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Strong earnings growth continues amid decreasing concerns over NIM

o After reviewing the 1HO7 earnings results, we have raised our

target price by 10.5% from W16,200 to W17,900 based on our KOSPI 1,930.70
upward earnings revision of FY07 and FY08 earnings by 5.6% e iy TIo (Vo a7
and 7.9%, respectively. We believe that expected high earnings Shares outstanding (m;06)  146.7
visibility in FY07 (46% YoY growth) and a reasonably high ﬁgi E?ﬁ; 88 éfgg
forecast dividend vyield of 3.9% make Pusan Bank shares Exchange rate W/us$  916.1

attractive. We maintain our 2 (Outperform) rating.

Investment indicators

e The bank posted a strong earnings growth in 1H07 (41% YoY) PER (x; 07F) 8.6
backed by 1) continued low provisioning (73% drop YoY), 2) a PBR (x(xoggg L
10% YoY increase in net interest income thanks to strong loan Dividend yield (%; O7F) 3.9

growth and improving NIM, and 3) better cost management due
to lack of one-off expense incurred from an early retirement
program.

Source: Daiwa forecasts

e Encouraging signals detected out of the bank’s 2Q07 results
were 1) stronger than expected loan growth, a benefit from
improving regional economy, and 2) a gradual improvement of
NIM. We believe these evidences could significantly alleviate
investors’ concerns over the future profitability of the bank.

e Overall financial quality of the bank during the 2Q07 has
shown a sequential improvement thanks to sharply improved
asset quality (precautionary and below loans ratio: 2.54% in
1Q07 vs. 1.83% in 2Q07) and NPL coverage ratio (174% in
1Q07 vs. 180% in 2Q07).

Income summar

Operating profit Pre-tax profit Net profit EPS DPS
Year to 31 Dec (Whbn) (%) (Wbn) (%) (Wbn) (%) (W) (W)
2005A 335.4 6.2 249.6 315 178.9 34.8 1,220 405
2006A 308.2 (8.1) 257.4 3.1 183.9 2.8 1,253 420
2007F 415.9 35.0 371.1 44.2 267.9 457 1,827 612
2008F 467.3 12.3 408.9 10.2 295.2 10.2 2,012 675
2009F 508.2 8.7 447.2 9.4 322.8 9.4 2,201 738

Source: Daiwa forecasts

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS,
ARE PROVIDED ON THE LAST TWO PAGES OF THIS REPORT.
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41% YoY earnings growth

was made in 1HO7

Strong earnings growth continued in 1HO7

Pusan Bank posted very strong earnings in 2Q07 by beating its previous record high
quarterly earnings made in 1Q07. In fact, 2Q07 earnings of the bank were 33% higher
than our forecast earnings mainly due to continued low provisioning burden and better
cost management. During the first six months of this year the bank recorded W155.1bn
of earnings, which was 41% higher than the earnings it has posted during the same
period last year thanks to 1) 10% growth in net interest income backed by strong loan
growth (25.7% YoY growth in loans in won), 2) strong growth in fees and
commissions due to increased sale of bancassurance products and beneficiary
certificates, 3) exceptionally low provisioning as a result of improved asset quality and
prudent risk management, and 4) better cost control.

Pusan Bank: 1HO7 earnings summar

Actual Actual Actual Actual Actual Forecast Forecast
Year to 31 December 2Q06 1HO6 1Q07 2Q07 QoQ  YoY 1HO7 YoY | 2Q07 Diff* 1HO7 Diff*

W'bn W'bn W'bn W'bn (%) (%) W'bn (%) W'bn  (A/F-1)*100f W'bn (A/F-1)*100
Interest income 282.5 556.7 325.9 345.3 6 22 671.2 21 335.3 3 661.2 2
Interest expense (132.0) (250.8) (162.1)| (172.2) 6 30 (334.3) 33| (166.6) 3| (328.7) 2
Net interest income 150.5 306.0 163.8 173.1 6 15 336.9 10 168.7 3 3325 1
Fees & commissions 15.3 30.0 19.3 25.6 32 67 44.9 50 19.5 31 38.9 15
Other non-interest inc 12.2 6.1 1.8 70 TR T.R. 09 T.R. 3.4 5.3
Total non-interest income 27.6 36.1 21.2 22.8 8 (17) 44.0 22 23.0 2) 44.1 0)
Operating income 178.0 342.1 185.0 195.9 6 10 380.9 11 191.7 2 376.7 1
Operating expense (82.1) (160.1) (78.5) (79.7) 2 (3)] (158.2) 1) (93.8) (15)| (172.3) (8)
Operating profit 96.0 182.0 106.5 116.2 9 21 222.7 22 98.0 19 204.4 9
Provisions (10.0) (29.6) (0.8) (7.0) 729 (30) (7.9 (73) (16.0) (56) (16.9) (53)
Pre-tax profit 86.0 152.4 105.6 109.2 3 27 214.8 41 81.9 33 187.6 15
Taxation (24.0) (42.7) (29.4) (30.3) 3 26 (59.7) 40 (22.8) 33 (52.2) 14
Net profit 62.0 109.8 76.2 78.8 3 27 155.1 41 59.1 33 135.4 15

Source: Bank, Daiwa forecasts
*Difference = (actual/forecast-1)*100

Concerns over the

possibility of excessively

low loan growth and

sizable drop in NIM in

the future are undue
concerns, in our view

Contrary to the general concerns over the possibility of weak loan growth, actual loan
growth of the bank has been remaining very strong as shown in the chart below. 2Q07
loan growth was exceptionally strong. According to the management of the bank,
regional economy in the Pusan area is getting stronger since the area has shipbuilding
companies and suppliers to those shipbuilders, whose business is booming. In addition,
there are many auto parts suppliers, whose business situation is getting better as well.
As a result, loan demand for facility investment remains very strong for the bank. We
believe that strong demand for loans would continue for the time being and the credit
quality of the borrowers, whose business environment is favorable, would remain
healthy. Therefore, we believe that concerns over the possibility of excessively weak
loan growth going forward are undue concerns.

How about the trend of net interest margin (NIM)? As shown in the chart below,
quarterly NIM has started to make a gradual improvement from 4Q06. As of 2Q07,
quarterly NIM increased marginally to 3.06% from 3.04% in 1QO07. In addition,
cumulative NIM in 2Q07 finally ended its downward trend by posting 1 basis point
improvement compared with 1Q07 (3.05% in 2Q07 vs. 3.04% in 1Q07).

Even though it would be a bit early to conclude that NIM would make continuous
improvement starting from 2Q07 since most of the NIM pressure comes from the
funding side along with decreasing the portion of low cost funding out of total funds,
we believe that we can conclude that NIM decrease would be minimal going forward.
The reason why we believe so despite remaining uncertain regarding NIM outlook is
because the bank management decided to slow down loan growth in 2H07 and focus on
profitability of lending business. Therefore, we believe that excessive concerns over
the possibility of sizable deterioration of NIM based on the worst case scenario of the
combination of stiff competition both in lending and in deposit taking businesses
should be alleviated as well.

Pusan Bank 2
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Loan growth and NIM trend
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Improving asset quality Pusan Bank showed improvements in asset quality in 2Q07. NPL ratio has declined
and delinquency ratio are ~ from 0.79% in 1Q07 to 0.68% in 2Q07. In addition, precautionary and below loans
positive signals for the ratio has also showed a significant drop by posting 1.83% in 2Q07 compared with
future credit cost of the 2.54% in 1Q07. According to the bank, major reasons for the decrease in precautionary
bank loans were 1) generally improved credit ratings of borrowers and 2) W20bn of

repayment of precautionary loans from a borrower along with its maturity.

Not to mention the trend of NPL ratio and precautionary and below loans ratio,
delinquency ratio also showed a continued downward trend in 2Q07 by posting 0.64%,
which was 3 bps lower than 1Q07. Given improving asset quality and the improving
business environments of most of the borrowers in the region the bank is doing
business, we believe that future credit cost burden would continue to remain at a low
level.

: NPL ratio and delinquency ratio trend
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Source: Bank, Daiwa

Overall financial quality level has improved during 2Q07

How we assess the financial stability of banks

Making comparisons We believe that there are many different ways to assess the overall financial stability of
of banks based on a a bank, depending on the level of information available. In our view, asset quality,
like-for-like basis provisioning levels and capital adequacy are three most important factors in evaluating

the financial stability of a bank.

Since the levels of the three factors (asset quality, provisioning level and capital
adequacy) are different among banks, we have come up with a common measure that
combines all three factors using the following the steps:

1) Even though the minimal tier-1 ratio requirement is 4%, we believe that banks’
tier-1 capital needs to be at least around 7% to ensure the stability of the banking
system. In our view, a BIS ratio of around 11-12% is an adequate and safe level,

Pusan Bank 3
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Financial quality of
Pusan Bank has
improved in 2Q07

with tier-1 and tier-2 ratios of 7% and around 4-5%, respectively. Therefore, we
have assumed that all banks need a tier-1 ratio of at least 7%. If a bank’s tier-1
capital amount exceeds 7%, we treat this excess portion of tier-1 capital as ‘free
capital’ that the bank can use at its discretion.

2) After deriving the so-called ‘free capital’ amount, we assume that banks would
first use this free capital to bring up their NPL coverage ratios to 100%. As a result,
we believe that any concerns about existing NPLs would be removed, regardless of
their size.

3) Next, we assume that normal loans on average require 0.5% provisioning.
Therefore, we assume that banks make up 0.5% of provisioning for their normal
loans by using the remaining ‘free capital’.

4) Lastly, we compare the finally remaining ‘free capital’ with the size of
precautionary loans. The reason why we compare the finally remaining ‘free
capital’ with precautionary loans is that normal loans and below substandard loans
(NPLs) are all provisioned appropriately, and the only remaining loan category is
precautionary loans.

We believe that the percentage of finally remaining ‘free capital’ out of total
precautionary loans can be used as a substitute for the level of safety under an adverse
business environment.

By using the financial stability assessment method set out in the previous section, we
analyzed the financial stability of Pusan Bank from 1Q03 to 2Q07.

Due to a speedy growth in risk-weighted assets as a result of strong loan growth, the
bank’s tier-1 ratio decreased from 8.35% for 1Q07 to 8.12% for 2Q07. However,
overall financial quality of the bank has improved as shown in the chart below because
1) asset quality has improved as we have reviewed in the previous section, and 2) NPL
coverage ratio has gone up from 173.7% in 1Q07 to 180.3% in 2Q07. We regard the
financial quality level of the bank as a very safe level since excess capital in excess of
7% of tier | ratio and excess loan loss reserve in excess of 100% of NPL coverage fully
covers 100% of the total precautionary loan amount.

Pusan Bank: Financial quality ratio trend
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Source: Bank, Daiwa estimates
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FY07 and FY08 earnings
forecasts were revised up
by 5.6% and 7.9%,
respectively

Target price was raised
up to W17,900

Earnings-forecast revisions

After reviewing the 2Q07 earnings results of the bank, we have revised up our earnings
forecast for FY07 and FY08 by 5.6% and 7.9%, respectively. What we have revised in
terms of major assumptions are as follows: 1) We lowered our provisioning forecasts
for FY07 and FY08 by 20% and 5%, respectively, by lowering down our assumption of
the credit cost as a percentage of average balance of loans and advances from 0.36% in
FY07 and 0.35% in FY08 to 0.28% in FY07 and 0.32% in FY08. Even though we have
revised down our credit cost forecasts, we believe that we have taken a conservative
stance since annualized credit cost in 1HO7 was still substantially lower than our
current assumption. Therefore, we can not rule out the possibility of actual credit cost
being even lower than our revised forecasts. 2) We also corrected our overestimation of
operating expenses by factoring in the bank management’s determination to control
costs more effectively since early retirement programs conducted twice last year are
expected to bring down costs during the 2HO7. 3) We have revised up net interest
income forecasts by assuming higher loan growth in FY07 (17.1%) and FY08 (8.5%)
since our previous assumptions for the growth in loans and advances were too
conservative given that YTD growth of loans and advances in 2Q07 turned out to be
12.2% while our yearly loan growth assumption for FYO7 was 11.2%. We
conservatively assumed that net interest margin would be 5 bps lower than our
previous forecasts for FY07 and FY08 due to expected difficulty in raising low cost
funding. We expect that loan growth would more than outweigh potential decrease in
NIM.

Due to the upward earnings revisions for FY07 and FY08, our EPS forecasts were
revised up by 5.6% and 7.9%, respectively. Forecast BVPS in FY07 and were also
revised up by 0.4% and 1.3%, respectively.

Pusan Bank: Daiwa earnings-forecast revisions (Wbn

Old New Oold New old New
2007F 2007F 2008F 2008F 2009F 2009F
Year to 31 December W'bn W'bn W'bn W'bn W'bn W'bn
Interest income 1,353.5 1,384.6 1,483.9 1,561.9 1,605.3 1,701.4
Interest expense (674.0) (696.0) (748.2) (795.1) (813.5) (875.4)
Net interest income 679.5 688.6 735.6 766.9 791.8 826.0
Fees & commissions 79.4 82.3 86.8 93.5 92.6 100.5
Other non-interest inc 4.7 (20.7) (7.3) (31.6) (4.4) (27.5)
Total non-interest income 74.7 61.6 79.5 61.9 88.2 72.9
Operating income 754.2 750.2 815.1 828.8 880.1 898.9
Operating expense (346.3) (334.2) (374.5) (361.5) (404.8) (390.8)
Operating profit 407.9 415.9 440.6 467.3 475.3 508.2
Provisions (56.3) (44.8) (61.5) (58.4) (65.3) (61.0)
Pre-tax profit 351.6 3711 379.2 408.9 410.0 447.2
Taxation (97.9) (103.2) (105.5) (113.7) (114.1) (124.4)
Net profit 253.8 267.9 273.6 295.2 295.9 322.8
Change (%) 5.6 7.9 9.1
EPS 1,730 1,827 1,865 2,012 2,017 2,201
Change (%) 5.6 7.9 9.1
BVPS 9,454 9,496 10,696 10,835 12,048 12,299
Change (%) 0.4 1.3 21

Source: Daiwa forecast

Valuation

We have raised our six-month target price (Target price as of 4Q07) by 10.5% from
W16,200 to W17,900. The valuation method we used to derive our 4Q07 target price is
as follows: we multiplied our FY07 BVPS forecast (W9,496) by our target PBR
(1.88x) and derived our FYOQ7 year-end target price (W17,866). Our target PBR was
obtained by dividing (ROAE {20.06%} - long-term growth rate) by (cost of equity -
long-term growth rate). We assume a cost of equity for Pusan Bank of 12.3% and a
long-term growth rate of 3.5%.

Pusan Bank 5
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Total return of 18.3% is
expected with a 6-month
time horizon

The stock is currently trading at 1.65x of FY07F BVPS and 1.44x of FYO8F BVPS and
also trading at 8.6x and 7.8x of FYO7F and FYO8F earnings, respectively. Assuming
that the bank maintains the payout ratio of 35% in FY07 as well, per share cash
dividend is expected to be W612, which means that the dividend yield based on the
current share price would be 3.9% in FY07. Therefore, we are expecting a total return
of 18.3% with a 6-month time horizon (14.4% of capital gains plus 3.9% of dividend
yield). We maintain our 2 (Outperform) rating on the counter.

Pusan Bank 6
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Pusan Bank — financial summary

Profit forecasts and breakdown (Wbn Balance sheet (Wbn

Year to 31 December 2005 2006 2007F 2008F 2009F As at 31 December 2005 2006 2007F 2008F 2009F
Whn Whbn Whbn Whn Whbn Whn Whbn Whbn Whn Whbn
Interest income 10156 11726 13846 15619 1,701.4 Cash 3718.7 386.0 464.2 495.1 531.7
Interest expense (422.9) (555.2) (696.0) (795.1) (875.4) Placements w/ banks 779.3 6434 11931 1,272.6 1,366.7
Net loans & advances 12,186.1 14,9324 17,481.0 18961.1  20,363.4
Net interest income 592.7 617.4 688.6 766.9 826.0 Securities & investments 48711 49182 49901 5,655.1 6,073.3
Other assets 487.2 4745  1,018.0 1,158.8 14779
Fees & commissions 55.0 64.4 82.3 93.5 100.5 Fixed assets 3474 356.4 399.5 435.9 4718
Other non-interest inc 8.6 (44.5) (20.7) (31.6) (27.5)
Total assets 19,049.9 21,7108 255460 27,9786  30,284.9
Total non-interest income 63.6 19.9 61.6 61.9 72.9 Growth 11.2 14.0 17.7 9.5 8.2
Operating income 656.3 637.2 750.2 828.8 898.9 Customer deposits 13,662.5 14,557.7 155941 16,632.5 17,862.7
Operating expense (3209)  (329.0)  (334.2)  (361.5) (390.8) Borrowings 31615 4,629 53020 58755  6,359.8
Debentures 408.7 8676 16203  2,0284 2,195.7
Operating profit 3354 308.2 4159 467.3 508.2 Other liabilities 670.7 8437  1,636.7 1,852.8 2,062.7
Provisions (85.9) (50.7) (44.8) (58.4) (61.0)
Total net assets 1,146.5 1,278.8 1,392.9 1,589.3 1,804.0
Pre-tax profit 249.6 257.4 3711 408.9 4472 Share capital 7334 7334 7334 7334 7334
Taxation (70.6) (736) (1032  (113.7) (124.4) Reserves 4131 545.4 659.5 8559  1,070.6
Shareholders' funds 11465 12788  1,3929 1,589.3 1,804.0
Net profit 178.9 183.9 267.9 295.2 322.8 Growth 11.8 115 8.9 141 135
Growth 34.8 2.8 457 10.2 9.4 2005 2006 2007F 2008F 2009F
Return on assets 0.94 0.85 1.05 1.06 1.07
T 2005 2006  2007F  2008F  2009F Net interest margin 351 322 312 3.10 3.08
Credit quality Net intinc / operating inc 90.3 96.9 91.8 925 91.9
NPLs (% of total credit) 0.9 0.8 0.7 0.6 0.6 Expense / operating inc 48.9 516 44.6 436 435
Precautionary and below 29 27 20 1.9 1.9 Net loans & advances growth 10.0 225 171 8.5 7.4
(% of total credit) Earning asset growth 122 14.9 155 9.4 74
Deposit growth 6.7 6.6 71 6.7 74
Coverage ratios Loan / deposit 89.2 1026 1121 1140 114.0
Total provisions (% of NPLs) 1629 1758 1700  170.0 1605 Equity / assets 6.0 5.9 55 5.7 6.0
Capital adequacy, BIS 12.2 11.0 11.4 11.6 11.7

Total provisions

(% of precautionary & belov 52.1 53.3 59.0 55.2 51.3 Dividend payout 332 335 335 385 335
Book NAV - Common share 7,816 8,718 9,496 10,835 12,299

Source: Company, Daiwa forecasts
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3. Stock option, pursuant to Article 189-4 of the Securities and Exchange Act (“the Act”, hereinafter) by the corporation subject to the trading solicitation;
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to the fluctuating price of stocks issued, pursuant to Article 2 of the Enforcement Decree of the Act, by the corporation of which industry the research and
analysis officer is in charge.
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Act, provided that the period of acquisition or disposal of treasury stocks has not lapsed.
5. Corporation that is deemed to have substantial stakes in Daiwa Seoul

Disclosure of Prior Distribution to Third Party
This report has not been distributed to the third party in advance prior to public release.

The following explains the rating system in the report as compared to KOSPI, based on the beliefs of the author(s) of this report.

"1": the security could outperform the KOSPI by more than 15% over the next six months.

"2": the security is expected to outperform the KOSPI by 5-15% over the next six months.
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"4": the security is expected to underperform the KOSPI by 5-15% over the next six months.
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Additional information may be available upon request.
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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.;
Imperial Hotel, Ltd.; Japan Securities Finance Co. Ltd.; Japan Securities Agents, Ltd.; Kokusai Densetu Co., Ltd.; Maruzen Company, Limited;
Meisei Electric Co., Ltd.; Mitsui Mining Co. Ltd.; NIF Ventures Co. Ltd.; Nomura Co., Ltd.; Shinkin Central Bank; Taito Corporation..

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.; Adtec
Engineering Co. Ltd.; Advance Create Co. Ltd.; Adways Co. Ltd.; Aeon Credit Service Co. Ltd.; Aichi Steel Corp; Aiful Corp.; Air Products and
Chemicals Inc.; Aizawa Securities Co. Ltd.; Albany International Corp.; Albermale Corporation; Alinco Inc.; All About Inc.; Alliance & Leicester Plc.; All
Nippon Airways Co. Ltd.; Alpen Co. Ltd.; Alpha Credit Group, Inc.; American General Finance; Amiyaki Co. Ltd.; Anglo American Capital; ANX
National International; ANZ Banking Group Limited; ANZ National International London; Apamanshop Co. Ltd.; Aplus Co. Ltd.; Aramark Services;
Arealink Co. Ltd.; Argo Graphics Inc.; Art Corporation; Asahi Breweries Ltd; Asahi Security Co. Ltd.; ASB Bank Ltd.; Ascii Solutions Inc.; AsiaPharm
Group, Ltd.; ASIF; Asset Investors Co. Ltd.; ASTMAX Co. Ltd.; Atect Corp.; Athena Kogyo Co., Ltd.; Atrium Co. Ltd.; AU Optronics Corp; Australia
and New Zealand Banking Group Ltd.; AutoNation; AviChina Industry and Technology Company Limited; Avis Budget Car Rental, LLC.; Azia Co. Ltd.;
Balls Corp.; Banca Comerciala Romana SA; Banco BPI S.A.; Banco BPI SA Cayman; Banco Guipuzcoano; Bank of Kochi Ltd.; Bank Nederlandse
Gemeeten; Bank of America Holdings; Bank of Austria Creditanstalt; Bank of China Limited; Bank of Nova Scotia Ltd.; Bank of the Ryukyus Ltd; Bank
of Western Australia; BAT International Finance; Bayerische Landesbank; BBVA Senior Finance SA; BCP Finance Bank; Belo Corp.; Bemis Corp.;
BenQ Corp.; Benefit One Inc.; BHP Finance USA Ltd.; BHW Bausparkasse AG; Biznet Corp.; BMW Finance BV; BNP Paribas; Boeing Co.; Boise
Cascade Corporation; BOS International Australia Ltd.; Boston Scientific Corp; BP Capital Markets; Bradford & Bingley; Broadband Tower Inc.;
Brunswick Corp.; BSK; BSP Inc.; Bunadarbanki Islands; Certo Corp.; Caja Duero; CAM Global Finance; Caixa Catalunya International Finance;
Caixa D’estalvis Catunun; Canadian Imperial Bank; Canadian Natural Resources; Cargill Inc; CCS Inc.; CDG Co. Ltd.; Cedant Timeshare; Central
Japan Railway; Central Japan Railway Co.; CFF; China Construction Bank; China COSCO Holdings Ltd.; China Glass Holdings Ltd.; China Minsheng
Banking; China National Building Material Ltd.; China Paradise Electronics; China Paradise Electronics Retail Ltd.; China Resources Power Holdings
Co.; China Shipping Container Lines Co. Ltd.; Chubu Electric Power Co. Inc.; Chunghwa Telecom Co. Ltd.; CIT Group; CIT Group, Inc.; Citigroup
Global Markets; Citigroup Inc.; Clear Channel Communications; Cluster Technology Co. Ltd.; CMS Energy; Coca-Cola Amatil Ltd.; Comcast Corp.:
Commonwealth Bank of Australia; Companie de Financement Foncier; ConocoPhilips; Consumers Energy Company; Cooperative Centrale Raiffeisen-
Boerenleenbank; Cosmo Bio Co. Ltd.; Cosmo Oil Co. Ltd.; Cosmos Pharmaceutical Corp.; Create Corp.; Create Restaurants Inc.; Credia Co., Ltd.;
Credit Saison Co. Ltd.; Crescendo Investment Corp.; CS Group Finance; CVS Corporation; Cyberstep Inc; DA Office Investment Corp; Dah Sing
Bank; Daifuku Co. Ltd.; Daihatsu Diesel; Daimler Chrysler; Daio Paper Corp.; Daiwa Securties Group Inc.; Daiwa Seiko, Inc.; Daiwasystem Co. Ltd.;
DA Office Investment Corp.; Dekabank; Delica Foods Co. Ltd.; Depfa ACS Bank; Depfa Bank plc.; Depfa Deutsche Pfandbriefbank AG; Deutsche
Apotheke Aerztebank; Deutche Bahn Finance BV; Deutsche Bank AG; Deutsche Bank Aktiengesellshaft; Deutsche Bank Capital Finance Trust;
Deutsche Bank Finance; Dexia Credit Local; Dongfeng Motor Group Co. Ltd.; Dorma Holding GmbH & Co.; Dow Chemical Company; Drecom Co.
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Ltd.; DVB Group Merchant Bank Asia; Dydo Drinco, Inc.; Eagle Industry Co. Ltd.; Earth Chemical Co. Ltd.; eASSET Investment Corp.; East Japan
Railway Co.; Echo Trading Co. Ltd.; EdF; EFG Hellas plc.; Egnatia Finance; Eighting Co. Ltd.; EM Systems Co. Ltd.; ENEL SpA; Eneserve Corp.; e-
Seikatsu Co. Ltd.; E*Trade Securities Co. Ltd.; Eurofima; Eurohypo AG.; Excel Co. Ltd.; Export Development Canada; Fandango Inc.; FC Residential
Investment Corp.; Felissimo Corp.; Fidec Corp.; Finconsumo SPA; F@N Communications, Inc.; Flying Garden Co. Ltd.; Ford Credit Australia Limited,;
Ford Motor Company; Ford Motor Credit Company; Freddie Mac; Fue Trek Co Ltd.; Fuji Electric Co. Ltd.; Fujio Food System Co. Ltd.; Fuji Oil Co Ltd.;
Fuji Television Network Inc.; Fujitsu Ltd.; Fukui Computer Inc.; Fukuoka REIT Investment Fund; Fukushima Industries Corp.; Fullcast Technology Co.
Ltd.; Furukawa Electric Co. Ltd.; Furukawa-Sky Aluminum Corp.; Gakujo Co Ltd.; GECC; GE Capital Australia Funding; General Electric Capital
Corporation; Genesis Technology Inc./Japan; Geo Co., Ltd.; GK Japan Agency Co. Ltd.; Global Flex Holdings; GM; GMAC; GMO Hosting & Security
Inc.; Goldman Sachs Group, Inc.; GOLD PAK Co. Ltd.; Goodwill Group; Grandy House Corp.; GreenHospital Supply Inc.; Ground Financial Advisory
Co. Ltd.; Hagiwara Electric Co. Ltd.; Halows Co., Ltd.; Hankook Tire, Co., Ltd.; Hankyu Holdings Inc.; Hankyu Reit Inc.; Hanwa Co., Ltd.; Harrah's
Entertainment Inc.; Harrah’s Inc.; Harrah’'s Operating Company; Haruyama Trading Co. Ltd.; Hazama Corp.; HBOS Treasury Service; HCA Inc.;
Hellenic Bank; Hertz Corp.; Hiday Hidaka Corp.; Hikari Tsushin, Inc.; Himaraya Co. Ltd.; Hirakawa Hewtech Corp.; Hitachi Cable; Hitachi Ltd.; Hitachi
Systems & Services Ltd.; Hokkaido Electric Power Co. Inc.; Hokkaido Gas Co., Ltd.; Hokuriku Electric Power Co.; Hon Hai Precision Industry; Honyaku
Center Inc.; Hoshiden; HSH N Finance; HSH Nordbank AG; HUB Co. Ltd.; Humana Inc.; Hypo Real Estate International; lbiden Co., Ltd.; IKB
Finance BV; lkyu Corp.; Imasen Electric Industrial; Impexbank; Indian Raliway Finance Corporation; Industrial Bank of Korea; Instituto de Credito
Oficial; International Business Machine Corp; International Hotel Group; Intesa Bank Ireland plc.; Ishikawajima-Harima Heavy Industries Co., Ltd.;
Inspec Inc.; Islandbanki FBA; Islandsbanki FBA HF; I. T Limited; Izumiya Co., Ltd.; Jaccs Co Ltd.; Japan Airlines Co. Ltd.; Japan Bank for
International Co-operation; Japan Best Resque System Co. Ltd.; Japan Hotel and Resort Inc.; Japan Hotel & Resort Investment Corp.; Japan Logistics
Fund, Inc.; Japan National Oil Corp.; Jastec Co. Ltd.; J-Com Co., Ltd.; JFE Holdings, Inc.; Joint Corp.; JP Morgan Chase; Kajima Corp.; Kansai
Electric Power Co.; Kansai Urban Banking Corp.; Kaupthing Bunadarbanki HF; Kaupthing Bank HF; KBC IFIMA NV; KDDI Corp.; Keihan Electric
Railway Co. Ltd.; Keio Electric Railway Co. Ltd.; Kenedix Realty Investment Corp.; Kennedy-Wislon Japan; Keyware Solutions Inc.; KFW International
Finance; KGaA; Kikkoman Corp.; Kinki Nippon Railway Co. Ltd.; KFW Bankengruppe; Kobayashi Pharmaceutical Co. Ltd.; Kobe Bussan Co. Ltd.;
Komatsu Ltd.; Kommunalbanken Norway; Kookmin Bank; Korea Gas Corp.; Korea National Housing Corporation; KTK Inc.; Kubota Corp.; Kuraudia Co.
Ltd.; KUREHA CORP.; Kusuri No Aoki Co. Ltd.; Kyushu Electric Power Co. Ltd.; Lady Drug Store Co. Ltd.; Land Business Co. Ltd.; Landeskreditbank BW
Foerdebank; Landsbanki Islands HF; L'attrait Co. Ltd.; LB Baden-Wuerttemberg; LBHI MTNG; LCP Investment Corp.; Lehman Brothers Holdings Inc.;
Linfair Holdings Ltd.; Li Ning Company Ltd.; Life Stage Co Ltd; Linfair Holdings Ltd; LIVING Corp. Inc.; Louis Vuitton Moet-Hennessy; LVMH; Macquarie
Bank Limited; Maeda Corp.; Makino Milling Machine Co Ltd; Makoto Construction Co. Ltd.; Marubeni Corp.; Maruka Machinery Co. Ltd.; Maruzen Co. Ltd.;
Marvelous Entertainment Inc.; MasterCard Incorporated; Matsunichi Communication Holdings Ltd.; Maxvalu Tohoku Co. Ltd.; Maxvalu Tokai Co. Ltd.;
Mazda Motor Corp.; Meadwestvaco Corp.; Mebix Inc.; Media Create Co Ltd.; Meiho Enterprise Co Ltd.; Meiko Electronics Co.; Meisei Electric Co. Ltd.;
MGM Mirage Inc; Micronics Japan Co Ltd.; Midsouth Holdings; Millennium America; Mitsuba Corp.; Mitsubishi Chemical Corp.; Mitsubishi Plastics Inc.;
Mitsubishi Tokyo Financial Group Inc.; Mitsui & Associates Telepark Corp.; Mitsui Chemicals Inc.; Mitsui & Co. Ltd.; Mitsui Engineering & Shipbuilding Co.
Ltd.; Mitsui Mining & Smelting Co. Ltd.; Mitsui OSK; Mitsui Trust Holdings Inc; Mitsumi Electric Co. Ltd.; Miyachi Technos Corp.; Mizuho Corporate Bank
Ltd.; Mizuho Trust & Banking Co. Ltd.; Modec Inc.; MK Capital Management Corp.; Morinaga Milk Industry Co. Ltd.; NACF; Nankai Electric Railway Co.
Ltd.; National Australia Bank Ltd.; National Bank of Canada; National Grid Co. Plc.; National Rural Utilities Cooperation Finance Corp.; Nationwide Building
Society; ND Software Co. Ltd.; NEC Leasing Ltd.; Nepro Japan Co. Ltd.; Nestle Australia Limited; Nestle Holdings; Network Value Components Ltd.; New
City Residence Investment Corp.; NextCom KK; NIB Capital Bank; NIC Autotec Inc.; Nichiden Corp.; Nichirei Corp.; Nihon Ceratec Co. Ltd.; Nihon
Chouzai Co Ltd; Nihon Eslead Corp.; Nihon Parking Corp.; Nikko Citigroup; Ningbo Shenzhou Textile; Nippon Accommodations Fund Inc; Nippon
Broadcasting System, Inc.; Nippon Building Fund, Inc.; Nippon Game Card Corp.; Nippon Hotel Fund Investment Corp.; Nippon Life; Nippon Life Insurance;
Nippon Minig Holdings Inc; Nippon Office Systems Ltd.; Nippon Oil Corp.; Nippon Residential Investment Corp.; Nippon Restaurant Corp.; Nippon Sanso
Corp.; Nippon Telegraph & Telephone Corp.; Nippon Unipac Holding; Nippon Yusen KK; Nishi-Nippon Railroad Co. Ltd.; Nissan Diesel Motor Co. Ltd.;
Nissan Financial Services Co. Ltd.; NIWS Co HQ Ltd.; Noel Co. Ltd.; Norddeutsche LB; Noritz Corp; Northern Rock Plc.; NRW Bank; NS Tool Co. Ltd.;
NTT Leasing; NYSE Group Inc.; Odakyu Electric Railway Co. Ltd.; Ohara Inc.; OJSC NK Rosneft; Okabe Co. Ltd.; Okinawa Electric Power; Okuma
Holdings Inc.; Okuwa Co Ltd.; One Media Group Ltd.; Optex Fa Co. Ltd.; Oracle Corp.; Oriental Land Co. Ltd.; ORIX Corp.; Orix JREIT Inc.; Osaka Gas
Co. Ltd.; Overnight Corporation; P and P Corp.; Pacific Management Corp.; Pal Co. Ltd.; Pegasus Sewing Machine Manufacturing Co. Ltd.; Peoples
Insurance Company of China; PHH Corp.; Plains All American; Plenus Co. Ltd.; Poplar Co. Ltd.; POSCO; Postabank rt; Power Up Co Ltd; Premier Image
Technology Corp.; Post Properties, Inc.; Premier Investment Co.; Produce Co Ltd.; Prologis; QP Corp.; Rabo Australia Ltd.; Rabobank Nederland;
Raccoon Co. Ltd.; Rakuten Inc.; Rann International; Rasa Corp.; Raytex Corp.; Reins International Inc.; Renault S.A.; Rentenbank; re-plus residential
investment inc; Resona Bank Ltd.; Resona Holdings Inc.; Resorttrust Inc.; Right On Co. Ltd.; Rinnai Corp.; Risa Partners Inc.; Rosneft; Royal Bank of
Scotland; Sabre Holdings; Sagami Railway Co. Ltd.; Sakai Moving Service Co. Ltd.; Sakata INX Corp.; Sala House Co Ltd.; Samson Holding Ltd.; San-A
Co. Ltd.; Sanden Corp.; Sanritsu Corp.; Santander International; Sanwa Shutter Corp.; Sanyo Electric Logistics Co. Ltd.; Sanyo Housing Nagoya Co. Ltd.;
Sanyo Shinpan Finance Co. Ltd.; Sapporo Breweries Ltd.; Secom Joshinetsu Co. Ltd.; Securicor plc.; Sekisui House Ltd.; Senko Co Ltd.; Senshu Electric
Co. Ltd.; Severn Trent Water; Shenzhou Holding Ltd.; Shikoku Electric Power Co. Inc.; Shin Nippon Biomedical Laboratories Ltd.; Shinsho Corp.; Shirai
Electronics Industrial Co. Ltd.; Shizuoka Gas Co Ltd.; Showa Shell Sekiyu KK; Siemens AG; Simon Property Group LP; SNS Bank Nederland; Sohken
Homes Co. Ltd.; Soken Chemical & Engineering Co. Ltd.; Sony Corp.; Sovrisc BV; Sparebanken Rogaland; Square Enix; State of North Rhine-Westphalia;
Stylife Corp.; Sugi Pharmacy Co. Ltd.; Sumco Corporation; Sumida Corp.; Sumisho Electronics Co Ltd; Sumitomo Chemical Co. Ltd.; Sumitomo Corp.;
Sumitomo Electric Industries Ltd.; Sumitomo Life Insurance: Sumitomo Light Metal; Sumitomo Metal Industries Ltd.; Sumitomo Mitsui Banking Corp.;
Sumitomo Mitsui Financial Group, Inc.; Sumitomo Osaka Cement Co. Ltd.; Sumitomo Precision Products Co. Ltd.; Sumitomo Realty & Development Co Ltd,;
Sumitomo Wiring Systems Ltd.; Sun Frontier Fudousan Co. Ltd.; Svensk Exportkredit AB; Tac Co. Ltd.; T&D Holdings Inc.; Taihelyo Cement Corp.; Taiho
Kogyo Co Ltd.; Taisei Co. Ltd.; Takamatsu Corp.; Takeuchi Manufacturing Co Ltd.; Talisman Energy; Telefonica; Telewave Inc.; Telstra Corp. Ltd.;
Tempstaff Co Ltd.; Terna spa; TFP Consulting Group Co. Ltd.; TGR Investment Inc.; The Aomori Bank Ltd.; The Awa Bank Ltd.; The Bank of Fukuoka Ltd.;
The Bank of Okinawa Ltd.; The Bank of Tokyo-Mitsubishi Ltd.; The Chiba Bank; The Chugoku Electric Power Co., Inc.; The Ehime Bank Ltd.; The Gunma
Bank Ltd.; The Hyakugo Bank Ltd.; The Japan General Estate Co., Ltd.; The Japan Steel Works Ltd.; The Kansai Electric Power Co. Inc.; The Link
Management Ltd.; The Link Real Estate Investment Trust; The Link REIT; The Miyazaki Bank Ltd.; The Musashino Bank Ltd.; The Nanto Bank Ltd.; The
Nisshin Oillio Group; The San-In Godo Bank Ltd.; The Shonai Bank Ltd.; The Sumitomo Trust & Banking Co. Ltd.; The Tokushima Bank Ltd.; The Tokyo
Star Bank Ltd.; The Tokyo Tomin Bank Ltd.; Tietech; Time Warner, Inc.; Tohken Co. Ltd.; Toho Gas Co Ltd.; Tohoku Electric Power Co. Inc.; Tokuden Co.
Ltd.; Tokyo Electric Power Co.; Tokyo Tatemono Real Estate Sales Co Ltd; Tokyu Community Corp.; Tokyu Corp; Tokyu Land Corporation; Tokyu Livable
Inc.; Tokyu REIT, Inc.; Tokyu Store Chain; Toll Brothers; Toppan Printing Co Ltd.; Top Engineering Co. Ltd.; Top REIT Inc.; Toridoll.corp.; Toshiba Plant
Systems & Services Corp.; Total Capital; Total Capital SA; Toyota Boshoku Corp.; Toyota Credit Canada, Inc.; Toyota Finance Australia Ltd.; Toyota
Finance Corp.; Toyota Industries Corp.; Toyota Motor Credit Corporation; Toyo Tanso Co. Ltd.; Toyota Tsusho Corp.; Tradelink Electronics; Tradelink
Electronic Commerce Ltd.; Tsubakimoto Chain Co.; Tsuruha Holdings Inc.; TT Electronics; TV Tokyo Broadband Entertainment Inc.; Ube Industries
Ltd/Japan; UBS AG; UBS Jersey; UBS Preferred Funding Trust; UCS Co. Ltd.; UFJ Bank; Unicredito Italiano; Union Oil Co. of California; Union Pacific
Corp.; United Microelectronics Corp.; United Technologies; Universal Solution Systems Inc.; UP Inc.; US Cellular Corp.; US Cellular Corp.; Valor Co. Ltd.;
Value Commerce Co Ltd; Verizon Global Funding Corp.; Viacom Inc.; Vinculum Japan Corp.; Volkswagen International Finance NV; Wacom Co.
Ltd/Japan; WDB Co., Ltd.; We'll Corp.; Wellpoint Inc.; West LB; Westpac Banking Corporation; Whirlpool Corp; Wiliam Street Funding; Wonder Corp;
Wauerttembergische Versicherung; Xiamen International Port Co., Ltd.; Xiamen Port; Yachiyo Industry Co Ltd; Yakuodo Co. Ltd.; Yamashita Medical
Instruments Co. Ltd.; Yasunaga Corp.; YKT Corp.; Yujin Co Ltd/Japan; Yume No Machi Souzou linkai Co. Ltd.; ZhongHui Holdings Ltd..

The statements in the two preceding paragraphs are made as of July 1, 2006.

DSA Market Making. DSA made a market in securities or ADRs of the following issuers at the time this report was published: All Nippon Airways;
Bridgestone; Casio; Daiei Inc.; Fuji Photo Film; Fujitsu; Internet Initiative Japan; Kirin Brewery; Makita; Millea Holdings; Mitsui & Co.; NEC; Nissan
Motor; Q.P. Corp.; Sanyo Electric; Sharp; Shiseido; Sumitomo Corporation; Trend Micro; Wacoal 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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