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Market's optimism about 2009 is gone and fair value is near

Over-optimism about 2009 is gone; upgrade to Hold Reuters code 6286.TW
= We have upgraded our rating for Richtek Technology (Richtek) data -
to 3 (Hold) from 4 (Underperform), following the downward Market cap (Ussm)  757.70
.. EV US$m; 08 745.5
revisions to Bloomberg-consensus EPS forecast for 2009 over 3-mth avg daily T/O ( (Es$nf§ 28.01
Shares outstanding (m) 134
the paSt month. Free float (%) 88.1
Major shareholder HSIEH SHU-LIANG (4.9%)
. A A A Exchange rate NT$/US$ 32.397
® |n addition, the current share price is near our target price,
. . . . . T . . Perf %0)* M 3M 6M
indicating that the downside potential is limited, in our view. Pl vonvel N T B9
Relative 16.4 (1.8) 34.6
i i i Source: Daiwa
Still cautious into 2009 Note: *Relative to TWSE Index

= \We maintain our cautious view going into 2009 on the

2008F 2009F

company’s gross-profit margin and EPS growth, despite the PER ®) 178 160
better-than-expected 3Q08 gross-profit margin. PR oA Eii 162 124
PBR (x) 5.7 4.9

. . . Dividend yield (%) 4.6 4.4

We maintain our target price and 2008-10 EPS forecasts ggi E;; 32; ggg
= We maintain our 2008-10 EPS forecasts after the 3Q08 results ~ Netdebtequity (%) Netcash Net cash

Source: Daiwa forecasts

Price and relative performance

conference call due to limited amount of information disclosed,
and have kept our six-month target price unchanged at NT$185,

(NT$) Rel. to TWSE Index
based on a target PER of 17x on the average of our 2008 and 4% n 520
2009 EPS forecasts. | AL .
160 | ; "'{f'“' J\?\\' 190
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Source: Bloomberg

Income summar

Revenue EBITDA Net profit EPS CFPS DPS
Year to 31 Dec (NT$m) (%) (NT$m) (%) (NT$m) (%) (NT$) (%) (NT$) (NT$)
2006 4,297 60.1 1,424 119.4 1,243 124.6 10.890 115.5 11.649 2.500
2007 6,062 41.1 1,987 39.5 1,771 42,5 14.924 37.0 21.495 5.000
2008F 7,211 18.9 1,690 (15.0) 1,382 (22.0) 10.334 (30.8) 11.130 8.500
2009F 8,617 19.5 1,856 9.8 1,532 10.9 11.455 10.9 15.155 8.000
2010F 10,201 18.4 2,293 23.6 1,902 24.1 14.220 24.1 21.433 9.000

Source: Company, Daiwa forecasts
Note: The investment indicators and income summary on the front page of this report, as well as the back-page financial summary, are all based on the forex assumptions set out in the table at
the back of this report, unless stated otherwise.

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH | Global Equity Research
CERTIFICATIONS, ARE PROVIDED ON THE LAST TWO PAGES OF THIS REPORT. e/




Rating upgraded to 3
after market’s optimism
evaporates

Better-than-expected 4Q
gross-profit margin
guidance

DIR

Market optimism is gone; rating upgraded to 3

We maintain our target price, but have upgraded our rating

We believe the market’s excessive optimism about Richtek’s 2009 gross-profit
margin and EPS before the middle of September has evaporated.

The share price has undergone a significant correction, especially since 25
September 2008, and now is approaching our six-month target price of NT$185,
based on a target PER of 17x on the average of our 2008 and 2009 EPS forecasts,
following the recent rebound. As we do not expect any fundamental surprises
going into 2009 (despite the better-than-expected 3Q08 gross-profit margin and
management’s guidance for the 4Q08 gross-profit margin) following the
company’s 3Q08 results conference call, we maintain our six-month target price of
NT$185 and 2008-10 EPS forecasts. Accordingly, we have upgraded our rating to
3 from 4, due to what we see as the limited downside potential for the share price.

The consensus forecast has been moving down recently

o After the company toned down its gross-profit margin target for 2009, forecasts
in the market have declined to 35-36% now from 38-40% previously.

o Over the past few weeks, we have seen forecasts in the market move toward
EPS-growth of 10-15% YoY for 2009, from 20-25% previously.

e Our 2009 EPS forecast remains almost the lowest in the market.

3Q conference: upside surprise for gross-profit margin, but
deterioration in information disclosure

Richtek hosted its 3Q08 results conference call on 14 October 2008. Although the
3Q08 gross-profit margin and management’s guidance for the 4Q gross-profit
margin were better than the market expected, most investors were disappointed by
the limited amount of information disclosed by the company. The key takeaways
are as follows:

e The 3Q gross-profit margin of 39.4% was better than both the company’s
guidance and our forecast of about 38% due to: 1) the NT dollar’s depreciation,
2) the company’s cost-reduction efforts, and 3) changes to the product mix.

e Management guided for a 5-10% QoQ decline in 4Q sales, and for a gross-profit
margin of 38-40% (both in line with our latest forecasts).

e The company expects all of its product lines to record declines in sales on a
quarter-on-quarter basis for 4Q, but believes communication applications will
hold up relatively well due to the strength of the China handset market.

o Other information/guidance was relatively vague.
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Our cautious view going into 2009 remains largely unchanged

We remain cautious on We largely maintain our cautious view on the Taiwan IC design sector and Richtek
the Taiwan analog IC going into 2009 (set out in our report published on 31 July 2008, Initiation of
sector going into 2009 coverage: immunity from industry consolidation will be difficult).

For 2009, we continue to forecast 10.9% YoY EPS growth for Richtek, with the
gross-profit margin deteriorating to 35-36%, despite the better-than-expected 3Q08
gross-profit margin and management’s gross-profit margin guidance for 4Q08. In
our opinion, given that: 1) Taiwan analog IC companies have already gained
almost a 50% share of the Taiwan electronic supply market (compared with their
global market share of less than 10%), and 2) we haven’t seen any signs that rising
competition globally will end over the next six months, especially with the global
economic situation continuing to worsen, we believe it would be very difficult for
Richtek to increase its sales by 20% without sacrificing some of its gross-profit
margin.

We continue to see Richtek as the most competitive analog IC company in Taiwan,
and believe this will continue to improve. However, we believe its earnings growth
will slow during the industry-consolidation phase, which we do not expect to be
completed before the middle of 20009.

Valuation: trading at a fair valuation

The stock is trading The stock is trading currently at near our six-month target price of NT$185, based
currently at PERs of a target PER of 17x on the average of our 2008 and 2009 EPS forecasts, or at a 1x
17.8x and 16x on our PEG, which we think is fair for a company that we see as having solid long-term
2008 and 2009 EPS growth potential.

forecasts, respectively

Risks

We see the major upside risk to our rating as a better-than-expected improvement
in the company’s 2009 gross-profit margin, which we believe might come from
cost savings from foundries or back-end assemblers, or from the earlier-than-
expected completion of industry consolidation. In our view, the major downside
risk to our rating is a worse-than-expected global economic downturn and
intensified competition in the industry.

Historical PER band: previous accounting polic Historical PER band: new accounting polic
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Richtek: sales breakdown
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Valuation comparison

Code Company Local Mktcap  Price EPS (LCY$/shr) EPS growth (%) PER (x) PBR (x) ROE (%)
currency (US$m) (LCY$) 2007 2008F 2009F 2008F 2009F 2008F 2009F 2008F 2009F 2008F 2009F

Global peers

Pro Forma

QCOMUS  Qualcomm us$ 69,413 423 199 216 257 8.2 18.9 19.6 16.5 4.8 41 1972 20.37
BRCM US Broadcom uss$ 8,305 164 115 167 156 450  (6.6) 9.8 10.5 23 22 2358 18.66
NVDA US nVidia uss$ 4,480 81 153 078 089 (49.1) 14.8 10.4 9.0 25 17 16.02 1253
SNDK US SanDisk uss$ 3,866 172 168 (0.36) 0.07 (1214) (119.2) nm. 249.0 0.8 0.8 n.m. n.m.
MRVL US Marvell uss$ 4,790 78 036 099 108 1753 8.1 7.9 7.3 14 13 1417 1183
LSIUS LSl Logic us$ 2,948 46 023 050 053 1156 5.8 9.2 8.7 0.8 13 9.74 1165
XLNX US Xilinx uss 5,913 214 108 153 170 412 11.4 14.0 12.6 35 37 2421 26.89
ALTR US Altera uss$ 5,264 175 087 118 127 36.4 7.3 14.8 13.8 5.2 6.6 4082 4148
ZRAN US Zoran uss$ 361 70 135 014 032 (89.8) 1297 50.4 22.0 05 0.6 n.m. 133
TRID US Trident uss$ 130 21 102 (0.43) (0.51) (141.7) 20.1 n.m. n.m. 0.6 0.5 n.m. n.m.
GAAP

QCOMUS  Qualcomm us$ 69,413 423 183 195 237 6.7 21.6 21.7 17.9 4.8 41 1989 19.72
BRCM US Broadcom uss$ 8,305 164 032 083 071 1563 (14.7) 19.8 23.2 23 22 1549 2358
NVDA US nVidia us$ 4,480 81 130 024 059 (81.6) 1463 335 13.6 25 17 3554 16.02
SNDK US SanDisk uss$ 3,866 172 101 (0.97) (0.29) (196.3) (70.0) n.m. n.m. 0.8 0.8 6.03 (3.16)
MRVL US Marvell uss$ 4,790 78 (0.17) 056  0.66 - 17.9 14.1 11.9 14 13 318 1417
LSIUS LSl Logic us$ 2,948 46 (031) 000 0.5 - n.m. n.m. 88.1 0.8 13 2.26 9.74
XLNX US Xilinx uss$ 5,913 214 102 149 169 456 14.1 14.4 12.6 35 37 2147 2421
ALTR US Altera uss$ 5,264 175 082 118 127 437 74 14.9 13.8 5.2 66 2131 4082
ZRAN US Zoran uss$ 361 70 129 (0.84) (0.13) (165.3) (85.1) n.m. n.m. 05 06 11.67 n.m.
TRID US Trident uss$ 130 21 048 (0.73) (0.75) (252.7) 23 n.m. n.m. 0.6 05 1833 n.m.

Taiwan peers

Pro Forma

2454 TT MediaTek* NT$ 9,789 2955 3227 29.38 32.60 (9.0 11.0 10.1 9.1 35 2.9 337 355
3034 TT Novatek* NT$ 800 443 14.02 9.37 943 (332 0.6 4.7 4.7 1.7 15 29.6 27.9
23719 TT Realtek* NT$ 853 59.0 4.35 4.99 7.52 14.6 50.7 118 7.8 1.8 1.7 17.1 17.8
2401TT Sunplus NT$ 261 14.2 3.78 1.92 171 (49.2) (10.9) 7.4 8.3 0.6 0.4 19.1 8.3
6286 TT Richtek* NT$ 758 1835 1492 1308 1455 (12.3) 11.2 14.0 12.6 5.7 4.9 429 41.6
8299 TT Phison NT$ 319 815 1410 1797 21.20 275 18.0 4.5 38 15 13 334 33.8
GAAP

2454 TT MediaTek* NT$ 9,789 2955 3227 2233 2476 (30.8) 10.9 13.2 119 3.5 2.9 25.6 27.0
3034TT Novatek* NT$ 800 443  14.02 7.32 747 (47.8) 2.0 6.0 59 17 15 23.1 22.1
2379TT Realtek* NT$ 853 59.0 4.35 3.87 585 (11.1) 51.2 15.2 10.1 1.8 17 132 13.8
2401TT Sunplus NT$ 261 14.2 3.78 1.44 128 (61.9) (10.9) 9.8 11.0 0.6 0.4 14.4 6.2
6286 TT Richtek* NT$ 758 1835 1492 1033 1146 (30.8) 10.9 17.8 16.0 5.7 49 337 33.0
8299 TT Phison NT$ 319 815 1410 1348 15.90 (4.4 18.0 6.0 5.1 15 1.3 25.0 25.3

Analog global peers

Pro Forma

TXN US Tl 26,480 20.2 2 1.79 1.88 (10.8) 55 11.3 10.7 2.8 27 2333 2238
NSM US National Semiconductor 3,415 14.9 1.18 1.37 1.56 16.0 13.9 10.9 9.5 18.1 16.9 14362 65.72
MXIM US Maxim 4,491 14.0 1.61 1.05 123  (35.0) 17.2 13.4 11.4 15 14 1150 n.m.
LLTC US Linear 6,030 27.2 1.39 1.82 2.02 30.9 10.9 15.0 135 n.m. n.m. n.m. n.m.
ONNN US On Semiconductor 2,047 5.1 152 0.91 1.00 (39.9) 9.0 5.6 5.2 2.1 20 3330 2390
STMUS ST Microelectronics 9,021 9.9 0.76 0.70 0.93 (7.8) 327 141 10.7 n.a. n.a. 2.64 7.80
ISILUS Intersil 1,734 14.0 1.36 1.54 1.60 13.0 3.8 9.1 8.8 0.8 0.8 8.57 7.94
FCS US Fairchild 875 7.0 0.64 0.84 0.96 313 139 8.3 7.3 0.7 0.7 5.23 4.83
ADIUS Advance Device 6,977 24.0 1.54 1.73 1.88 12.2 8.8 13.9 12.8 3.1 29 2625 17.94
GAAP

TXN US Tl 26,480 20.2 1.84 1.80 1.88 (2.1) 42 11.2 10.8 2.8 2.7 23.6 22.3
NSM US National Semiconductor 3,415 14.9 1.12 1.36 1.56 218 14.0 10.9 9.6 18.1 169 143.1 65.6
MXIM US Maxim 4,491 14.0 1.15 0.98 124 (14.6) 25.9 14.3 11.3 15 14 10.8 n.a.
LLTC US Linear 6,030 27.2 1.29 1.85 2.03 43.0 10.2 14.8 134 n.a. n.a. n.m. na.
ONNN US On Semiconductor 2,047 5.1 0.79 0.58 092 (26.7) 59.4 8.9 5.6 2.1 2.0 211 222
STM US ST Microelectronics 9,021 9.9 (0.53) 041 0.89 (178.1) 1143 239 11.2 n.a. n.a. 1.6 7.4
ISILUS Intersil 1,734 14.0 1.04 1.40 1.42 34.4 17 10.0 9.9 0.8 0.8 7.8 7.1
FCS US Fairchild 875 7.0 0.51 0.61 0.75 19.2 227 115 9.4 0.7 0.7 3.8 3.8
ADI US Advance Device 6,977 24.0 1.50 2.24 1.90 49.1 (15.0) 10.7 12.6 3.1 29 34.0 18.1

Source: Bloomberg, *Daiwa forecasts
Note: share prices as of 14 Oct 2008
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Richtek: quarterly income statement (NT$m)
1Q07  2Q07 3Q07  4Q07  1Q08 2Q08F 3QO8F 4QO8F  FY06  FYO7 FYOS8F FY09F FYIOF

GAAP (NT$m)

Net sales 1255 1431 1735 1641 1508 1756 2,031 1915 4297 6,062 7211 8617 10,201
COGS 706 825 999 957 916 1,085 1,257 1,212 2,444 3486 4470 5525 6,479
Gross profit 549 606 736 685 592 671 774 703 1,853 2576 2,740 3,092 3,722
SG&A 60 63 65 75 115 126 158 153 207 263 553 353 426
R&D expenses 101 111 117 123 146 153 177 172 327 453 648 1,050 1,204
Operating income 388 432 554 486 332 391 439 377 1319 1,860 1540 1689 2,003
Net non-op. income (5) (3) (13) (14 (20) 17 (10) (13) (61) (36) (61) (68) (81)
Pre-tax income 383 429 540 472 312 375 429 364 1,258 1,824 1479 1620 2,012
Tax expenses 8 20 23 2 17 41 21 18 15 53 97 88 110
Net income 375 409 518 470 295 334 407 346 1,243 1,771 1,382 1,532 1,902
EPS (NT$) 3.16 3.44 4.36 3.96 221 2.50 3.05 258 1089 1492 1033 1146 1422
Pro forma (NT$m)

Net sales 1255 1431 1,735 1641 1508 1,756 2,031 1915 4297 6062 7211 8617 10,201
COGS 706 825 999 957 903 1,071 1,239 1,198 2,444 3486 4411 5460 6,397
Gross profit 549 606 736 685 605 685 792 718 1,853 2576 2,799 3157 3,804
SG&A 60 63 65 75 115 126 158 153 207 263 553 353 426
R&D expenses 101 111 117 123 74 74 78 88 327 453 314 678 742
Operating income 388 432 554 436 416 4385 555 476 1,319 1860 1933 2,126 2,636
Net non-op. income (5) (3) (13) (14 (20) an (20) (13) (61) (36) (61) (68) (81)
Pre-tax income 383 429 540 472 396 468 545 463 1258 1,824 1873 2,058 2,555
Tax expenses 8 20 23 2 21 51 27 23 15 53 122 112 140
Net income 375 409 518 470 375 418 518 440 1,243 1,771 1,750 1946 2,416
EPS (NT$) 3.16 3.44 4.36 3.96 2.80 312 387 329 1089 1492 1308 1455  18.06
Profitability (%)

GAAP

Gross margin 438 42.4 424 41.7 39.3 38.2 38.1 36.7 431 42,5 38.0 35.9 36.5
Operating margin 30.9 30.2 319 29.6 22.0 22.3 21.6 19.7 30.7 30.7 21.4 19.6 20.5
PBT margin 30.5 30.0 31.2 28.8 20.7 21.3 211 19.0 29.3 30.1 20.5 18.8 19.7
Net margin 29.9 28.6 29.8 28.6 19.6 19.0 20.1 18.1 28.9 29.2 19.2 17.8 18.6
Pro forma

Gross margin 438 424 424 417 40.1 39.0 39.0 375 431 425 38.8 36.6 373
Operating margin 30.9 30.2 319 29.6 27.6 27.6 27.4 24.9 30.7 30.7 26.8 24.7 25.8
PBT margin 30.5 30.0 31.2 28.8 26.3 26.7 26.9 24.2 29.3 30.1 26.0 23.9 25.0
Net margin 29.9 28.6 29.8 28.6 24.9 23.8 25.5 23.0 28.9 29.2 24.3 22.6 23.7
YoY (%)

GAAP

Sales 40 54 54 22 20 23 17 17 60 41 19 20 18
Gross profit 45 55 49 16 8 11 5 3 84 39 6 13 20
Operating profit 49 66 54 11 (14) ©)] (1) (22) 132 41 17 10 24
Net profit 50 60 52 18 (21) (18) (21) (26) 125 43 (22) 11 24
Pro forma

Sales 40 54 54 22 20 23 17 17 60 41 19 20 18
Gross profit 45 55 49 16 10 13 8 5 84 39 9 13 20
Operating profit 49 66 54 11 7 12 0 (2 132 41 4 10 24
Net profit 50 60 52 18 0 2 0 (6) 125 43 1) 11 24
QoQ (%)

GAAP

Sales (6) 14 21 (5) (8) 16 16 (6)

Gross profit (7 10 21 7 (13) 13 15 9

Operating income (12) 11 28 (12) (32) 18 12 (14)

Net income (6) 9 27 9) (37) 13 22 (15)

Pro forma

Sales (6) 14 21 (5) (8) 16 16 (6)

Gross profit @) 10 21 ) (12) 13 16 9)

Operating income (12) 11 28 (12) (14) 17 15 (14)

Net income (6) 9 27 9) (20) 11 24 (15)

Source: Company, Daiwa forecasts
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Richtek Technology — financial summary

Year to 31 Dec 2006 2007 2008F 2009F 2010F As at 31 Dec 2006 2007 2008F 2009F  2010F
Sales 4297 6,062 7211 8617 10,201 Total assets 3,487 4,873 5488 6447 7,377
Cost of goods sold 2444 3486 4470 5525 6479  Currentassets 2874 38719 4337 5237 6392
Gross profit 1853 2576 2740 3092 3722  Cash 609 8% 429 773 1612
Operating expenses 53 716 1201 1403 1629 m‘;ﬁ;ﬁg'“"%tme“ts 12‘7‘2 13‘1“; 12% 122; isg;
Operating profit . 1319 1860 1540 1689 2,093 Accounts receivable 527 668 859 1,083 1216
Net other non-op. income (62) (36) (61) (68) (81) Others 117 116 193 218 190
Pre-tax income 1258 1824 1479 1620 2012 Nop-current assets 613 994 1152 1211 985
Tax payable currently 15 53 97 88 110  |ong-term investments 162 402 443 452 462
Net profit 1243 1771 1382 1532 1,902 Next fixed assets 289 318 454 472 491
EBITDA 1424 1987 1690 1,85 2,293 Others 162 274 254 286 32
EPS (NT$) 1089 1492 1033 1146 1422 Total liabilities 752 945 1210 1442 1,586
Current liabilities 701 888 1,178 1406 1,544
Accounts payable 525 612 846 1,067 1,198
\éi:ﬂ:& 3(3/0 D;e(;:w 2006 2007 2008F 2009F 2010F g?ﬁ:r:e’m borrowing 172 272 33(1) 338 \ 42
Long-term liabilities 50 57 33 37 41
Sales 601 411 189 195 184 gnarenolders’ equity 2736 3928 4278 5005 5791
Operating profit 1318 410 (172) 97 239 Common stock 1,008 1,188 1,189 1,189 1,189
EBITDA 1194 395 (15.0) 98 236  Capital reserve 288 413 740 915 1,110
Net profit 124.6 425  (22.0) 10.9 24.1 Retained earnings 1433 2316 2,338 2889 3,480
EPS 1155 370 (30.8) 109 241  Others 6 12 1 12 12
Profitability
Netincomelsales 89 292 192 178 186
Net income/total assets Year to 31 Dec 2006 2007 2008F 2009F 2010F
(ROA) 43.1 42.4 26.7 25.7 275 Operating cash flow 1,329 2551 1,489 2,027 2867
Net income/total net worth Net profit 1243 1771 1,382 1532 1,902
(ROE) 55.7 53.2 33.7 33.0 35.2 Depreciation and
Operating profit/sales 30.7 30.7 214 19.6 20.5 amortisation 105 127 150 167 200
Effective income tax rate 1.19 291 6.55 5.44 5.47 Change in working capital (12) (312) (214) (230) (135)
Stability Others @ 4 171 558 899
Long-term debt/equity (%) 185 146 077 074 072  Investmentcash flow (914) (789) (747) (444 (377)
Current ratio (x) 410 437 368 373 414 Net capex (72) (85 (271) (293)  (220)
Quick ratio (x) 328 334 262 262 299 Change in long-term
Per-share data (NT$) nvestment (843)  (592)  (343) ) ©)
EPS 1089 1492 1033 1146 14.22 Change in other assets 1 (112) (134) (143) (148)
CFPS 1165 2149 1113 1516 2143 Free ca}sh flow 415 1,762 741 1583 2,490
BVPS 2398 3310 3198 3742  43.29 FlnBancmg c;s\sh ﬂov(\j/ (229)  (575) (1,148) (1,240) (1,651)
Activity trom issuance. 0 0 0 0 0
Asset turnover (x) 1.49 1.45 1.39 1.44 1.48 Bonus to
Days receivable (days) 4473 4021 4346 4586  43.49 Directorslemployees ) (87) (108) (158)  (294)
Days inventory (days) 4856 5512 6323 659  63.26 Cash dividend (240)  (504) (1,009) (1,062) (1,336)
Days payable (days) 4460 36.87 4283 4519 4286 Others 20 16 (32) (20) (1)
Cash cycle (days) 4868 5846 6386 6663 6389  Netcash flow 186 1,187 (407) 344 839
Source: Company, Daiwa forecasts
Daiwa forex assumptions (vs. US$)
Year end Rmb HK$ w S$ NT$ A$ Bt Rp
2006 7.810 7.780 929.6 1.534 32.596 1.294 36.100 8,994
2007 7.300 7.800 935.8 1.440 32.428 1.125 29.500 9,400
2008F 6.600 7.800 1,100.0 1.430 32.200 1.070 36.000 9,400
2009F 6.250 7.800 1,010.0 1.390 30.900 1.064 34.000 9,000
2010F 5.800 7.800 950.0 1.350 30.500 1.053 32.700 8,800

Source: Daiwa
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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; China Automation
Group Limited; Dah Chong Hong Holdings Ltd.; International Elite Ltd.; Shandong Molong Petroleum Machinery Co. Ltd.; Tiangong International Co.
Ltd.

Singapore

This research report is distributed to accredited investors, expert investors and institutional investors only. Recipients of this research report in
Singapore may contact Daiwa Institute of Research (Singapore) Pte Ltd in respect of any matter arising from or in connection with this research.

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 OIld 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.; Advance Create Co. Ltd.; Aeon Mall Co. Ltd; Airgas Inc.; Aisin Seiki Co. Ltd.; Ajinomoto Co. Inc.; Albany
International Corp.; Albemarle Corporation; Alcoa Inc.; Alliance & Leicester Plc.; Alpha Credit Group, Inc.; Alpha Natural Resources; American
Express Credit Corp.; American General Finance; American Honda Finance Company; American International Group; Amgen Inc.; Anglo
American Capital; Anglo Irish Bank Corp. Plc; ANX National International; ANZ National International London; Apamanshop Co. Ltd.; Aramark
Services; Archer-Daniels-Midland Co.; Art Corporation; ASB Bank Ltd.; Ascot Corp.; 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.;
Banco BPI S.A.; Banco BPI SA Cayman; Banco Guipuzcoano; Bank Nederlandse Gemeeten; Bank of Austria Creditanstalt; Bank of Nova Scotia
Ltd.; Bank of Western Australia; BAT International Finance; Bayer Holdings Japan LLC; Bayerische Landesbank; BBVA Senior Finance SA; BCP
Finance Bank; Belo Corp.; Bemis Corp.; BHP Finance USA Ltd.; BHW Bausparkasse AG; BMW Finance BV; BMW US CAPITAL LLC; 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.; Brunswick Corp.; BSK; Bunadarbanki Islands; BYD Electronic
(International) Company Limited; CAISSE NATIONALE DES CAISSES D'EPARGNE ET DE PREVOYANCE; Caixa D’estalvis Catunun; Caja
Duero; CAM Global Finance; Canadian Imperial Bank; Canadian Natural Resources; Capmark Financial Group Inc.; Cargill Inc.; Carna
Biosciences Inc.; Casio Computer Co., Ltd.; CBS; CCS Inc.; CDS Co. Ltd.; Cedant Timeshare; Central Japan Railway Co.; CFF; China
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Automation Group Limited; China Minsheng Banking; China Resources Power Holdings Co.; China Taisan Technology Group Holdings Ltd.;
Choushinmaru Co. Ltd.; Chubu Electric Power Co. Inc.; Chuo Mitsui Trust Holdings Inc.; CIGNA Corp.; CIT Group Inc.; Citigroup Global Markets;
Clear Channel Communications; CMS Energy; Comcast Corp.; Commonwealth Bank of Australia; Computer Sciences Corp.; ConocoPhillips;
Consumers Energy Company; Cooperative Centrale Raiffeisen-Boerenleenbank; Covidien Ltd.; Cox Communications Inc.; Creed Office
Investment Corp.; Crescendo Investment Corp.; CS Group Finance; CVS Corporation; DA Office Investment Corp.; Dah Chong Hong Holdings
Ltd.; Dah Sing Bank; Daido Steel Co., Ltd.; Daimler Chrysler; Daiseki Eco. Solution Co. Ltd.; Daiwa House REIT Investment Corp.; Daiwa
Securities Group Inc.; Daiwa Seiko, Inc.; Dekabank; Densan System Co. Ltd.; Depfa ACS Bank; Depfa Bank plc.; Depfa Deutsche
Pfandbriefbank AG; Deutsche Apotheke Aerztebank; Deutsche Bahn Finance BV; Deutsche Bank AG; Deutsche Bank Aktiengesellshaft;
Deutsche Bank Capital Finance Trust; Deutsche Bank Finance; Deutsche Telecom AG; Dexia Credit Local; Dexia Municipal Agency; Dow
Chemical Company; Dydo Drinco, Inc.; East Japan Railway Co.; Edion Corp.; EFG Hellas plc.; Egnatia Finance; Eksportfinans A/S; Electric
Power Development Co., Ltd.; Eneserve Corp.; Eurofima; Eurohypo AG.; Expedia Inc.; Export Development Canada; FEDEX Corporation;
Finconsumo SPA; Florida Power and Light; Fontainebleau Las Vegas Holdings; Ford Credit Australia Limited; Ford Motor Company; Ford Motor
Credit Company; Foreland Fabrictech Holdings Ltd.; Fortis Finance NV ; Freddie Mac; Frontier Real Estate Investment Corp.; Fuji Electric Co.
Ltd.; Fuji Food System Co. Ltd.; Fujikura Kasei Co., Ltd.; Fujikura Ltd.; Fukuoka REIT Investment Fund; Gannett Co. Inc.; General Electric Capital
Corporation; General Mills; Georgia Pacific Corp.; GM; GMAC; Goldman Sachs Group Inc.; Hakuten Co. Ltd.; Hana Financial Group; Hankyu
Hanshin Holdings Inc.; Harrah’'s Entertainment Inc.; Harrah's Inc.; Harrah’s Operating Company; Hartford Financial Services Group; Hawker
Beechcraft Acquisition Co.; HBOS Treasury Service; HCA Inc.; Health Net; Hellenic Bank; Hershey Company; Hertz Corp.; Higashiyama Film
Co. Ltd.; Hirakawa Hewtech Corp.; Hitachi Capital Corp.; Hitachi Metals Ltd.; Hokkaido Electric Power Co. Inc.; Hokkaido Gas Co. Ltd.; Hokuriku
Electric Power Co.; Home Shopping Network; HSH N Finance; HSH Nordbank AG; Humana Inc.; Hypo Real Estate International; IDEA
International Co., Ltd.; IKB Finance BV; Imasen Electric Industrial; Ina Research Inc.; Infomart Corp.; Instituto de Credito Official; International
Business Machine Corp; International Elite Ltd.; International Finance Corp.; International Hotel Group; International Lease Finance Corp.;
International Paper; Intesa Bank Ireland plc.; Ishikawajima-Harima Heavy Industries Co., Ltd.; Islandsbanki FBA; Islandsbanki FBA HF; Ito En
Ltd.; Jabil Circuit Inc.; Japan Real Estate Investment Corp.; JFE Holdings Inc.; Joint Reit Investment Corp.; Jowa Holdings Co. Ltd.; J-Product
Corp.; J-reit Toshi Hojin; Kajima Corp.; Kansai Electric Power Co.; Kaupthing Bunadarbanki HF; KBC IFIMA NV; KDDI Corp.; Keio Corp.; Keio
Electric Railway Co. Ltd.; Kennedy-Wilson Japan; KFW Bankengruppe; KFW International Finance; KGaA; Kikkoman Corp.; Kinder Morgan
Energy Partners LP; Kinki Nippon Railway Co. Ltd.; Kintetsu Corp.; Kirin Holdings Co. Ltd.; Kobe Steel Ltd.; Kohnan Shoji Co. Ltd.; Komatsu Ltd.;
Kommunalbanken Norway; KOMMUNEKREDIT; Korea Gas Corporation ; Korea National Housing Corporation; KT Corp.; Kubota Corp.;
Kuraudia Co. Ltd.; Kuroda Electric Co. Ltd.; Kyushu Electric Power Co. Ltd.; Landeskreditbank BW Foerdebank; Landsbanki Islands HF;
Landwirtschaftliche Rentenbank; LBHI MTNG; LG Card Co. Ltd.; LG Electronics Inc.; Li Ning Company Ltd.; Linical Co. Ltd.; Link And Motivation
Inc.; Lloyds TSB Bank Pic; Lotte Shopping; Louis Vuitton Moet-Hennessy; Macquarie Bank Ltd.; Makino Milling Machine Co. Ltd.; Marathon Qil
Corp.; Marui Group Co. Ltd.; Maruzen Co. Ltd.; Masco Corp.; MasterCard Incorporated; McGraw-Hill Companies; Meadwestvaco Corp.;
MediciNova Inc.; Megalos Co. Ltd.; Meiji Dairies Corp.; Meiji Seika Kaisha Ltd.; Meisei Electric Co. Ltd.; Message Co. Ltd.; MGM Mirage Inc;
Millennium America; Mimaki Engineering Co. Ltd.; Mitsubishi Corp.; Mitsubishi Electric Corp.; Mitsubishi Estate Co. Ltd.; Mitsui & Associates
Telepark Corp.; Mitsui Mining & Smelting Co. Ltd.; Mitsui Mining Co. Ltd.; Mitsui Sumitomo Insurance Co. Ltd.; Mitsui-Soko Co. Ltd.; Miyachi
Technos Corp.; Mizuho Bank Ltd.; Mizuho Corporate Bank Ltd.; Morgan Stanley; Mori Hills REIT Investment Corp.; Morimoto Co. Ltd.; NACF;
Nankai Electric Railway Co. Ltd.; NanoCarrier Co. Ltd.; Natexis; National Agricultural Co.; National Bank of Canada; National Grid Co. Plc.;
National Rural Utilities Cooperation Finance Corp.; Nationwide Building Society; NEC Corp.; Nederlandse Waterschapsbank NV; Nestle Australia
Limited; Nestle Holdings; Netyear Group Corp.; Newmont Mining Corp.; Nexen; NIB Capital Bank; Nichirei Corp.; Nihon Flush Co. Ltd.; Nihon
Unisys Ltd.; Nikko Citigroup; Nippon Broadcasting System, Inc.; Nippon Building Fund Inc.; Nippon Electric Glass Co. Ltd.; Nippon Express Co.
Ltd.; Nippon Life; Nippon Life Insurance; Nippon Mining Holdings Inc.; Nippon Restaurant Corp.; Nippon Sanso Corp.; Nippon Sheet Glass Co.
Ltd.; Nippon Steel Corp.; Nippon Telegraph & Telephone Corp.; Nippon Unipac Holding; Nishi-Nippon Railroad Co. Ltd.; Noevir Co. Ltd.; Nomura
Real Estate Office Fund Inc.; Nomura Real Estate Residential Fund Inc.; Noritz Corp; Northern Rock Plc.; NRW Bank; NTT Data Corp.; NTT
Finance Corp.; NTT Leasing; NTT Urban Development Corp.; NuStar Logistics L.P.; NYSE Group Inc.; Ocean System Corp.; Oceanus Group;
Odakyu Electric Railway Co. Ltd.; OHNISHI DENKI Co. Ltd.; Okinawa Electric Power; OKO Bank plc.; Okuma Holdings Inc.; Oracle Corp.;
Oresundsbro Konsortiet AS; Oriental Land Co. Ltd.; ORIX Corp.; Osaka Gas Co. Ltd.; Overnight Corporation; Owens Corning; Peoples Insurance
Company of China; PHH Corp.; Plains All American; Polar Tankers INC.; Post Properties, Inc.; Premier Investment Co.; Pressance Corp.;
Primeworks Corp.; Produce Co. Ltd.; Prologis; Rabo Australia Ltd.; Rabobank Nederland; RAKIAS SUKUK CO. Ltd.; Rann International; Ras Al
Khaimah Investment Authority Sukuk Inc.; Realogy Corp.; Reins International Inc.; Rengo Co. Ltd.; Resona Holdings Inc.; Right On Co. Ltd.;
Rinnai Corp.; Rio Tinto Finance; Rix Corp.; Royal Bank of Canada; Royal Bank of Scotland; Sabre Holdings; Sanden Corp.; Sanken Electric Co.
Ltd.; Santander International; Sanyo Shinpan Finance Co. Ltd.; Sapporo Breweries Ltd.; Schering-Plough Corp.; Scientific Games Corp.;
SEIGAKUSYA Co. Ltd., Sekisui House Ltd.; Seven & | Holdings Co., Ltd.; Severn Trent Water; Shandong Molong Petroleum Machinery Co. Ltd.;
Shikoku Electric Power Co. Inc.; Shimadzu Corp.; Shinhan Financial Group Ltd.; Shinsegae Co. Ltd.; Sihuan Pharmaceutical Holdings Group Ltd.;
Simon Property Group LP; Sinotrans Shipping Limited; SK Corporation; SMS Co. Ltd.; SNS Bank Nederland; Societe Nationale des Chemins de
Francais; Sojitz Corp; Sparebanken Rogaland; Spectra Energy; Sprint Nextel Corp.; St George Bank Ltd.; St Georges Bank Ltd.; State of North
Rhine-Westphalia; Sumito Mitsui Financial Group Inc.; Sumitomo Chemical Co. Ltd.; Sumitomo Metal Industries Ltd.; Sumitomo Mitsui Banking
Corp.; Sumitomo Osaka Cement Co. Ltd.; Sumitomo Rubber Industries Inc.; Sun Frontier Fudousan Co. Ltd.; Suncor Energy Inc.; Super Value
Co. Ltd.; Svensk Exportkredit AB; Synergy Marketing Inc.; Tac Co. Ltd.; Taiyo Koki Co. Ltd.; Talisman Energy; Teijin Ltd.; Telstra Corp., Ltd..,
Terna spa; The Bank of Tokyo-Mitsubishi Ltd.; The Chiba Bank Ltd.; The Chugoku Electric Power Co., Inc.; The Eighteenth Bank Ltd.; The
Hyakugo Bank Ltd.; The Kansai Electric Power Co. Inc.; The Monogatari Corp.; The Nisshin Oillio Group Ltd.; The Norinchukin Bank; The
Yokohama Rubber Co. Ltd.; Tiangong International Co. Ltd.; Ticketmaster; Time Warner Cable; Tobu Railway Co. Ltd.; Toho Gas Co Ltd,;
Tohoku Electric Power Co. Inc.; Tokai Rubber Industries Inc.; Tokyo Electric Power Co.; Tokyo Gas Co. Ltd.; Tokyo Metro Co. Ltd.; Tokyo
Tatemono Co. Ltd.; Tokyo Tatemono Real Estate Sales Co. Ltd.; Tokyu Corp.; Tokyu REIT Inc.; Tokyu Store Chain; Toll Brothers; Top
Engineering Co. Ltd.; Total Capital SA; Toyo Tire & Rubber Co. Ltd.; Toyobo Co. Ltd.; Toyoda Gosei Co. Ltd.; Toyota Credit Canada, Inc.; Toyota
Finance Australia Ltd.; Toyota Finance Corp.; Toyota Motor Credit Corporation; TR Networks Ltd.; Tri-Stage Inc.; Tri-Wall KK; Tyson Foods; UBS
AG; UBS Jersey; UBS Preferred Funding Trust; Unicredito Italiano; Union Pacific Corp.; United Technologies; United Urban Investment Corp.;
US Cellular Corp.; Valero Energy Corp.; Venture Republic Inc.; VeriServe Corp.; Verite Co. Ltd.; Verizon Global Funding Corp.; Viacom Inc.; Visa
Inc.; Volkswagen International Finance NV; Wal Mart Inc.; Webmoney Corp.; Wellpoint Inc.; West Japan Railway Co.; West LB; Westpac
Banking Corporation; Whirlpool Corp.; William Street Funding; Woori Finance Holdings Co. Ltd.; WPP FINANCE SA; Wpp Group PLC;
Wuerttembergische Versicherung; Xcel Energy, Inc.; Zwei Co. Ltd..

The statements in the two preceding paragraphs are made as of October 1, 2008.

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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