lynch All Convertibles VXAO Index.

U.S. Treasury is represented by Merrill Lynch U.S. Treasury Master Index.
The performance quoted represents past performance. Past performance
is not a reliable indicator of future results. Indices are unmanaged. The
figures for the index reflect the reinvestment of dividends but do not reflect
the deduction of any fees or expenses, which would reduce returns.
Investors cannot invest directly in indices.
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What’s Next?

Rising Corporate Bankruptcies
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As of 31 August 2008
Source: Moody’s, NBER
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Credit Spread' over Libor (bps)
3,500 1
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B Long-term Average 0 =
@ Current 2 3 - R 5
Investment-Grade Bank Loans High-Yield Converts
Fixed-Income Instrument Investment-Grade? Bank Loans® High-Yield* Converts®
Historical Recovery Rate'! 60% 70% 40% 30%
Assumed Current
1 40% 50% 25% 15%
Recovery Rate
Breakeven Default Rate’ 19% 76% 65% 86%
1. On a 5-year cumulative basis
2. Instrument, IG-11
Information is as of 12 March 2009 and is subject to change. Long-term 3. Instrument, LCDX10
average returns are for the time period 1990 — Present. 4. Instrument, HY-11
Source: Lazard Asset Management, Bloomberg. 5. Instrument, Converts ICRD (Implied Credit)
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2008: The Perfect Storm

e Equities collapsing

e Credit significantly wider

e Forced deleveraging and accelerated redemptions following collapse of Lehman’s Prime
Brokerage

e Temporary ban on short sales

e Enforcement of stricter collateral terms

Convertible Arbitrage Monthly Returns January 1998-December 2008
HFRX Convertible Arbitrage Monthly Returns (%)
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As of 28 February 2009

Source: Hedge Fund Research. The performance quoted represents past
performance. Past performance is not a reliable indicator of future results.
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Attractive Yields

Why Convertibles Now
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Convertible Yield (U.S.)

As of 9 March 2009
Source: Barclays
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Why Convertibles Now

Attractive valuations:

e Opportunity to take advantage of attractive valuations created as a result of significant
dislocation in the convertibles market associated with forced deleveraging and technical
selling

Attractive yields:

e Many convertibles are offering 30%+ yields that reflect distressed prices without

distressed fundamentals

Benefit from oversold credit markets:

e As the most oversold component of the capital structure, we believe convertibles offer the
most optimal vehicle to benefit from undervalued credit markets

Participate in equity upside:

e Holders of convertible bonds can still participate in the upside potential in the underlying
equity if the stock rallies

e At current valuations, many convertibles are offering this equity option at little or no cost

Supply/Demand dynamics favor new buyers:

e Extreme market conditions have forced several traditional buyers of convertibles out of
the market, making the current investment space an ideal market environment for new
buyers

Information and opinions presented in this report have been obtained or
derived from sources believed by Lazard to be reliable, but Lazard makes
no representation as to their accuracy or completeness. Information is as of 31 December 2008, and is subject to change.
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Characteristic Behavior of Converts in Different
Market Scenarios

Converts

e Participate 30% in the equity
upside

Up * Plus offer an attractive yield

e Offer an attractive yield
(currently averaging 15%)

Equity

Markets
e Pull to par!

e Participate 10% in the equity
downside

¢ Yield increases

e Pull to par increases!

1 Pull to par is the effect in which the price of a bond converges to par
value as time passes. At maturity the price of a debt instrument in good
standing should equal its par or face value.
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Conclusions

e We believe dislocation in the credit markets has created a wide
variety of attractive opportunities

e Active management, with rigorous fundamental and credit
analysis, is essential to understand relevant risk factors and
differentiate winners from losers

e Within the corporate fixed-income spectrum, we believe
convertibles are the most attractive asset class, as they offer
attractive yields in the short term and the potential to benefit
from a recovery in the equity markets in the long term
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Important Information

This presentation is for informational purposes only. It is not intended to, and does not constitute, an offer
to enter into any contract or investment agreement in respect of any product offered by Lazard Asset
Management and shall not be consider as an offer or solicitation with respect to any product, security or
service in any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or
unauthorized or otherwise restricted or prohibited.

An investment in bonds carries risk. If interest rates rise, bond prices usually decline. The longer a bond’s
maturity, the greater the impact a change in interest rates can have on its price. If you do not hold a bond
until maturity, you may experience a gain or loss when you sell. Bonds also carry the risk of default, which
is the risk that the issuer is unable to make further income and principal payments. Other risks, including
inflation risk, call risk, and pre-payment risk, also apply.

Past performance is not a reliable indicator of future results.

Australia: Issued by Lazard Asset Management Pacific Co., Level 39 Gateway, 1 Macquarie Place, Sydney
NSW 2000. Germany: Issued by Lazard Asset Management (Deutschland) GmbH, Alte Mainzer Gasse 37,
60311 Frankfurt am Main. Japan: Issued by Lazard Japan Asset Management K.K., ATT Annex 7th Floor,
2-11-7 Akasaka, Minato-ku, Tokyo 107-0052. Korea: Issued by Lazard Korea Asset Management Co. Ltd.,
10F Seoul Finance Center, Taepyeongno-1ga, Jung-gu, Seoul, 100-768. United Kingdom: For Professional
Investors Only. Issued by Lazard Asset Management Ltd., 50 Stratton Street, London W1] 8LL. Registered
in England Number 525667. Authorised and regulated by the Financial Services Authority (FSA). United
States: Issued by Lazard Asset Management LLC, 30 Rockefeller Plaza, New York, NY 10112.



