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THAI BANK UPPER TIER 2:

CAN THE BANKS AFFORD THE CAPITAL THEY NEED?

Bank
(THB millions)

Capital
Deficiency

Upper Tier 2 Issuance
Capacity

Tier 2 Capacity/
Required Capital

Bangkok Bank 136,519 13,553 9.9%
Bank of Ayudhya 70,463 8,361 11.9%
Siam Commercial Bank 58,399 20,726 35.5%
Thai Farmers Bank 118,970 12,259 10.3%
Thai Military Bank 49,825 11,306 22.7%
Krung Thai Bank* - 67,864 -
Thai Danu Bank n/a 16,013 -
Bank of Asia n/a 5,630 -

Source: Company reports and Lehman Brothers Asia estimates.  *Post Government recapitalization.
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Figure 1: Thai Bank Upper Tier 2
Thai Bank Recommendation Summary

SCB TFB BBL IFCT TMB BAY KTB
Foreign 3-Neutral 3-Neutral 4-Underperform 3-Neutral 4-Underperform 4-Underperform 5-Sell
Local - 3-Neutral 3-Neutral - - 4-Underperform -
Preferred 1-Buy - - - - - -

Source: Lehman Brothers
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Upper Tier 2 Capital Looks Attractive to Banks and Investors
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The Thai Government Must Maintain Banks’ Debt Performance
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What is Tier 2?  A Quick Guide to Risk-Based Capital
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Figure 2: Thai Bank Upper Tier 2
Risk-based Capital Formulas
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Source: Lehman Brothers, BIS.
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Figure 3: Thai Bank Upper Tier 2
Thai Bank Capital Adequacy Ratios

BBL BAY SCB TFB TMB KTB DTDB BOA

Tier 1 CAR 5.60% 6.71% 9.70% 6.89% 8.79% 11.65% 21.76% 7.19%
Tier 2 CAR 3.60% 3.79% 5.40% 4.58% 4.63% 2.34% 4.35% 2.52%
Total CAR 8.80% 10.50% 15.10% 11.47% 13.42% 13.99% 26.11% 9.71%
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RISK-BASED CAPITAL

COMPONENTS
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Upper and Lower Tier 2 Capital Instruments
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Figure 4: Thai Bank Upper Tier 2
Asset Risk-weighting Categories
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Figure 5: Thai Bank Upper Tier 2
Thai Bank Capital Deficiencies

BBL BAY SCB TFB TMB KTB* Total

Existing Equity 25,368.6     13,946.2     53,098.4     24,578.3     14,181.1     85,769.3     216,941.9   
Property Revaluation and Goodwill 10,562.3     1,244.3       3,477.9       3,882.2       1,005.7       4,030.3       24,202.7     
Reserve Underfunding 104,144.4   65,993.7     80,404.1     109,791.7   57,597.0     18,061.0     435,991.9   
Adjusted Equity (89,338.1)    (53,291.8)    (30,783.6)    (89,095.6)    (44,421.6)    63,678.0     (243,252.7)  

Baseline Equity/Assets 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
47,181.1     17,171.3     27,615.8     29,873.9     13,031.1     38,297.1     173,170.3   

Capital Needs 136,519.2   70,463.1     58,399.4     118,969.5   57,452.7     -              441,803.9   

Source: Company reports; Lehman Brothers estimates.  * Krung Thai estimates pro-forma including government bail-out.

THAI BANK CAPITAL

NEEDS
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Figure 6: Thai Bank Upper Tier 2
Bank and Finance Company Capital Raisings 1998–2000

Total
Institution: Tier 1 Tier 2 Total Tier 1 Tier 2 Total Tier 1 Tier 2 Total 1/98-6/00

Private banks:           

Bangkok Bank       43,245  -        43,245        34,500       1,384        35,884  -  -  - 79,129
Thai Farmers Bank       33,088  -        33,088        43,530     20,000        63,530  -  -  - 96,618
Bank of Ayudhya         5,000       8,000        13,000        30,000       6,500        36,500  -  -  - 49,500
Siam Commercial Bank         2,652       6,000          8,652        65,000       5,787        70,787  -       667 667 80,106
Thai Military Bank         5,016       6,000        11,016          9,960          742        10,702   29,880  - 29,880 51,598
DBS Thai Danu Bank         6,000  -          6,000        12,000          206        12,206   13,500    1,077 14,577 32,783
Standard Chartered Nakornthon            672  -             672          7,001  -          7,001  -  -  - 7,673
Bank of Asia         7,500  -          7,500        13,043       2,000        15,043  -  -  - 22,543
UOB Radanasin       19,793  -        19,793  -  -  -  -  -  - 19,793

Total     122,966     20,000      142,966      215,034     36,619      251,653 43,380 1,744 45,124 439,743

State-owned banks:

Krung Thai Bank       97,000  -        97,000      108,000  -      108,000  -  -  - 205,000
Siam City Bank       51,400  -        51,400  -  -  -  -  -  - 51,400
Bangkok Metropolitan Bank       64,190  -        64,190  -  -  -  -  -  - 64,190
Bank Thai       41,414  -        41,414        45,568  -        45,568  -  -  - 86,982
Fisrt Bangkok City Bank       32,000  -        32,000  -  -  -  -  -  - 32,000
Bangkok Bank of Commerce       10,000  -        10,000  -  -  -  -  -  - 10,000

Total     296,004  -      296,004      153,568  -      153,568  -  -  - 449,572

Total Bank Capital Raised     418,970     20,000      438,970      368,602     36,619      405,221 43,380 1,744 45,124 889,315
Finance Company Capital Raised       21,841  -        21,841        27,743       1,989        29,732 5,031 241 5,272 56,845
Total Bank and FinCo Capital Raised     440,812     20,000      460,812      396,345     38,608      434,953 48,411 1,985 50,396 946,161

1998 1999 1H2000

Source: Bank of Thailand.

COMPLETED CAPITAL
ISSUANCES HAVE HAD

LITTLE EFFECT
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Figure 7: Thai Bank Upper Tier 2
Upper Tier 2 Issuance Capacity

BBL BAY SCB TFB TMB KTB DTDB BOA
Tier 1 Capital 43,450 19,211 46,588 36,529 23,880 84,895 20,019 8,666  
Tier 2 Capital 29,897 10,850 25,862 24,271 12,574 17,031 4,006   3,035  

Tier 2 Capital Debt Limit @ 50% Tier 1 21,725 9,605   23,294 18,265 11,940 42,448 10,009 4,333  
Actual Tier 2 Debt 21,725 9,605   20,807 18,265 10,876 11,111 2,888   2,548  
Tier 2 Debt Issuance Capacity -       -       2,487   -       1,064   31,337 7,121   1,784  

Total Tier 2 Capital Limit @ 100% Tier 1 43,450 19,211 46,588 36,529 23,880 84,895 20,019 8,666  
Upper Tier 2 Capital Securities Issuance Capacity 13,553 8,361   20,726 12,259 11,306 67,864 16,013 5,630  

Current CAR 8.80% 10.50% 15.10% 11.47% 13.42% 13.99% 26.11% 10.70%
Pro-forma CAR with maximum upper Tier 2 10.43% 13.42% 19.42% 13.78% 17.58% 23.30% 43.51% 14.38%

Source: Company reports; Lehman Brothers estimates.  In millions of THB.
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Figure 8: Thai Bank Upper Tier 2
Net Interest Income Impact of Upper Tier 2

BBL BAY SCB TFB TMB KTB DTDB BOA

Potential Upper Tier 2 Issuance 13,553 8,361 20,726 12,259 11,306 67,864 16,013 5,630 

Yearly Interest Cost 12.5% 12.5% 12.5% 12.5% 12.5% 12.5% 12.5% 12.5%
1,694   1,045 2,591   1,532   1,413   8,483   2,002   704    

Projected FY2001 Net Interest Income pre-upper Tier 2 38,763 8,113 15,600 19,860 4,721   16,011 n/a n/a
Projected FY2001 Net Interest Income post-upper Tier 2 37,069 7,068 13,010 18,328 3,307   7,528   n/a n/a
% Change -4.4% -12.9% -16.6% -7.7% -29.9% -53.0% n/a n/a

Change in Net Interest Margin -0.15% -0.25% -0.41% -0.22% -0.39% -1.07% n/a n/a
Change in NIM per THB10 billion of upper Tier 2 -0.11% -0.30% -0.20% -0.18% -0.35% -0.16% n/a n/a

Source: Company reports; Lehman Brothers estimates.  In millions of THB.

POTENTIAL IMPACT OF
UPPER TIER 2

ISSUANCE
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Figure 9: Thai Bank Tier 2
Thai Bank Tier 1 and Tier 2 Capital Components: 6/30/00

BBL BAY SCB TFB TMB KTB DTDB BOA
Tier 1 Capital:

Issued and paid-up share capital and premium on share capital 98,907         38,767        86,849        78,557        45,480           224,929       40,687        28,780        
Legal reserve 11,545         800             695             800             2,100             1,485           200             368             
Other reserve 63,267         11,822        23,081        26,675        8,717             22,680         350             72               
Net income (loss) after appropriation (130,268)      (32,178)       (64,036)       (89,470)       (42,375)          (164,198)      (21,219)       (20,554)       
Qualifying subordinated debentures cum  preferred shares -              -              -              19,967        9,957             -              

Total Tier 1 Capital 43,450         19,211        46,588        36,529        23,880           84,895         20,019        8,666          

Tier 2 Capital:
Unrealized increment per land appraisal 4,154           963             2,217          2,177          617                4,030           583             237             
Unrealized increment per bank premises 1,854           282             -              386             59                  28               24               
Provision for normal assets 2,165           -              3,197          3,443          1,021             1,890           506             227             
Long-term subordinated debt instruments 24,896         12,996        20,807        18,265        10,876           11,111         2,888          2,548          

Subordinated convertible bonds 6,169           12,996        13,768        -              2,548          
Unsecured subordinated notes 18,727         -              7,040          18,265        10,876           11,111         2,888          -              

Less: Debt instruments in excess of 50% of Tier 1 Capital (3,170)         (3,391)         -              -              -                 -              -              -              
Less: Investment in other financial institutions’ Tier 2 Capital -              -              (359)            -              -                 -              -              -              

Total Tier 2 Capital 29,897         10,850        25,862        24,271        12,574           17,031         4,006          3,035          

Total Capital Funds 73,348         30,061        72,451        60,800        36,454           101,926       24,024        11,701        

Source: Company reports; Lehman Brothers estimates.
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Figure 10: Thai Bank Tier 2
Thai Bank Universe Summary

Core
Earnings Loan

Price Net Before Loss
Price Target Mkt Cap Year Profit Provisions Provisions EPS DPS Yield ROAE ROAA

Company Rating (THB) (THB) (THB, Bil.) End (THB, Mil.) (THB, Mil.) (THB, Mil.) (THB) (THB) (%) (%) (%)

Bangkok Bank Dec 96A 20,747         26,452         5,705           20.72 6.00 2.4% 23.0% 1.85%
BBL 3 23.25 25.00    34,096          Dec 97A 4,034           34,934         28,368         4.03 5.00 4.2% 4.2% 0.31%
BBL/F 4 35.25 25.00    51,694          Dec 98A (49,489)        (2,280)          47,992         -37.64 0.00 0.0% -53.6% -3.70%

Dec 99A (59,829)        (2,872)          68,210         -40.80 0.00 0.0% -95.0% -4.89%
Dec 00E (14,593)        22,842         37,554         -9.95 0.00 0.0% -51.2% -1.22%
Dec 01E 7,878           27,878         20,000         5.37 0.00 0.0% NM 0.63%

Bank of Ayudhya Dec 96A 5,030           6,264           1,234           11.13 4.15 6.9% 20.2% 1.28%
BAY 4 5.10 5.00      9,437            Dec 97A 1,962           9,047           7,085           3.93 4.50 23.1% 7.3% 0.43%
BAY/F 4 5.10 5.00      9,437            Dec 98A (9,575)          (1,481)          4,606           -18.60 0.00 0.0% -37.9% -1.96%

Dec 99A (20,760)        (5,305)          15,661         -11.22 0.00 0.0% -87.8% -4.46%
Dec 00E (15,967)        (862)             15,129         -8.63 0.00 0.0% -114.4% -3.60%
Dec 01E (11,903)        97                12,000         -6.43 0.00 0.0% NM -2.64%

Industrial Finance Corp. of Thailand Dec 96A 2,960           3,336           376              5.43 2.00 2.9% 18.9% 1.93%
IFCT NR 6.20 NA 7,202            Dec 97A 1,844           5,936           3,477           3.38 2.25 30.4% 11.7% 0.98%
IFCT/F 3 6.20 10.00    7,202            Dec 98A (4,695)          (112)             3,141           -8.62 0.00 0.0% -37.9% -2.40%

Dec 99A (7,908)          (1,162)          6,046           -6.81 0.00 0.0% -73.7% -4.43%
Dec 00E (1,562)          (3)                 1,500           -1.35 0.00 0.0% -14.5% -0.89%
Dec 01E (106)             1,894           2,000           -0.09 0.00 0.0% -1.1% -0.06%

Krung Thai Bank Dec 96A 10,342         13,490         3,149           6.96 3.00 6.1% 23.7% 1.52%
KTB NR 12.00 NA 263,754        Dec 97A 211              19,184         18,973         0.14 3.00 30.0% 0.5% 0.03%
KTB/F 5 11.75 10.00    258,259        Dec 98A (61,585)        5,381           64,989         -16.91 0.00 0.0% -101.9% -6.63%

Dec 99A (91,022)        (6,638)          84,384         -4.14 0.00 0.0% -102.7% -8.84%
Dec 00E 96,384         4,123           15,739         4.39 0.00 0.0% 107.9% 9.95%
Dec 01E (3,797)          4,203           8,000           -0.17 0.00 0.0% -4.8% -0.41%

Siam Commercial Bank Dec 96A 9,015           10,138         1,124           23.68 8.47 4.8% 26.3% 1.81%
SCB NR 17.00 NA 53,210          Dec 97A 3,194           14,791         11,597         8.39 8.48 15.4% 8.5% 0.51%
SCB/F 3 17.00 25.00    53,210          Dec 98A (19,559)        4,568           12,611         -33.22 0.00 0.0% -53.9% -2.75%
SCB/P 1 17.00 30.00    53,210          Dec 99A (35,550)        595              43,285         -11.39 0.00 0.0% -83.9% -5.09%
SCB/Q 1 17.00 30.00    53,210          Dec 00E 2,656           10,026         8,674           0.85 0.00 0.0% 5.3% 0.39%

Dec 01E 4,185           11,185         7,000           1.34 0.00 0.0% 7.9% 0.61%

Thai Farmers Bank Dec 96A 11,863         14,198         2,335           14.83 6.00 3.8% 22.2% 1.93%
TFB 3 20.50 22.00    59,448          Dec 97A 801              20,000         16,810         1.00 6.00 6.9% 1.4% 0.11%
TFB/F 3 23.00 22.00    66,698          Dec 98A (40,121)        5,983           44,076         -34.12 0.00 0.0% -79.2% -5.17%

Dec 99A (47,019)        (3,394)          42,009         -16.21 0.00 0.0% -123.3% -6.31%
Dec 00E (1,520)          4,305           4,693           -0.52 0.00 0.0% -6.7% -0.20%
Dec 01E (3,809)          6,191           10,000         -1.31 0.00 0.0% -24.0% -0.50%

Thai Military Bank Dec 96A 4,921           5,571           650              4.85 1.82 3.6% 23.1% 1.59%
TMB NR 5.60 NA 22,416          Dec 97A 1,368           5,413           3,505           1.35 1.62 16.5% 7.8% 0.38%
TMB/F 4 5.80 5.00      23,217          Dec 98A (12,842)        (996)             9,864           -12.65 0.00 0.0% -97.1% -3.46%

Dec 99A (11,624)        (2,513)          9,110           -11.45 0.00 0.0% -105.1% -3.37%
Dec 00E (27,620)        700              28,320         -6.90 0.00 0.0% -330.9% -8.20%
Dec 01E (4,507)          5,493           10,000         -1.13 0.00 0.0% -68.3% -1.23%
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Figure 10: Thai Bank Tier 2
Thai Bank Universe Summary (Continued)

NIM BVPS P/BV NPL
(%) (THB) (X) Equity Assets Loans Deposits Ratio Comment

4.25% 107.40 2.31    107,536 1,155,109 982,575 843,682 4.73%
3.95% 103.08 1.16    103,294 1,408,619 1,074,396 946,548 17.33%
0.71% 76.95 0.86    101,168 1,266,949 952,546 969,780 49.00%
0.66% 30.87 0.75    45,273 1,181,685 926,490 961,459 52.47%
2.83% 22.37 1.04    32,800 1,207,731 835,988 1,002,273 25.67%
3.33% 27.74 0.84    40,679 1,287,518 874,247 1,042,970 20.66%

3.57% 66.63 0.91    30,112 414,879 353,404 340,151 4.56%
3.61% 52.45 0.37    26,209 493,843 406,568 389,083 13.67%
1.03% 52.19 0.22    26,875 483,598 366,247 403,896 37.93%
0.69% 12.39 0.41    22,929 446,532 361,340 361,178 34.65%
1.71% 4.04 1.26    7,477 440,083 366,168 364,335 31.36%
1.92% -2.39 (2.13)   -4,425 462,503 388,638 382,896 24.27%

3.25% 31.44 2.21    17,126 171,076 125,148 149,111 0.33%
3.14% 28.78 0.26    15,682 206,937 155,260 186,743 0.44%
0.62% 18.94 0.76    10,318 185,016 131,719 170,766 35.54%

-1.24% 10.73 0.58    12,468 171,914 135,972 152,978 36.09%
-0.49% 8.98 0.69    10,429 178,791 141,411 155,273 25.08%
0.71% 8.89 0.70    10,322 185,943 147,068 159,155 20.34%

3.92% 34.09 1.45    50,646 715,975 615,715 581,629 8.14%
4.02% 30.81 0.32    45,774 791,091 687,911 580,049 14.06%
1.63% 22.92 0.89    83,477 1,065,402 957,440 803,716 50.15%
0.68% 4.65 2.58    102,185 994,819 935,042 802,102 45.75%
1.66% 3.85 3.11    84,713 943,066 911,285 832,602 9.84%
1.86% 3.68 3.26    80,916 924,346 893,195 857,863 9.42%

3.90% 106.89 1.64    40,693 541,232 459,108 399,291 5.15%
4.57% 109.55 0.50    41,715 717,161 568,160 558,980 12.15%
1.73% 64.66 0.31    38,069 705,988 544,268 591,150 33.78%
1.52% 17.21 0.99    53,711 692,051 494,119 568,522 34.78%
2.31% 17.27 0.98    54,040 683,509 470,472 580,627 30.01%
2.38% 18.60 0.91    58,224 693,714 494,440 613,226 23.80%

4.34% 77.67 2.06    62,128 646,007 554,516 523,287 6.20%
4.27% 70.93 1.23    56,808 795,385 609,495 588,414 17.53%
1.84% 44.58 0.87    52,417 756,839 608,928 628,090 57.46%
1.38% 10.91 2.11    31,645 733,121 530,850 608,554 42.83%
2.29% 7.45 3.09    21,606 754,335 508,310 639,401 37.11%
2.79% 6.14 3.75    17,797 769,535 494,489 669,324 31.13%

3.46% 23.84 2.11    24,170 333,509 285,078 257,980 10.80%
2.75% 21.92 0.45    22,232 388,549 303,263 257,574 21.11%
0.83% 15.09 0.60    15,314 354,364 290,136 293,772 41.03%
0.57% 8.73 0.66    8,859 335,002 282,342 259,843 50.33%
0.67% 2.46 2.36    9,854 338,938 271,771 272,559 37.96%
1.28% 1.34 4.34    5,347 396,509 317,934 309,757 27.03%

Set up by a special act of Parliament, IFCT is Thailand’s only development bank. Its main 
objectives are to assist in the establishment and modernization of private industrial enterprises.  It 
enjoys a special relationship with the government, and receives subsidized funding and 
concessionary loan participations.  IFCT does not accept deposits, but funds itself with commercial 
paper and debentures.

BAY is one of the smaller private banks, and has had little luck in finding a partner (although an 
investment by GE Capital has been rumored--and denied).  Like BBL, Ayudhya badly needs capital; 
however, without the prestige value of its larger cousin, it is not quite as certain that BAY will be 
prevented from liquidation.

BBL is Thailand's largest bank, and has long been considered the most prestigious institution in the 
country.  However, its financial condition is poor, with capital particularly low.  Given this, we expect 
an offering before the end of FY2000.  At current valuations, particularly on the overinflated foreign 
share, we would not be a buyer.

Thai Military Bank is the sixth-largest commercial bank in Thailand.  The Thai armed forces 
maintain a substantial stake in TMB.  After its recent rights offering, which was extremely negative 
for shareholders, TMB is in somewhat better financial shape (although it remains clearly insolvent).  
A potential merger with either National Finance and Securities or its Ekachart Finance subsidiary 
may come to fruition after NFS' subscription to a majority of TMB's share offering.

Established in 1945, Thai Farmers Bank is the third largest bank in Thailand.  It has a reputation for 
conservative management and technical innovation.  While TFB is in better financial condition than 
many of its peers, and will not likely require capital within the next 18 months, the bank's valuation 
is out of line with even its historical equilibrium returns on capital.

Founded under Royal Charter in 1906 as Thailand’s first commercial bank, Siam Commercial Bank 
is currently Thailand’s fourth-largest bank.  Usually grouped with TFB and BBL in the top tier of 
institutions, SCB is in the best financial condition and has the lowest valuation.  Our 1-Buy rating on 
the convertible preferred shares is our only positive rating anywhere in the Thai financial sector.

Krung Thai Bank is the second largest commercial bank in Thailand, and is majority owned by the 
Thai government.  Krung Thai has absorbed bad assets from other failed banks, and is now itself 
being recapitalized by the government, which will assume a substantial part of KTB's bad assets 
and effectively inject new capital.  However, Krung Thai's franchise and management remain 
weaker than the top-tier Thai banks.
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Key to Investment Rankings:  This is a guide to expected total return (price performance plus dividend) relative to the total return of the stock’s local market over the
next 12 months.   1 = Buy (expected to outperform the market by 15 or more percentage points);  2 = Outperform (expected to outperform the market by 5-15
percentage points);  3 = Neutral (expected to perform in line with the market);  4 = Underperform (expected to underperform the market by 5-15 percentage points);  5
=  Sell (expected to underperform the market by 15 or more percentage points);  V = Venture (return over multiyear time frame consistent with venture capital; should
only be held in a well-diversified portfolio).

The information in this document has been obtained from sources believed reliable, but we do not represent that it is accurate or complete and it should not be relied
upon as such. Lehman Brothers Holdings Inc., its subsidiaries and affiliated companies (collectively referred to as “Lehman Brothers”), of which Lehman Brothers
Asia Limited and Lehman Brothers Japan Inc. are each one, and their respective shareholders, directors, officers, and/or employees may have long or short positions in
the securities or commodities. It is possible that individual brokers employed by Lehman Brothers may disagree with the recommendations in this document. The
securities and commodities mentioned in this document may not be eligible for sale in some states or some countries. Please check with your Lehman Brothers
representative to determine eligibility in each state or country. Lehman Brothers may make markets or deals as principal in or for the securities or commodities
mentioned in this document. Any shareholder, director, officer and/or employee of Lehman Brothers may be a director of the issuer of the securities mentioned in this
document. Lehman Brothers may have managed or co-managed a public offering of the securities of the issuer mentioned in this document within the last three years,
or may, from time to time, perform investment banking or other services for, or solicit investment banking or other business from, any company mentioned in this
document.
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