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Improved fundamentals and promising prospects thanks to ArcelorMittal

e We have raised our six-month target price for China Oriental  Reuters code 0581.HK
Group (COG) from HK$3.80 to HK$7.25, based on a 9x PER on
our new FYO0S8 earnings forecast. We argue that COG deserves to Hs 07 37124
trade at a higher valuation than its peak-cycie PER.Valilation pf Market cap (USSbn)  2.03
5.9x, which we had used as a benchmark previously, in view of its EV ) (US$bn; 07F) 2.0
improvF:d fundamentais from ihg commissioning of its new H- gh";:g:;gtgfa'm:zg (Usﬁzm 2,29'(2)3
beam lines, as well as its promising prospects, given the potential ~ Free float (%) 274
further investment by ArcelorMittal. Our target price represents  Major shareholder  Wellbeing Ho'd"(f; Iéli/dj
34% upside potential from the current price, hence we maintain  Exchange rate Rmb/US$  7.394
our 1 (Buy) rating on the stock. HK$/USS  7.787

. Performance (%)* 1M 3M 6M

e We have revised up our FYOS revenue forecast by 25%, on the  Absolute 31 538 800

Relative 145 313 35.0

back of our expectation of higher sales volume and good pricing S =
prospects due to strong demand for H beams and billets. We have Ng?éffhgli't\?\’z to S

also raised our FY08 unit-cost-of-production assumption in view
of the surge in raw-material costs, but the increase is slight given Investment indicators

the company’s less exposure to freight costs than other integrated ~ PER (x; O7F) 9.2
) . (x; 08F) 6.7

steel mills located further away from domestic feedstock markets. PCFR (x: 07F) 10.1
(x; 08F) 6.2

e In our view, ArcelorMittal paying not less than HK$6.12/share to EVIEBITDA g 8;,’;; 2:2
acquire the 45% interest from the chairman would be a share-price PBR (x; O7F) 2.1
: 5 (x; 08F) 1.5

catalyst. We believe COG ] fundamenta}IS wpuld be boosted Dividend yield (% O7F) N
strongly by the backing of ArcelorMittal in the areas of (%: 08F) 25
technology upgrades, further capacity expansion, and cheaper Egi gjﬁ g;g %2-2
raw-material procurement. In addition, COG would benefit from  Net debt equity (0/2 07F) 6.4

the world-class management, operational experience and global  Source: Daiwa forecasts
M&A expertise of ArcelorMittel over the long term, in our view.

Revenue EBITDA Net profit EPS CFPS DPS
Year to 31 Dec (Rmb m) (%) (Rmb m) (%) (Rmbm) (%) (Rmb) (%) (Rmb) (Rmb)
2005 9,182.7 0.7 1,282.0 n.a. 846.6  (28.3) 0.291 (32.2) 0.581 0.047
2006 9,782.1 6.5 1,667.9 30.1 1,032.8 22.0 0.356 22.0 0.875 0.058
2007F 14,507.6 48.3 2,299.8 37.9 1,572.0 52.2 0.537 51.1 0.491 0.090
2008F 18,845.8 29.9 3,377.5 46.9 1,964.8 25.0 0.671 25.0 0.729 0.112
2009F 21,361.7 13.3 4,020.3 19.0 2,402.6 22.3 0.821 22.3 0.887 0.137

Source: Company, Daiwa forecasts

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS,
ARE PROVIDED ON THE LAST TWO PAGES OF THIS REPORT.
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Investment summary

Earnings-forecast revisions

We have revised up our FY08 earnings forecast by 8%, on the back of our expectation
of higher sales and better billet and H-beam prices in FYO0S8, despite having factored in
a surge in the cost of production during the period.

COG: Daiwa earnings-forecast revisions

2006 2007F 2008F 2009F
Revenue 9,782 14,508 18,846 21,362
% YoY 48 30 13
Previous forecast 13,066 15,102 16,923
% change in forecast 11 25 26
Bloomberg forecast 12,851 14,903 16,923
% variance in forecast 13 26 26
Net profit 1,033 1,572 1,965 2,403
% YoY 52 25 22
Previous forecast 1,570 1,822 2,389
% change in forecast 0 8 1
Bloomberg forecast 1,534 1,782 999
% variance in forecast 2 10 141
EPS 0.356 0.537 0.671 0.821
% YoY 51 25 22
Previous forecast 0.540 0.627 0.822
% change in forecast (1) 7 0
Bloomberg forecast 0.528 0.614 0.344
% variance in forecast 2 9 139

Source: Company, Daiwa forecasts

Valuation benchmark raised

The stock is trading currently at a PER of 6.7x on our FY08 EPS forecast,
undemanding, in our view, given the 10.8x PER valuation ArcelorMittal paid to
acquire its 28% of shareholding from the ex-second largest shareholder.

ArcelorMittal paid US$460/tonne to acquire 28% of COG

Key assumptions

Rmb/US$ 7.4
Rmb/HK$ 0.95
FYOQ7 net-profit Daiwa forecast Rmb m 1,572
FYO08 net-profit Daiwa forecast Rmb m 1,965
Total shares m shares 2,927
COG FYOQ7 production capacity m tonnes 5
ArcelorMittal paid US$460/tonne or a 10.8x PER to acquire 28% of COG

Price per share paid to acquire 28% HKD/share 6.12
Implied acquisition cost Rmb m 17,018
Implied acquisition cost US$m 2,300
Unit acquisition cost US$/tonne 460
PER paid on FY07 earnings 10.8

Source: Daiwa estimate, Bloomberg

We argue that COG should trade at a higher multiple valuation than its peak-cycle PER
valuation of 5.9x, on which we set our previous target price, because we believe its
fundamentals have improved on the back of the commissioning of the new H-beam
lines, as well its rosy prospects assuming the further investment by ArcelorMittal goes
ahead. Our new target price is HK$7.25, and is based on a 9x PER on our FY08 EPS
forecast, or a 17% discount to the valuation that ArcelorMittal paid to acquire its 28%
shareholding.
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Upside potential

In our view, further share-price upside potential would depend on how much
ArcelorMittal ends up paying for the 45% shareholding in COG, if China’s government
approves the deal. On our estimates, ArcelorMittal paid HK$6.12 or US$460/tonne to
acquire its 28% shareholding. To acquire the rest of the stake, ArcelorMittal would not
be permitted to pay less than HK$6.12/share or US$460/tonne, according to the Take
Over Code of the Hong Kong Stock Exchange. Mittal paid US$590/tonne to acquire
Arcelor in FY06. If ArcelorMittal paid the same price, US$590/tonne, to acquire COG,
then it should pay as high as HK$7.9 per share, which is equivalent to an FY08 PER of
around 11x, not demanding, in our view, as it would fall within the PER valuation
range (10-13x) of the Hong Kong-listed Chinese steel stocks.

How much is ArcelorMittal likely to pay for 45% of COG?

Unit acquisition cost

Total acquisition cost
Total acquisition cost
Price to be paid per share
Price to be paid per share
FYO7F PER

FYO8F PER

US$/tonne 590 570 550 530 510 490 470 460
US$m 2,950 2,850 2,750 2,650 2,550 2,450 2,350 2,300
Rmb m 21,830 21,090 20,350 19,610 18,870 18,130 17,390 17,018
Rmb/share 7.5 7.3 7.0 6.8 6.5 6.2 6.0 5.8
HK$/share 7.9 7.64 7.37 7.11 6.84 6.57 6.30 6.12
(x) 13.9 13.4 12.9 12.5 12.0 11.5 111 10.8
(x) 11.1 10.7 10.4 10.0 9.6 9.2 8.8 8.7

Source: Daiwa estimates

China Oriental Group 3



DPIR

Improved fundamentals

Higher production utilisation

We have revised up our sales-volume forecasts for FY08 and FY09 by 4% for each
year, as we expect the company’s H-beam mill to record a high utilisation rate. We
now forecast H-beam sales to increase to 1.8m tonnes and 2.4m tonnes, for FY08 and
FY09, respectively, up from 1.6m tonnes and 2.2m tonnes previously.

COG: sales-volume forecasts (m tonnes

Sales volume 2006 2007F 2008F 2009F
Jinxi

Billets 1.17 0.30 0.40 0.40

Strips 2.20 2.70 2.70 2.70

H-section 0.25 1.20 1.80 2.40
Subtotal in Jinxi 3.62 4.20 4.90 5.50
Foshan Jinlan (60% stake)

Cold-rolled (CR) steel 0.04 0.01 0.01 0.01

Galvanized sheet 0.08 0.15 0.15 0.15
Subtotal in Foshan 0.12 0.16 0.16 0.16
Total sales volume 3.75 4.36 5.06 5.66
% YoY 12 16 16 12
Previous forecast 4.25 4.85 5.45
% change in forecast 3 4 4

Source: Daiwa forecasts, Bloomberg

Sustained strong demand for H beams and billets

At the same time, we have become more bullish on ASPs for FY07 and FYO0S, in view
of the strong year-to-date surge in prices, as well as our expectation of sustained strong
demand for H beams from the construction sector, and strong downstream demand for
billets, the upstream semi-steel product.

We have raised our ASP assumptions for FY07 and FYO08 by 8% and 20%,
respectively. We forecast the ASPs of billets and H beams to rise by 15% YoY for
FYO08, while we keep our moderately positive view on strips, and downstream flat-steel
products, such as galvanized colour-coated steel, as we do not expect the markets for
these products in FY08 to be as tight.

COG: ASP forecasts (Rmb/tonne

2006 2007F 2008F 2009F
ASP (ex. VAT)
Billets 2,347 2,816 3,239 3,239
Strips 2,600 3,120 3,370 3,370
H-section 2,917 3,646 4,193 4,193
CR steel 3,578 4,651 4,884 4,884
Galvanized steel 4,959 5,207 5,467 5,467
Total ASP 2,611 3,327 3,724 3,774
Previous forecast 3,074 3,114 3,105
% change in forecast 8 20 22
ASP % YoY
Billets 0 20 15 0
Strips 0 20 8 0
H-section 0 25 15 0
CR steel 0 30 5 0
Galvanized steel 0 5 5 0
Total ASP (5) 27 12 1

Source: Company, Daiwa forecasts
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China: spot-steel prices (excluding

Small H- Large H- Narrow strips Wide strips Billets
Rmbl/tonne (excl. VAT) section (BJ) section (BJ) (Tangshan) (Tianjin) (Tangshan)
1HO6 average 2,934 2,950 2,535 2,699 2,369
2HO06 average 3,197 2,829 2,571 2,785 2,377
FY06 average 3,065 2,889 2,553 2,742 2,373
1HO7 average 3,371 3,325 2,778 2,918 2,581
2HO07 YTD average 3,657 3,804 3,283 3,283 3,029
FYO07 YTD average 3,514 3,564 3,030 3,101 2,805
% YoY 15 23 19 13 18
Source: Custeel
China: H-beam spot prices China: strip-spot prices China: spot-billet prices
H-section Spot prices (excl. VAT) Spot prices (excl. VAT) of strips Spot prices of billet (excl.VAT) in
(Narrow and Mid width Strips) Tangshan
(Rmh/tonne) (Rmb/tonne) (Rmb/tonne)
4,500 - 3,600 - 3,600 -
3,400 -
4,000 4 3,200 - 3200
3,500 - 3,000 -
3,000 4 2800 1 2,800 -
2,600 4
2,500 + 2,400 1
2,400 4
2,000 T T T T T T T 2!200 L) L) L} L} L}
8§ 8885355 3 g &8 32 8 5 5
§ 3385858 %3358 g &8 3 &8 & 8 P11 I —
Bejing 200%200*8*12 Tangshan 232mm B88EEEE8EEEEES
CcC =ES B Cc =SB CcEsEsSS
Bejing 300*300*10*15 Tianjin 685mm S23882388238
Source: Custeel Source: Custeel Source: Custeel

Less exposure to surging freight costs

At the same time, we have also factored the surge in raw-material costs into our
forecasts. We have revised up our unit-cost-of-production forecasts by 10% and 23%
for FY07 and FYO08, respectively, in view of the rising iron-ore costs, coking-coal
prices and fuel costs. On our estimates, COG’s unit cost of production will increase by
9% YoY for FY08, but will be offset by a 12% YoY increase in the ASP for FY0S. In
our view, COG’s proximity to domestic iron ore, coal and other feedstock supplies,
mean it has less exposure to surging freight costs.

COG: unit-cost-of-production forecasts

2006 2007F 2008F 2009F
Unit COGS (Rmb/tonne)
Raw materials 1,778 2,312 2,543 2,543
Auxiliary materials 198 200 200 200
Energy and utilities 160 170 179 179
Depreciation 78 71 71 71
Staff costs 48 33 33 33
R&M 25 25 25 25
Total unit COGS 2,287 2,811 3,051 3,051
Previous forecast 2,556 2,476 2,379
% change in forecast 10 23 28
Unit COGS % YoY
Raw materials 9) 30 10 0
Auxiliary materials (7) 1 0 0
Energy and utilities 15 5 5 0
Depreciation 30 (9) 0 0
Staff costs 33 (31) 0 0
R&M (19) 1 0 0
Total unit COGS (4) 1 9 0

Source: Company, Daiwa forecasts
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Prospects rosy if AcelorMittal takes further stake

Why ArcelorMittal is interested in COG

ArcelorMittal is positive on Chinese steel demand, given that demand is being driven
by urbanisation and the migration of economic development from the coastal areas to
middle and western China. In view of this, acquiring one of the largest H-beam
producers in the China, ie, COG, is a sensible strategy, in our view.

We forecast China’s annual production of H beams, which are used mainly in
construction and infrastructure, to reach 35m tonnes in FY07, with small- to medium-
sized H beams accounting for 73% of the total output produced by small- to medium-
sized private steel mills. Hence, this sector is very fragmented. COG produces small- to
medium-sized H beams, while large-section H beams are produced mainly by the large
state-owned steel mills.

We believe ArcelorMittal’s move would be of concern to COG’s close competitors,
such as Rizhao and Laigang Steel, which are the top small- to medium-sized H-beam
producers in China.

In addition, in view of the fragmented H-beam market, we think it is possible that
ArcelorMittal would be interested in acquiring more H-beam producers, if conditions
allow.

COG to benefit from the involvement of a top-class shareholder

If ArcelorMittal gained a controlling stake in COG, we think it would transfer its core
technology in H-beams, leading to COG becoming a top-class (in terms of product
quality) H-beam producer in China.

In addition, with ArcelorMittal’s financial backing and top-class management, we think
COG could expand into one of the largest H-beam producers in China. Moreover,
ArcelorMittal’s strong upstream raw-material sourcing channel would provide COG
with cheaper raw-material purchases.

We believe that as a private enterprise registered in Bermuda, COG is not subject to the
Chinese government’s policy forbidding foreign companies from having controlling
stakes in Chinese steel companies. Nevertheless, the acquisition would still be subject
to the government’s approval in terms of anti-trust issues.
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China Oriental Group - financial summary

Profit and loss (Rmb m

Balance sheet (Rmb m

Year to 31 Dec 2005 2006 2007F 2008F 2009F  As at 31 Dec 2005 2006 2007F 2008F 2009F
Revenue 9,183 9,782 14,508 18,846 21,362  Fixed assets
Operating expenses (7,901) (8,114) (12,208) (15,468) (17,341)  Tangible 4346 4792 5874 6955 8,037
EBITDA 1,282 1,668 2,300 3,378 4,020  Associates/JV 9 8 7 6 5
Depreciation and amortisation ~ (263)  (309)  (309)  (309)  (308)  Others 2.3 0.0 0.0 0.0 0.0
EBIT 1,019 1,359 1991 3,068 3,712  Current assets
Interest income 66 - 24 16 25  Cash and equivalent 1,725 530 799 1232 2127
Interest expenses (79)  (125)  (124) (123)  (122)  Accounts receivable/debtors 714 999 1481 1924 2181
Net interest income/(expenses)  (12)  (125)  (100)  (107) (97)  Inventories 1,103 1,408 2,088 2,712 3,074
Associates/JV (2) (1) (1) (1) (1) Other current assets 253 484 "7 931 1055
Profit before tax 1,004 1233 1,890 2,961 3,614  Current liabilities
Tax paid (157)  (211)  (299)  (977) (1,193)  Current debts 1346 573 1136 1036 936
Minorities (1) 10 (19) (19) (19)  Accounts payable 632 516 766 995 1128
Net profit 847 1,033 1,572 1,965 2,403 Others 1133 1114 1687 2469 2834
Non-current liabilities
Long-term debt 294 361 261 161 61
Other 15 56 56 56 56
Net assets 4,732 5601 7,060 9,044 11,466
Financed by:
Share capital 2460 2460 2,460 2,460 2,460
Reseres 2133 3019 4459 6423 baln
Year to 31 Dec 2005 2006 2007F 2008F 2009F ,\SAT:::‘:;:ggfeg”ds 4‘:’23 5‘1‘23 6?1? 8?23 “'fgg
Pre-tax pI’OfIt 1,004 1,233 1,890 2,961 3,614 Net assets 4’732 5,601 7,060 9,044 11,466
Depreciation/amortisation 208 327 411 411 41
Assodiate adjustment 2 ! ! ! T Total assets 8153 8221 10966 13760 16,479
Change n Worklng capltal 694 1,174 (664) (609) (353) Net debt (85) 404 598 (35) (1 ’130)
Tax paid/credited (244)  (204)  (208)  (638) (1,085)
Other operating 7.3 0.0 0.0 0.0 0.0 " r
Operating cash flow 1672 251 1431 2125 2568
Year to 31 Dec 2005 2006 2007F 2008F 2009F
Capital expenditure (854)  (587) (1,500) (1,500) (1,500)  Operating margin 11.8 13.1 13.6 16.1 17.2
Investments (24.)2 0.0 0.0 0.0 0.0  A/Creceivable turnover (days)  28.4 37.3 37.3 37.3 37.3
Asset/invest disp at selling price 4.0 8.1 0.0 0.0 0.0  EBITDA margin 14.0 171 15.9 17.9 18.8
Equity raised 0.0 0.0 0.0 0.0 0.0  Netdebt to equity Net cash 45 6.4 Net cash Net cash
Dividend paid (146) (165.8) (132.1) 0.0 0.0  EBITDA/gross interest
Other investment/equity (3,743.3)  (3.0) 0.0 0.0 0.0  expenses (x) 16.3 13.4 18.6 275 3341
Net chg in cash (3,091.8) 1,784.2 (201.6) 6255 1,087.9 ROE 18.4 18.8 22.7 221 213
Dividend payout 16.1 16.1 16.1 16.1 16.1
Free cash flow 8219 19529 (69.5) 6255 1,087.9 ROA 10.4 12.6 14.3 14.3 14.6
Source: Company, Daiwa forecasts
Daiwa forex assumptions (vs. US$)
Year end Rmb HK$ w S$ NT$ A$ Bt
2005 8.070 7.800 1,013.0 1.664 32.850 1.363 41.030
2006 7.810 7.800 929.6 1.534 32.596 1.264 36.045
2007F 7.150 7.800 900.0 1.480 32.700 1.176 33.500
2008F 6.500 7.800 875.0 1.430 32.200 1.170 31.650
2009F 6.000 7.800 882.0 1.400 31.900 1.190 30.800

Source: Daiwa

Note: The investment indicators and income summary on the front page of this report, as well as the above financial summary are all based
on the forex assumptions set out in this table, unless stated otherwise.
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Disclaimer

This publication is produced by Daiwa Institute of Research (Hong Kong) Limited, and distributed by Daiwa Institute of Research (Hong Kong) Limited
and/or its affiliates. This publication and the contents hereof are intended for information purposes only, and may be subject to change without further
notice. Any use, disclosure, distribution, dissemination, copying, printing or reliance on this publication for any other purpose without our prior consent
or approval is strictly prohibited. Neither Daiwa Institute of Research (Hong Kong) Limited, nor Daiwa Institute of Research Ltd., nor any of its or their
respective parent, holding, subsidiaries or affiliates, nor any of its or their respective directors, officers, servants and employees, represent nor
warrant the accuracy or completeness of the information contained herein or as to the existence of other facts which might be significant, and will not
accept any responsibility or liability whatsoever for any use of or reliance upon this publication or any of the contents hereof. Neither this publication,
nor any content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or sell any of the securities or investments
mentioned herein in any country or jurisdiction nor, unless expressly provided, any recommendation or investment opinion or advice. Any view,
recommendation, opinion or advice expressed in this publication may not necessarily reflect those of Daiwa Institute of Research (Hong Kong)
Limited, except where the publication states otherwise.

Daiwa Institute of Research (Hong Kong) Limited, its parent, holding, subsidiaries or affiliates, or its or their respective directors, officers, servants
and employees may have positions in or may be materially interested in the securities in any of the markets mentioned or may have also performed
investment banking and other services for the issuers of such securities.

Investment Banking Relationships. Daiwa Institute of Research (Hong Kong) Limited or a relevant member of its group of companies carrying on a
business in Hong Kong has, within the preceding 12 months, had an investment banking relationship with or received compensation for investment
banking services from, the following corporations the securities of which are listed on The Stock Exchange of Hong Kong Limited: Anta Sports
Products Limited; BYD Co. Ltd.; China Automation Group Limited; China CITIC Bank Corporation Ltd.; China High Speed Transmission Equipment
Group Co. Limited; China Merchants Bank Co. Ltd.; Shandong Molong Petroleum Machinery Co. Ltd.; Tai-I International Holdings; Tao Heung
Holding Limited; Dah Chong Hong Holdings Ltd.; International Elite Ltd.; Tiangong International Co. Ltd.; Xingda International Holdings Ltd.

United Kingdom

This material was produced by Daiwa Institute of Research (Hong Kong) Limited, and is distributed by Daiwa Securities SMBC Europe Limited which
is regulated by The Financial Services Authority and is a member of the London Stock Exchange. Daiwa Securities SMBC Europe Limited may, from
time to time, to the extent permitted by applicable UK law and other applicable law or regulation, participate or invest in other financing transactions
with the issuers of the Securities referred to herein (the "Securities"), perform services for or solicit business from such issuers, and/or have a position
or effect transactions in the Securities or options therefore and/or may have acted as an underwriter during the past three years for the issuer of such
Securities. In addition, employees of Daiwa Securities SMBC Europe Limited and its affiliate may have positions and effect transactions in such
Securities or options and may serve as directors of such issuers. Daiwa Securities SMBC Europe Limited may, to the extent permitted by applicable
UK law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients.

This document is intended for investors who are not Private Customers within the meaning of the Rules of The Financial Services Authority and
should not, therefore, be distributed to Private Customers in the United Kingdom. This document is not to be used or considered as an offer to sell or
solicitation of an offer to buy any Securities. Information and opinions contained herein have been compiled or arrived at from sources believed to be
reliable, but neither Daiwa Securities SMBC Europe Limited and/or its affiliates accepts liability for any loss arising from the use hereof or makes any
representation as to their accuracy or completeness. Any information to which no source has been attributed should be taken as an estimate by
Daiwa Institute of Research (Hong Kong) Limited. This document is not to be relied upon as such or used in substitution for the exercise of
independent judgment. Should you enter into investment business with any Daiwa Securities SMBC Europe Limited affiliate outside the United
Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits of
the Financial Services Compensation Scheme may not be available.

Germany

This document has been approved by Daiwa Securities SMBC Europe Ltd and is distributed in Germany by Daiwa Securities SMBC Europe Ltd,
Niederlassung Frankfurt which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany.

North America

This report is distributed by Daiwa Securities America Inc. (DSA). It was prepared by Daiwa Institute of Research (DIR), a Japanese company and an
affiliate of DSA, or, if indicated on the report, by a non-Japanese subsidiary of DIR, such as Daiwa Institute of Research America Inc. (DIRA). It may
not be accurate or complete and should not be relied upon as such. It reflects the preparer’s views at the time of its preparation, but it is provided with
a time delay and does not reflect events occurring after its preparation. The preparer has no obligation to update this report or to continue to prepare
research on this subject. This report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any
recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult
their financial advisors to determine whether any such recommendation is consistent with their own investment objectives, financial situation, and
needs.

This report does not recommend to U.S. recipients the use of DSA’s non-U.S. affiliates to affect trades in any security and is not supplied with any
understanding that U.S. recipients will direct commission business to such entities. Unless applicable law permits otherwise, non-U.S. customers
wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local jurisdiction. U.S. customers
wishing to obtain further information or effect transactions in any securities mentioned in this report should contact Daiwa Securities America Inc.,
Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000). In the U.S. this report is approved by DSA and DSA accepts
responsibility for its content.

Ownership of Securities. DSA and its affiliates beneficially own one percent or more of a class of common equity securities of the following issuers:
Alpha Corporation; Belx Co., Ltd.; Cabin Co. Ltd.; Daiko Denshi Tsushin Ltd.; Daiwa Seiko, Inc.; Ehime Bank Ltd.; Fuji Television Network, Inc.; GDH
KK; Imperial Hotel, Ltd.; Japan Securities Agents, Ltd.; Japan Securities Finance Co. Ltd.; Kokusai Densetu Co., Ltd.; Maruzen Company, Limited;
Meisei Electric Co., Ltd.; Mitsui Mining Co. Ltd.; NIF SMBC Ventures Co. Ltd.; Nomura Co., Ltd.; Shinkin Central Bank; Sumitomo Mitsui Construction
Co. Ltd.; Taito Corporation; The Blackstone Group LP..

Investment Banking Relationships. DSA or an affiliate has managed or co-managed a public offering of securities in the past 12 months, or has received
compensation for investment banking services in the past 12 months, or expects to receive or intends to seek compensation for investment banking
services in the next three months, for or from the following issuers: ABN Amro; Abu Dhabi Commercial Bank; ACCA NETWORKS CO. LTD.; Accordia
Golf Co. Ltd.; Acom Co. Ltd.; AD Works Co. Ltd.; Advance Create Co. Ltd.; Advance Residence Investment Corp.; Aeon Credit Service Co. Ltd.; Air
Products and Chemicals Inc.; Albany International Corp.; Albemarle Corporation; Alliance & Leicester Plc.; Alpha Credit Group, Inc.; AMB Property
Corporation; American Express Credit Corp.; American General Finance; American International Group Inc.; AnGes MG Inc.; Anglo American Capital;
Anglo Irish Bank Corp. Plc; Anritsu Corp.; Anta Sports Products Limited; ANX National International; ANZ Banking Group Limited; ANZ National
International London; Apamanshop Co. Ltd.; Aplus Co. Ltd.; AQ Interactive Inc.; Aramark Services; ARCLAND SERVICE Co. Ltd.; Art Corporation;
Artnature Inc.; Artner Co. Ltd.; Asahi Breweries Ltd.; Asahi Glass Co. Ltd.; Asax Co. Ltd.; ASB Bank Ltd.; ASIF; Asset Investors Co. Ltd.; Australia and
New Zealand Banking Group Ltd.; AutoNation; AviChina Industry and Technology Company Limited; Avis Budget Car Rental, LLC.; Azko Nobel; Balls
Corp.; Banca Aletti; Banca Comerciala Romana SA; Banca Intesa; Banca Popolare di Vicenza; Banco BPI S.A.; Banco BPI SA Cayman; Banco
Guipuzcoano; Banco Popolare di Verona e Novara; Bank Nederlandse Gemeeten; Bank of America Corp; Bank of Austria Creditanstalt; Bank of Ireland;
Bank of Nova Scotia Ltd.; Bank of Western Australia; Banque Centrale de Tunisie; BAT International Finance; Bayerische Landesbank; BBVA Senior
Finance SA; BCP Finance Bank; Belo Corp.; Bemis Corp.; BHP Finance USA Ltd.; BHW Bausparkasse AG; BMW Finance BV; BNP Paribas; Boeing Co.;
Boise Cascade Corporation; BOS International Australia Ltd.; Boston Scientific Corp; BP Capital Markets; Bradford & Bingley; BRONCO BILLY Co. Ltd.;
Brookfield Asset Management Inc.; Brother Industries Ltd.; Brunswick Corp.; BSK; Bunadarbanki Islands; BYD Co. Ltd.; Caceis Bank Espana SA,;
CAISSE NATIONALE DES CAISSES D'EPARGNE ET DE PREVOYANCE; Caixa Catalunya International Finance; Caixa D’estalvis Catunun; Caja
Duero; CAM Global Finance; Canadian Imperial Bank; Canadian Natural Resources; Capmark Financial Group Inc.; Carenet Inc.; Cargill Inc.; Carview
Corp.; CBS; CCS Inc.; Cedant Timeshare; Central General Development Co. Ltd,; Central Japan Railway Co.; Cetelon; CFF; Chelsea Building Society;
Chimney Co. Ltd.; China Automation Group Limited; China Bogi Environmental Solutions Technology Holding Co. Ltd.; China CITIC Bank Corporation
Ltd.; China High Speed Transmission Equipment Group Co. Limited; China Merchants Bank Co. Ltd.; China Minsheng Banking; China Resources Power
Holdings Co.; Choushinmaru Co. Ltd.; Chubu Electric Power Co. Inc.; CIGNA Corp.; CIT Group, Inc.; CITIC 1616 Holdings Ltd.; Citigroup Global Markets;
Citigroup Inc.; Clear Channel Communications; Clementoni; CMS Energy; Comcast Corp.; Commonwealth Bank of Australia; Companhia Vale do Rio
Doce; Companie de Financement Foncier; ConocoPhilips; Consumers Energy Company; Contec Co. Ltd.; Cooperative Centrale Raiffeisen-
Boerenleenbank; Corp Andina de Fomento; Covidien Ltd.; Credit Saison Co. Ltd.; Crescendo Investment Corp.; CS Group Finance; CVS Corporation;
Cyber Com Co. Ltd.; DA Office Investment Corp.; Dah Chong Hong Holdings Ltd.; Dah Sing Bank; Daihatsu Diesel Manufacturing Co. Ltd.; Daikin
Industries Ltd.; Daimler Chrysler; Dainippon Screen Manufacturing Co. Ltd.; Daio Paper Corp.; Daiseki Co. Ltd.; Daiwa Securities Group Inc.; Daiwa
Seiko, Inc.; Daiwasystem Co. Ltd.; Data Applications Co. Ltd.; Davide Campari-Milano S.p.A; Dekabank; Denki Kagaku Kogyo K K; Depfa ACS Bank;
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Depfa Bank plc.; Depfa Deutsche Pfandbriefbank AG; Deutsche Apotheke Aerztebank; Deutsche Bahn Finance BV; Deutsche Bank AG; Deutsche Bank
AG/London; Deutsche Bank Aktiengesellshaft; Deutsche Bank Capital Finance Trust; Deutsche Bank Finance; Dexia Credit Local; Dexia Municipal
Agency; Di-Nikko Engineering KK; Dow Chemical Company; DTZ Holdings PLC; Duskin Co. Ltd.; DVB Group Merchant Bank Asia; Dvx Inc.; Dydo
Drinco, Inc.; Early Age Co. Ltd.; East Japan Railway Co.; Ebara Corporation; EFG Hellas plc.; Egnatia Finance; eGuarantee Inc.; ElImo Co. Ltd.; Emirates
Bank International PJSC; Eneserve Corp.; Enterprise Products Operating LP; ES-Con Japan Ltd.; E*Trade Securities Co. Ltd.; Eurofima; Eurohypo AG.;
Export Development Canada; Export-Import Bank of Korea; FCE Bank Plc; FEDEX Corporation; Finconsumo SPA; FJ Next Co. Ltd.; Florida Power and
Light; Fontainebleau Las Vegas Holdings; Ford Credit Australia Limited; Ford Motor Company; Ford Motor Credit Company; Fortis Finance NV ; Freddie Mac;
Fuji Electric Co. Ltd.; Fuji Food System Co. Ltd.; Fujikura Ltd.; Fujishoji Co. Ltd.; Fuijita; Fukuoka Financial Group Inc.; Fukuoka REIT Investment Fund;
Furukawa Electric Co. Ltd.; GABA Corp.; Gannett Co. Inc.; GE Capital Australia Funding; GECC; General Electric Capital Corporation; Georgia Pacific Corp.;
Global One Real Estate Investment Corp.; GM; GMAC; Goldman Sachs Group, Inc.; Graphisoft; Hankyu Hanshin Holdings Inc.; Hankyu Reit Inc.; Hanwa Co.
Ltd.; Harrah’s Entertainment Inc.; Harrah'’s Inc.; Harrah’s Operating Company; Hawker Beechcraft Acquisition Co.; HBOS Treasury Service; HCA Inc.; Health
Net; Heiwa Real Estate Co. Ltd.; Hellenic Bank; Hershey Company; Hertz Corp.; HI Corp.; Hirata Corp.; Hitachi Construction Machinery Co. Ltd.; Hitachi
Metals Ltd.; Hokkaido Electric Power Co. Inc.; Hokuriku Electric Power Co.; Horiba Ltd.; Horiifoodservice Co. Ltd.; Hoshiden Corp.; HSH N Finance; HSH
Nordbank AG; Human21 Corp.; Humana Inc.; Hypo Real Estate International; IKB Finance BV; I'll Inc.; Imasen Electric Industrial; Impexbank; Indian Railway
Finance Corporation; Industrial & Infrastructure Fund Investment Corp.; Industrial Bank of Korea; Infomart Corp.; Instituto de Credito Official; International
Business Machine Corp; International Elite Ltd.; International Finance Corp.; International Hotel Group; International Lease Finance Corp.; Intesa Bank Ireland
plc.; Intrance Co. Ltd.; Ishikawajima-Harima Heavy Industries Co., Ltd.; Islandsbanki FBA; Islandsbanki FBA HF; Ito En Ltd.; ltochu Corp.; Japan Airlines Corp.;
Japan Bank for International Co-operation; Japan Best Rescue System Co. Ltd.; Japan Expressway Holding and Debt Repayment Agency; Japan Hotel &
Resort Investment Corp.; Japan Logistics Fund, Inc.; Japan Petroleum Exploration Co.; Japan Prime Realty Investment Corp.; Japan Single-Residence REIT
Inc.; Japan Tobacco Inc.; J-Com Co. Ltd.; JFE Holdings Inc.; Joint Corp.; Joint Reit Investment Corp.; JPMorgan Chase & Co.; J-Product Corp.; Kansai
Electric Power Co.; Kansai Urban Banking Corp.; Kaupthing Bank HF; Kaupthing Bunadarbanki HF; Kawasaki Heavy Industries Ltd.; Kawasaki Kisen Kaisha
Ltd.; KBC IFIMA NV; Keihan Electric Railway Co. Ltd.; Keihin Electric Express Railway Co. Ltd.; Keio Electric Railway Co. Ltd.; Kenedix Inc.; Kenedix Realty
Investment Corp.; Kennedy-Wilson Japan; KFW Bankengruppe; KFW International Finance; KGaA; Kichiri & Co. Ltd.; Kinki Nippon Railway Co. Ltd.; Kito
Corp.; Kohnan Shoji Co. Ltd.; Kokuyo Co. Ltd.; Komatsu Ltd.; Kommunalbanken Norway; Kookmin Bank; Korea Development Bank; Korea Electric Power
Co.; Korea National Housing Corporation; Kumho Tire Co. Inc.; Kuraudia Co. Ltd.; Kyoei Steel Ltd.; Kyoritsu Maintenance Co. Ltd.; Kyushu Electric Power Co.
Ltd.; L Create Co Ltd.; Land Business Co. Ltd.; Landesbank Baden-Wuerttemberg; Landeskreditbank BW Foerdebank; Landsbanki Islands HF;
Landwirtschaftliche Rentenbank; LB Baden-Wuerttemberg; LBHI MTNG; Lehman Brothers Holdings Inc.; Li Ning Company Ltd.; Life Foods Co. Ltd.; Lotte
Shopping; Louis Vuitton Moet-Hennessy; LVMH; Macquarie Bank Ltd.; Maeda Kosen Co. Ltd.; Marathon Oil Corp.; Marubeni Corp.; Maruzen Co. Ltd.; Masco
Corp.; MasterCard Incorporated; Mazda Motor Corp.; McGraw-Hill Companies; Meadwestvaco Corp.; MediciNova Inc.; Megalos Co. Ltd.; Megane TOP Co.
Ltd.; Meiji Seika Kaisha Ltd.; Meiko Electronics Co. Ltd.; Meisei Electric Co. Ltd.; Merrill Lynch & Co. Inc.; MGM Mirage Inc; Midsouth Holdings; Millea Holdings
Inc.; Millennium America; Mimaki Engineering Co. Ltd.; Mitsubishi Chemical Corp.; Mitsubishi Corp.; Mitsubishi Heavy Industries Ltd.; Mitsui & Associates
Telepark Corp.; Mitsui & Co. Ltd.; Mitsui Chemicals Inc.; Mitsui Fudosan Co. Ltd.; Mitsui Mining & Smelting Co. Ltd.; Mitsui OSK; Mitsui Sumitomo Insurance
Co. Ltd.; Mitsui Trust Holdings Inc.; Mitsui-Soko Co. Ltd.; Miyachi Technos Corp.; Mizuho Bank Ltd.; Mizuho Corporate Bank Ltd.; Moneysquare Japan Inc.;
MonotaRO Co. Ltd.; Morgan Stanley; Mori Hills REIT Investment Corp.; Morinaga Milk Industry Co. Ltd.; NACF; Nagoya Railroad Co. Ltd.; Namco Bandai
Holdings Inc.; Nankai Electric Railway Co. Ltd.; Natexis; National Agricultural Co.; National Australia Bank Ltd.; National Bank of Canada; National Grid Co.
Plc.; National Rural Utilities Cooperation Finance Corp.; Nationwide Building Society; NEC Leasing Ltd.; Nestle Australia Limited; Nestle Holdings; Netindex
Inc.; New City Residence Investment Corp.; Newmont Mining Corp.; Nexen; NGK Spark Plug Co. Ltd.; NIB Capital Bank; Nichirei Corp.; Nidec-Read Corp.;
Nihon M&A Center Inc.; Nikko Citigroup; Nintendo Co. Ltd.; Nippon Broadcasting System, Inc.; Nippon Ichi Software Inc.; Nippon Life; Nippon Life Insurance;
Nippon Residential Investment Corp.; Nippon Restaurant Corp.; Nippon Sanso Corp.; Nippon Sheet Glass; Nippon Shokubai Co. Ltd.; Nippon Telegraph &
Telephone Corp.; Nippon Unipac Holding; Nishi-Nippon Railroad Co. Ltd.; Nissan Diesel Motor Co. Ltd.; Nissan Financial Services Co. Ltd.; Noel Co. Ltd.;
Noevir Co. Ltd.; Nomura International PLC; Nomura Real Estate Residential Fund Inc.; Norddeutsche LB; Noritz Corp; Northern Rock Plc.; NRW Bank; NTT
Data Intramart Corp.; NTT Leasing; NTT Urban Development Corp.; Nuflare Technology Inc.; NYSE Group Inc.; Obara Corp.; Odakyu Electric Railway Co.
Ltd.; Oenon Holdings Inc.; OJSC NK Rosneft; Okamura Corp.; Okinawa Electric Power; OKO Bank plc.; Okuma Holdings Inc.; Oracle Corp.; ORIX Corp.; Orix
JREIT Inc.; Osaka Gas Co. Ltd.; Overnight Corporation; Owens Corning; Oxford Diffraction; Pacific Management Corp.; Pacific Systems Corp.; Paragon
Partners; Parking Management Organization Ltd.; Pegasus Sewing Machine Manufacturing Co. Ltd.; Peoples Insurance Company of China; Pharmarise
Corp.; PHH Corp.; Piped Bits Co. Ltd.; Plains All American; Pocket Card Co. Ltd.; Polar Tankers INC.; Post Properties, Inc.; Prologis; Promise Co. Ltd.;
Properst Co. Ltd.; PTT PCL; Rabo Australia Ltd.; Rabobank Nederland; Rann International; RCI Banque SA; Realcom Inc.; Realogy Corp.; Reins International
Inc.; Renault S.A.; Re-plus residential investment Inc.; Resona Holdings Inc.; Riester; Right On Co. Ltd.; Rinnai Corp.; Royal Bank of Scotland; Sabre
Holdings; Sagami Railway Co Ltd.; Saitama Resona Bank Ltd.; Sakai Moving Service Co. Ltd.; SAMTY Co. Ltd.; Sanden Corp.; Sankei Building Co. Ltd.;
Sanoyas Hishino Meisho Corp.; Santander International; Sanyo Shinpan Finance Co. Ltd.; Sapporo Breweries Ltd.; Sawai Pharmaceutical Co. Ltd.; Saylor
Advertising Inc.; Schering-Plough Corp.; Senko; Senshu Electric Co. Ltd.; Severn Trent Water; Shandong Molong Petroleum Machinery Co. Ltd.; Shidax
Corp.; Shikoku Electric Power Co. Inc.; Shinko Shoji Co. Ltd.; Shiseido Co. Ltd.; Showa Shell Sekiyu KK; Sihuan Pharmaceutical Holdings Group Ltd.; Simon
Property Group LP; SK Corp.; Snow Brand Milk Products Co. Ltd.; SNS Bank Nederland; Societe Nationale des Chemins de Fer Francais; Softbank Corp.;
Sojitz Corp.; Sony Financial Holdings Inc.; Sovrisc BV; Sparebanken Rogaland; Sprint Nextel Corp.; St George Bank Ltd.; State of North Rhine-Westphalia;
Stream Co. Ltd.; Sumco Corp; Sumikin Bussan Corp.; Sumitomo Chemical Co. Ltd.; Sumitomo Life Insurance Co.; Sumitomo Light Metal; Sumitomo Metal
Industries Ltd.; Sumitomo Metal Mining Co. Ltd.; Sumitomo Mitsui Banking Corp.; Sumitomo Osaka Cement Co. Ltd.; Sumitomo Realty & Development Co.
Ltd.; Sumitomo Rubber Industries Inc.; Sun Capital Management Corp.; Sun Frontier Fudousan Co. Ltd.; Suncor Energy Inc.; Svensk Exportkredit AB;
Synergy Marketing Inc.; System Integrator Corp.; Syswave Corp.; Tac Co. Ltd.; Taiheiyo Cement Corp.; Tai-l International Holdings; Taisei Co. Ltd.; Taiyo
Yuden Co. Ltd.; Takagi Seiko Corp.; Takara Holdings Inc.; Talisman Energy; Tao Heung Holding Limited; Telefonica; Telefonica Europe BV; Telepark Corp.;
Telstra Corp. Ltd.; Terna spa; The Bank of Ikeda Ltd.; The Bank of Iwate Ltd.; The Bank of Kochi Ltd.; The Bank of Kyoto Ltd.; The Bank of Nagoya Ltd.; The
Bank of Tokyo-Mitsubishi Ltd.; The Bear Stearns Cos Inc.; The Chugoku Electric Power Co., Inc.; The Daisan Bank Ltd.; The Higashi-Nippon Bank Ltd.; The
Hokkoku Bank Ltd.; The Japan General Estate Co. Ltd.; The Juroku Bank Ltd.; The Kansai Electric Power Co. Inc.; The Minato Bank Ltd.; The Miyazaki Bank
Ltd.; The Nisshin Oillio Group Ltd.; The Norinchukin Bank; The Ogaki Kyoritsu Bank Ltd.; The Senshu Bank Ltd.; The Shikoku Bank Ltd.; The Shimizu Bank
Ltd.; The Sumitomo Trust & Banking Co. Ltd.; The Tokyo Star Bank Ltd.; Tiangong International Co. Ltd.; Time Warner, Inc.; Tobu Railway Co. Ltd.; Toho Gas
Co Ltd.; Tohoku Electric Power Co. Inc.; Tokyo Electric Power Co.; Tokyo Gas Co. Ltd.; Tokyo Tatemono Co. Ltd.; Tokyo Tatemono Real Estate Sales Co.
Ltd.; Tokyu Land Corporation; Tokyu REIT Inc.; Tokyu Store Chain; Toll Brothers; Top Engineering Co. Ltd.; Topy Industries Ltd.; Toray Industries Inc.; Toridoll
Corp.; Toshiba Corp.; Total Capital SA; TOTO Ltd.; Toyo Tanso Co. Ltd.; Toyobo Co. Ltd.; Toyota Credit Canada, Inc.; Toyota Finance Australia Ltd.; Toyota
Finance Corp.; Toyota Motor Corp.; Toyota Motor Credit Corporation; Trust Works Inc.; TS Tech Co. Ltd.; Turkiye Halk Bankasi AS; Ube Industries Ltd./Japan;
Ubic Inc.; UBS AG; UBS Jersey; UBS Preferred Funding Trust; UFJ Bank; Umenohana Co. Ltd.; Unicredito Italiano; Unifund Plc; Union Pacific Corp.; Unione
di Banche ltaliane SCPA; United Technologies; Universe Co. Ltd.; Urbanet Corp. Co. Ltd.; US Cellular Corp.; USJ Co. Ltd.; Vale Overseas Limited.; Valero
Energy Corp.; Vantec Group Holdings Corp.; Verite Co. Ltd.; Verizon Global Funding Corp.; Viacom Inc.; Village Vanguard Co. Ltd.; Volkswagen International
Finance NV; VSN Inc.; Wal Mart Inc.; WDI Corp.; Welcia Kanto Co. Ltd.; Wellpoint Inc.; West Japan Railway Co.; West LB; Westpac Banking Corporation;
Whirlpool Corp.; Will Co. Ltd.; William Street Funding; WPP FINANCE SA; Wuerttembergische Versicherung; Xcel Energy, Inc.; Xingda International Holdings
Ltd.; Yachiyo Bank Ltd.; Yamaguchi Financial Group Inc.; Zakkaya Bulldog Co. Ltd.; Zenrin Co. Ltd.; Zephyr Co. Ltd. .

The statements in the two preceding paragraphs are made as of November 1, 2007.

DSA Market Making. DSA made a market in securities or ADRs of the following issuers at the time this report was published: Daiei Inc.; FUJIFILM
Holdings Corp.; Internet Initiative Japan Inc.; Makita Corp.; MediciNova Inc.; Millea Holdings Inc.; Mitsui & Co. Ltd.; NEC Corp.; Nissan Motor Co. Ltd.;
Trend Micro Inc.; Wacoal Holdings Corp.

Research Analyst Conflicts. The principal research analysts who prepared this report have no financial interest in securities of the issuers covered in
the report, are not aware of any material relevant conflict of interest involving them or DSA, and did not receive any compensation from the issuer
during the past 12 months except as noted: no exceptions.

Research Certification. The views about any and all of the subject securities and issuers expressed in this Research Report accurately reflect the
personal views of the research analyst(s) primarily responsible for this report (or the views of the firm producing the report if no individual analysts(s)
is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the firm if no individual analyst(s) is
named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report.

The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.
"1": the security could outperform the local index by more than 15% over the next six months.

"2": the security is expected to outperform the local index by 5-15% over the next six months.

"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months.

"4": the security is expected to underperform the local index by 5-15% over the next six months.

"5": the security could underperform the local index by more than 15% over the next six months.

Additional information may be available upon request.
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