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l. The Growth Imperative: A Houston Per Month

/. Big Bangs

The outlook for China’s economy has become a major issue among Wall Street’s investment
strategists and Main Street’s portfolio managers. The pessimists warn that China’s boom is
unsustainable. They see signs that even the Chinese recognize this and are taking steps to cool
their economy before the boom turns into a bust. Such a slowdown could depress the global
economy, corporate profits, and stock prices.

»l

| am not convinced. | believe that China is driven by a “Growth Imperative.” I believe the
country must grow rapidly to absorb the huge number of new entrants into the labor force
every year and to meet the needs of the large number of people who are leaving the rural areas
and moving to the urban centers. To accommodate the roughly 20 million people per year
migrating to the cities, the Chinese, in effect, have to build a Houston, Texas, per month (Figure
1)! This is why industrial commodity prices and ocean shipping rates have been rising ever
since China joined the World Trade Organization (WTO) on December 11, 2001. In recent
months both have been soaring, suggesting that China’s boom is picking up speed rather than
slowing down (Figures 2 and 3).

In my “1990s Replay Scenario” I've listed the numerous similarities between the current
decade and the prior one.” Both started with similar “Big Bangs.” The end of the Cold War at
the beginning of the 1990s unleashed globalization, i.e., more open and more competitive
markets around the world. During that decade my major investment theme was that the end of
the Cold War was wildly bullish.’ I argued that globalization would bring down inflation and
interest rates, boost global prosperity, and push stock prices higher.

| believe that another bullish Big Bang occurred on December 11, 2001, when China joined the
WTO. This was a major milestone on the road to globalization. Globalization is bullish because
free trade increases the prosperity of consumers around the world. Global competition
promotes innovation and productivity. So it also tends to be disinflationary. The resulting “good
times” tend to be good for profits and stock prices.

During the 1990s, the emergence of the so-called Asian Tiger economies helped to push global
inflation down as their exports of inexpensive consumer goods soared. But their economic
booms also pushed industrial commodity prices higher from 1993 through 1996. The Asian
Crises of 1997 and 1998 caused commaodity prices to tumble (Figure 2).

" Topical Study #62, China For Investors I: The Growth Imperative, November 7, 2003,
http://www.cmZ.prusec.com/yararch.nsf/(Files)/t_110703.pdf/$file/t_110703.pdf.

2 “Fearless Forecast 2004: Rooting For Déja Vu All Over Again,” December 30, 2003,
http://www.cm1.prusec.com/yararch.nsf/(Files)/FearlessForecast2004.pdf/$file/FearlessForecast2004.pdf

* Topical Study #20, The Collapse Of Communism Is Bullish, September 4, 1991, and Topical Study #23, The
End Of The Cold War Is Bullish, September 10, 1993.
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During the current decade, China is the main source of deflationary pressure on consumer
goods prices and the main reason that commaodity prices are soaring once again. China’s
exports are soaring, but so are the country’s imports of raw materials, food, and machinery.
While China’s Growth Imperative is mostly demographically driven, the Chinese are also driven
by their obsession with preparing the entire country, not just Beijing, for the Summer Olympics
of 2008, which is the next bullish Big Bang, in my opinion.

China’s Summer Olympics may be one of the main reasons why the Chinese are pushing their
economy so fast. They are preparing the country to impress the world with their achievements.
They have to find jobs and housing for all the masses of people moving into the cities to prevent
the proliferation of shanty towns, disease, and social and political instability. Once the games
are over, there could be a significant slowdown in China’s economy that could be bad news for
the global economy, which is becoming more and more reliant on China’s economy. This
outlook fits my 1990s Replay Scenario extremely well: There was an Asian Crisis in 1998 and
there could be another in 2008!

Fall 2008 is still more than four years away. So does China’s Growth Imperative mean that boom
times might continue through 2008? | hope so. My bullish outlook for stocks in 2004 and 2005
would be more likely to happen. My targets for the S&P 500 are 1300 and 1440 for the end of
2004 and 2005, respectively.

What could go wrong between now and 2008? There could be shortages of key commodities
necessary to sustain the China-led global boom. Too much of a good thing might not be so
good. For example, let’s have a look at steel. The Chinese need lots of it to build a Houston a
month. Chinese steel production is estimated to have grown by about 22% last year, or almost
three times the rate of its GDP growth of 9.1%." The Chinese have built several steel plants to
convert scrap steel into beams for office and apartment buildings.

The problem is that scrap steel is quickly becoming a very scarce commodity. When China
joined the WTO at the end of 2001, a gross ton of scrap steel cost $57. The price more
than doubled to $127 by the end of last year. In recent weeks it soared to $150 (Figure 4).

Chinese steel producers are scrambling to purchase more iron ore. So are other steel
producers around the world who are also enjoying big orders from the Chinese. Japan is one of
the leading suppliers of steel to China. In mid-January, BHP Billiton Ltd. and Rio Tinto Ltd.
raised the price of iron ore exports to Japan’s Nippon Steel Corp. by almost 19%. This matches
the price increase negotiated recently between the world’s biggest iron ore exporter, located in
Brazil, and the world’s biggest steelmaker, Europe’s Arcelar S.A.

*“Iron ore feels the China effect,” Financial Times, January 15, 2004.
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Undoubtedly, steel industry analysts around the world should respond to soaring steel demand
and prices by raising their earnings estimates. They’ve been slow to do so for the S&P 500 steel
stocks. Nevertheless, steel stock prices are up 94% since March 2003 (Figure 5). The S&P 500
steel stock index includes Allegheny Technologies, Nucor, United States Steel, and Worthington
Industries. The market capitalization of these steel stocks was only $10.7 billion at the start of
2004.

The Chinese are scrambling to obtain lots of other commodities, particularly oil, which they
must have to sustain their Growth Imperative. Most oil analysts expected a big decline in the
price of crude oil following the end of the Gulf War II. Some explained that was because Iraqi
oil exports recovered more slowly than expected.” More recently, extremely cold weather in the
U.S. Northeast pushed supplies to a 29-year low and the price of a barrel of crude oil to $35
(Figure 6).

These explanations make sense, of course. Some industry analysts believe that the Bush
administration has contributed to high prices by adding roughly 100,000 barrels a day to the
Strategic Petroleum Reserve, or SPR (Figure 7). In my opinion, that’s not very much and not
enough to boost oil prices.’

In the spring, more output from Iraq and warmer weather should push the price of oil back
down. But how far down? In my opinion, oil prices might stay above $30 a barrel for quite
some time given the extraordinary increase in Chinese demand for crude oil. Over the past 12
months through October of last year, total world crude oil demand averaged a record 78
million barrels per day (Figure 8). Over this same period, China’s demand rose to a record 5.2
million barrels per day. Extrapolating the trend since 1995 suggests that China should be
consuming at least 7 million barrels per day by 2010 (Figure 9). China became a net oil
importer in 1993 and now imports one third of its oil consumption and it is expected to import
more than half of its oil by 2020, according to the National Development and Reform
Commission.

The Chinese are desperate to obtain reliable, secure long-term sources of crude oil. They seem
to be competing with equally desperate Japanese buyers. Both are struggling to get Russian oil.
This year China is likely to overtake Japan as the world’s second-largest consumer of crude oil
(Figure 9). China has been negotiating with Russia for a decade to build a pipeline from the
Siberian oil fields to Daging, China’s major oil city. They thought they had a deal last year but

® Irag’s output was back up to 1.9 million barrels a day during November 2003 despite sabotage.

® After 9/11, on November 13, 2001, President George W. Bush directed the Secretary of Energy to fill the SPR up
to its 700 million barrel capacity. At the time, there were 545 million barrels of crude oil in the reserve. Since it
was established by President Gerald Ford at the end of 1975, the SPR has been used only once during Operation
Desert Storm in 1991. The government is filling the SPR with oil from a royalty-in-kind program with producers
who operate leases on the federally owned Outer Continental Shelf. http://www.fe.doe.gov/programs/reserves/spr/
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Japan sweetened its bid, offering to put up $5 billion for pipeline construction and another $2
billion for oil field development. China and Russia have already agreed on a $17 billion project
to build a 3,055-mile natural gas pipeline from eastern Siberia to northeastern China and South
Korea.”

According to the December 10, 2003, issue of People’s Daily, since early winter, seven
provinces have forced blackouts in selected areas because their power grid failed to meet
demand. Electricity consumption rose about 15% last year and is expected to be up another
11% this year to 2,091 billion kilowatt hours (kwh).’ In addition to a boom in energy-intensive
industries, China was plagued last year with dry spells that have reduced hydroelectric output.
Also coal supplies have been inadequate. This forced officials to curb coal exports to meet
domestic demand. China is the world’s second-largest coal exporter after Australia. Last year,
the Chinese worked on projects with a designed capacity of 29.91 million kw and the delivery of
29 million kw of new generating capacity.

V. The (Not So) Good Earth: Beans In The Teens?

China is putting upward pressure not only on industrial commodity prices such as iron ore and
oil but also on food commodities, particularly grains. Starting in 1995, the country had four
consecutive years of very good harvests, pushing production to a record 512 million tons
during 1998. Since 2000, annual grain output has lingered at 455 million tons. China’s grain
output dropped to 435 million tons last year while its consumption rose to an estimated 490
million tons (Figure 10). Domestic grain prices jumped in October and November for the first
time in six years pushing the year-over-year CPI inflation back up over zero to 3% (Figure 11).

China has to feed one fifth of the world’s population, but has only 7% of the world’s arable
land. Over the past seven years, available cropland has decreased 667,000 hectares per year,
on average. Local governments have been using farm land for industrial and real estate
development. Water for farming is becoming scarcer and two thirds of the country’s irrigation
facilities are badly run down. The government plans to enact legislation to protect farm land
from development.’

The U.S. Department of Agriculture (USDA) expects China to import a record 808 million
bushels of soybeans this year, up by 55 million bushels from its October 2003 estimate and
more than double the amount China imported from all sources during the 2002 marketing
year. As a result, soybean prices have soared in recent months, from a 2003 low of $5.38 per
bushel to $8.36 in early January. | wouldn’t be surprised to see “beans in the teens” by the end
of this year (Figure 11). China’s food imports boom is fueling a U.S. agricultural exports boom
(Figure 10). The USDA expects China to import $5.4 billion of agricultural goods from the U.S.
during the current fiscal year, up from $3.5 billion during fiscal 2003.

"“The Asian Battle For Russia’s Oil And Gas,” The New York Times, January 3, 2004, p. C1.
®The U.S. consumed 3,660 billion kwh of electricity in 2002.
? “China to ensure grain security by reserving production capacity,” People’s Daily, January 8, 2004,
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VI. The Accelerator Vs. The Brakes

There are very few, if any, signs in the commodity markets that the Chinese economy is slowing.
The latest batch of economic indicators suggests that it is actually speeding up. Industrial output
rose 17.9% in November from a year ago, the fastest since records began in 1995. The level of
production is at a record high (Figure 12). China’s steel output topped 200 million tons last year,
the first country to ever achieve such a high annual output of steel. During the first 11 months of
last year, auto production rose 32.7% from the same period in 2002, to a record 4 million units.

Merchandise exports of China and Hong Kong combined rose 25% from a year ago in
November to a record $644 billion, using the 12-month sum. The merchandise imports of
China and Hong Kong nearly matched the level and growth of exports (Figure 13). Various key
categories of imports into mainland China are soaring, especially capital equipment and raw
materials (Figures 14 and 15).

U.S. exports to China spiked to a record high in November of last year. Over the past 12
months, they rose to a record $27 billion, about twice as much as in 2000 (Figures 16 and 17).

Chinese officials have indicated that they are concerned that their economic boom is creating
excessive capacity in several key industries, including autos, steel, and concrete. Too much
capacity would put downward pressure on prices and profits, increase bankruptcies, and
exacerbate an already bad bad-loan problem in the financial sector. Official figures show that
21% of loans extended by the nation’s four largest banks were nonperforming at the end of
September. Standard & Poor’s estimates the bad-loan ratio of China’s state-owned banks at
45%.

The China-is-slowing (a.k.a. the-sky-is-falling) crowd observes that the authorities have already
taken some steps to curb lending and investment. In June, the central bank tightened lending
rates to the property market. In September, the central bank raised banks’ reserve
requirements. Yet, China’s M2 money supply measure is up 19.6% as China’s international
reserves soared to a record $406 billion late last year (Figures 18 and 19).

In my opinion, the Chinese are doing what they can to achieve their awesome Growth
Imperative while reducing the risks of economic and financial excesses, which could upset
their goals. The naysayers among the rapidly expanding pool of China watchers say that China
can’t grow rapidly without causing a speculative bubble that will inevitably burst. I believe the
Chinese can do it, at least until the closing session of the Summer Olympic Games in 2008.

We should monitor the auto industry to help us assess whether the naysayers might be right or
wrong. My working hypothesis is that Chinese officials won’t step on the brakes to slow auto
production. Instead, they are already making auto financing easier to obtain to boost demand.
Eventually, overextended car buyers could pose a major problem for sustainable growth in
China, but not for several years, in my opinion. (Last year, in November, 10% of South Koreans
over the age of 15 were classified as credit delinquents.)

6 January 21, 2004
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According to a January 7, 2004, Reuters story, “Oversupply Threatens Profit In China Auto
Boom—S&P,” Standard & Poor’s estimates that if all of the manufacturers planning to expand
in China realize their ambitions, production capacity for domestic and foreign makers will be
roughly 8 million units by the end of the decade, with annual sales predicted to be 6 million
units.

| believe that demand for cars could be much higher by 2010. Only 15% to 20% of China’s car
buyers use credit compared to a global average of 70%. In December 2003, Chinese banking
regulators permitted General Motors, Toyota Motor Corp., and Volkswagen to set up auto-
financing operations. On the other hand, there is no nationwide credit system, yet.

* k% %
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Appendix A: S&P 1500 Percentage Sales Exposure To China And Asia

Asia Asia
China China Pacific Pacific
Symbol |Company Index Only Mention Only Mention
TFS Three-Five Systems Inc S&P 600 39.7 - - -
INTC Intel Corp S&P 500 26.3 - - -
HTCH |Hutchinson Tech S&P 600 21.2 - - -
CRR Carbo Ceramics Inc S&P 600 20.0 - - -
CTS CTS Corp S&P 600 18.9 - - -
IGL IMC Global Inc S&P 400 13.4 - - -
BBR Butler Mfg Co S&P 600 11.6 - - -
ANDW |Andrew Corp S&P 500 6.8 - 8.2 -
DPMI Dupont Photomasks Inc S&P 600 - 33.3 - -
AMAT  |Applied Materials Inc S&P 500 - 18.8 - -
TTC Toro Co S&P 600 - 18.7 - -
NVDA [Nvidia Corp S&P 500 - - 64.6 -
SMTC [Semtech Corp S&P 400 - - 60.9 -
ICST Integrated Circuit Systems S&P 400 - - 53.2 -
VSH Vishay Intertechnology S&P 400 - - 36.7 -
AMD Advanced Micro Devices S&P 500 - - 36.4 -
TXN Texas Instruments Inc S&P 500 - - 35.2 -
IDTI Integrated Device Tech Inc S&P 400 - - 30.1 -
FEIC FEI Co S&P 600 - - 27.9 -
SWKS [Skyworks Solutions Inc S&P 600 - - 27.5 -
PMTC [Parametric Technology Corp S&P 500 - - 251 -
ADSK  |Autodesk Inc S&P 500 - - 22.8 -
EAGL |EGL Inc S&P 400 - - 22.6 -
AEIS Advanced Energy Inds Inc S&P 600 - - 21.8 -
SLR Solectron Corp S&P 500 - - 21.5 -
MMM 3M Co S&P 500 - - 211 -
AVP Avon Products S&P 500 - - 20.9 -
Lz Lubrizol Corp S&P 400 - - 20.4 -
ABI Applera Corp Applied Biosys S&P 500 - - 19.8 -
ZMH Zimmer Holdings Inc S&P 500 - - 19.7 -
WFT Weatherford Intl Ltd S&P 400 - - 18.8 -
ENR Energizer Holdings Inc S&P 400 - - 18.5 -
NATI National Instruments Corp S&P 400 - - 18.5 -
CRTO [Concerto Software Inc S&P 600 - - 18.4 -
DCI Donaldson Co Inc S&P 400 - - 18.3 -
KLAC |KLA-Tencor Corp S&P 500 - - 18.1 -
EK Eastman Kodak Co S&P 500 - - 17.5 -
MRD MacDermid Inc S&P 600 - - 17.2 -
DSS Quantum Corp S&P 400 - - 16.0 -
MACR |Macromedia Inc S&P 400 - - 15.6 -
ALTR |Altera Corp S&P 500 - - 15.2 -
TYC Tyco International Ltd S&P 500 - - 15.0 -
CYT Cytec Industries Inc S&P 400 - - 14.7 -
XLNX  [Xilinx Inc S&P 500 - - 14.4 -
EMC EMC Corp/Ma S&P 500 - - 14.2 -
ATX Cross (A.T.) & Co -CIA S&P 600 - - 14.0 -
KEM Kemet Corp S&P 400 - - 13.2 -
UTXx United Technologies Corp S&P 500 - - 131 -
ISSX Internet Security Sys Inc S&P 400 - - 13.0 -
MNST [Monster Worldwide Inc S&P 500 - - 12.9 -
SCMM [SCM Microsystems Inc S&P 600 - - 12.8 -
RESP  [Respironics Inc S&P 600 - - 12.4 -
ASCL |Ascential Software Corp S&P 400 - - 12.0 -
NCR NCR Corp S&P 500 - - 1.7 -
AVT Avnet Inc S&P 400 - - 11.3 -
NATR  [Natures Sunshine Prods Inc S&P 600 - - 11.2 -
FMC FMC Cp S&P 400 - - 11.0 -
CUNO |Cuno Inc S&P 600 - - 10.4 -
RSAS |RSA Security Inc S&P 400 - - 10.0 -
LEH Lehman Brothers Holdings Inc  |S&P 500 - - 10.0 -
TSAI Transaction Sys Archtcts -CI A [S&P 400 - - 10.0 -
CSCO [Cisco Systems Inc S&P 500 - - 9.9 -
JDAS  |JDA Software Group Inc S&P 600 - - 9.7 -
SEE Sealed Air Corp S&P 500 - - 9.6 -
LRCX [Lam Research Corp S&P 400 - - 9.3 -
continued...
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Appendix A: S&P 1500 Percentage Sales Exposure To China And Asia

Asia Asia
China China Pacific Pacific

Symbol |Company Index Only Mention Only Mention
MDT Medtronic Inc S&P 500 - - 9.3 -
KFY Korn Ferry International S&P 400 - - 9.3 -
CTXS |Citrix Systems Inc S&P 500 - - 9.2 -
ARW Arrow Electronics Inc S&P 400 - - 8.9 -
CKP Checkpoint Systems Inc S&P 600 - - 8.6 -
GTW Gateway Inc S&P 500 - - 8.3 -
SXT Sensient Technologies Corp S&P 400 - - 8.0 -
FUL Fuller (H. B.) Co S&P 600 - - 7.9 -
SGP Schering-Plough S&P 500 - - 7.7 -
T Thomas Industries Inc S&P 600 - - 7.7 -
ROK Rockwell Automation S&P 500 - - 7.5 -
ACLS  |Axcelis Technologies Inc S&P 600 - - 7.3 -
ITT ITT Industries Inc S&P 500 - - 71 -
AXP American Express S&P 500 - - 6.9 -
MROI  [MRO Software Inc S&P 600 - - 6.8 -
MON Monsanto Co S&P 500 - - 6.8 -
CSGS |CSG Systems Intl Inc S&P 400 - - 6.6 -
HSII Heidrick & Struggles Intl S&P 600 - - 6.0 -
WDFC |WD-40 Co S&P 600 - - 5.9 -
SFN Spherion Corp S&P 600 - - 5.8 -
SBL Symbol Technologies S&P 500 - - 5.7 -
PRGS |Progress Software Corp S&P 600 - - 5.7 -
SEBL Siebel Systems Inc S&P 500 - - 5.5 -
HYSL  [Hyperion Solutions Corp S&P 600 - - 5.5 -
MIL Millipore Corp S&P 500 - - 5.3 -
DIS Disney (Walt) Co S&P 500 - - 5.2 -
FDS Factset Research Systems Inc  |S&P 600 - - 4.6 -
METHA [Methode Electronics -Cl A S&P 600 - - 4.2 -
AG Agco Corp S&P 400 - - 4.2 -
IVC Invacare Corp S&P 600 - - 41 -
MERQ |Mercury Interactive Corp S&P 500 - - 3.7 -
IART Integra Lifesciences Hidgs S&P 600 - - 3.7 -
ERTS [Electronic Arts Inc S&P 500 - - 3.6 -
FILE Filenet Corp S&P 600 - - 3.2 -
CTV Commscope Inc S&P 400 - - 3.0 -
DPH Delphi Corp S&P 500 - - 2.8 -
C Citigroup Inc S&P 500 - - 2.7 -
RSYS [Radisys Corp S&P 600 - - 2.6 -
SDS Sungard Data Systems Inc S&P 500 - - 2.2 -
SGR Shaw Group Inc S&P 600 - - 2.0 -
GD General Dynamics Corp S&P 500 - - 11 -
INVN Invision Technologies Inc S&P 600 - - 0.8 -
CL Colgate-Palmolive Co S&P 500 - - - 72.3
SLB Schlumberger Ltd S&P 500 - - - 70.2
BDX Becton Dickinson & Co S&P 500 - - - 46.1
AVO Advanced Medical Optics Inc S&P 600 - - - 40.5
CVX Chevrontexaco Corp S&P 500 - - - 29.6
AH Armor Holdings Inc S&P 600 - - - 19.2
KMB Kimberly-Clark Corp S&P 500 - - - 18.8
TECUA |Tecumseh Products Co -ClI A S&P 400 - - - 16.1
FJC Fedders Corp S&P 600 - - - 13.9
CPO Corn Products Intl Inc S&P 600 - - - 13.4
UNM Unumprovident Corp S&P 500 - - - 11.7
JINJ Johnson & Johnson S&P 500 - - - 11.6
WMT Wal-Mart Stores S&P 500 - - - 8.9
K Kellogg Co S&P 500 - - - 8.2
AHC Amerada Hess Corp S&P 500 - - - 8.0
AXE Anixter Intl Inc S&P 600 - - - 71
ICN ICN Pharmaceuticals Inc S&P 400 - - - 7.0
BUD Anheuser-Busch Cos Inc S&P 500 - - - 5.9
AFG American Finl Group Inc S&P 400 - - - 1.0
EME Emcor Group Inc S&P 600 - - - 0.6

Source: Compustat, Latest Company 10K Filings, PEG Investment Strategy Research.
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China: Population

Figure 1.
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China-Led Global Boom

Figure 2. 370
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Steel
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Crude Oil

Figure 6. 6
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Crude Oil

Figure 8. g
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Chinese grain output

has been

disappointing recently.
U.S. agricultural 300
exports have been 1
boosted by Chinese 200

demand.

Rising food prices are
the main reason that

Chinese

Figure 10.
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There’s no sign of a
slowdown in Chinese
production.

Chinese exports and
imports are soaring.
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Chinese Economic Indictors
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China: Imports

Figure 14.
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China: Imports

Figure 15.
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U.S. Exports to China

Figure 16. 25
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China has seen rapid
money supply growth.

China’s international
reserves have soared
to a record $406
billion.
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China: Finance
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Rating Distribution

Prudential Equity Group, Inc.
Research Universe

01/20/04 Consolidated Investment Banking Clients
Overweight(Buy)* 35.00% 2.00%

Neutral Weight(Hold)* 43.00% 3.00%
Underweight(Sell)* 23.00% 1.00%

Excludes Closed End Funds

12/31/03 Consolidated Investment Banking Clients
Overweight(Buy)* 34.00% 2.00%

Neutral Weight(Hold)* 42.00% 4.00%
Underweight(Sell)* 24.00% 1.00%

Excludes Closed End Funds

09/30/03 Consolidated Investment Banking Clients
Overweight(Buy)* 34.00% 2.00%

Neutral Weight(Hold)* 41.00% 3.00%
Underweight(Sell)* 26.00% 1.00%

Excludes Closed End Funds

06/30/03 Consolidated Investment Banking Clients
Buy 40.00% 4.00%

Hold 57.00% 5.00%

Sell 4.00% 0.00%

Excludes Closed End Funds

"ou

* In accordance with applicable rules and regulations, we note above parenthetically that our stock ratings of “Overweight,” “Neutral Weight,” and “Underweight” most
closely correspond with the more traditional ratings of “Buy,” “Hold,” and “Sell,” respectively; however, please note that their meanings are not the same. (See the
definitions below.) We believe that an investor’s decision to buy or sell a security should always take into account, among other things, the investor’s particular
investment objectives and experience, risk tolerance, and financial circumstances. Rather than being based on an expected deviation from a given benchmark (as buy,
hold, and sell recommendations often are), our stock ratings are determined on a relative basis (see the, as defined below).

When we assign an Overweight rating, we mean that we expect that the stock's total return will exceed the average total return of all of the stocks covered by the
analyst (or analyst team). Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report.

When we assign a Neutral Weight rating, we mean that we expect that the stock's total return will be in line with the average total return of all of the stocks covered by
the analyst (or analyst team). Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report.

When we assign an Underweight rating, we mean that we expect that the stock's total return will be below the average total return of all of the stocks covered by the
analyst (or analyst team). Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report.

Prior to September 8, 2003, our ratings were Buy, Hold, and Sell. A Buy rating meant that we believed that a stock of average or below-average risk offered the potential
for total return of 15% or more over the following 12 to 18 months. For higher-risk stocks, we may have required a higher potential return to assign a Buy rating. When
we reiterated a Buy rating, we were stating our belief that our price target was achievable over the following 12 to 18 months. A Sell rating meant that we believed that a
stock of average or above-average risk had the potential to decline 15% or more over the next 12 to 18 months. For lower risk stocks, a lower potential decline may have
been sufficient to warrant a Sell rating. When we reiterated a Sell rating, we were stating our belief that our price target was achievable over the following 12 to 18
months. A Hold rating signified our belief that a stock did not present sufficient upside or downside potential to warrant a Buy or a Sell rating, either because we viewed
the stock as fairly valued or because we believed that there was too much uncertainty with regard to key variables for us to rate the stock a Buy or a Sell.

When we assign an industry rating of Favorable, we mean that generally industry fundamentals/stock prospects are improving.
When we assign an industry rating of Neutral, we mean that generally industry fundamentals/stock prospects are stable.
When we assign an industry rating of Unfavorable, we mean that generally industry fundamentals/stock prospects are deteriorating.
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To view charts associated with the stocks mentioned in this report, please visit http.//em1.prusec.com. In addition, the applicable
disclosures can be obtained by writing to: Prudential Equity Group, Inc., One New York Plaza — 17" floor, New York, NY 10292 Attention:
Equity Research.

The research analyst, a member of the team, or a member of the research analyst’s household does not have a financial interest in any of the stocks mentioned in this
report

The research analyst or a member of the team does not have a material conflict of interest relative to any stock mentioned in this report.

The research analyst has not received compensation that is based upon (among other factors) the firm's investment banking revenues as it related to any stock
mentioned in this report.

The research analyst, a member of the team, or a member of the household does not serve as an officer, a director, or an advisory board member of any stock mentioned
in this report.

The methods used to determine the price target generally are based on future earning estimates, product performance expectations, cash flow methodology, historical
and/or relative valuation multiples. The risks associated with achieving the price target generally include customer spending, industry competition and overall market
conditions.

Additional risk factors as they pertain to the analyst's specific investment thesis can be found within the note/report.
Prudential Equity Group, Inc. has no knowledge of any material conflict of interest involving the companies mentioned in this report and our firm.

Any analyst principally responsible for the analysis of any security or issuer included in this report certifies that the views expressed accurately reflect such research
analyst's personal views about subject securities or issuers and certifies that no part of his or her compensation was, is, or will be directly or indirectly related to the
specific recommendation or views contained in the research report.

When recommending the purchase or sale of a security, Prudential Equity Group, Inc. is subject to a conflict of interest because should such advice be followed, and
result in a transaction being executed through Prudential Equity Group, Inc., Prudential Equity Group, Inc. stands to earn a brokerage compensation on the transaction.
In addition, any order placed with Prudential Equity Group, Inc. may be executed on either agency basis resulting in a commission payment to Prudential Equity Group,
Inc. or on a principal basis, versus Prudential Equity Group, Inc.’s proprietary account, resulting in a mark-up or mark-down by Prudential Equity Group, Inc.

Any OTC-traded securities or non-U.S. companies mentioned in this report may not be cleared for sale in all jurisdictions. 24-0056
Securities products and services are offered through Prudential Equity Group, Inc., a Prudential Financial company.

©Prudential Equity Group, Inc., 2004, all rights reserved. One New York Plaza, New York, NY 10292

Prudential Financial is a service mark of The Prudential Insurance Company of America, Newark, NJ, and its affiliates.

Information contained herein is based on data obtained from recognized statistical services, issuer reports or communications, or other sources, believed to be reliable.
Any statements nonfactual in nature constitute only current opinions, which are subject to change.

There are risks inherent in international investments, which may make such investments unsuitable for certain clients. These include, for example, economic, political,
currency exchange rate fluctuations, and limited availability of information on international securities. Prudential Equity Group, Inc., its affiliates, and its subsidiaries
make no representation that the companies which issue securities which are the subject of their research reports are in compliance with certain informational reporting
requirements imposed by the Securities Exchange Act of 1934. Sales of securities covered by this report may be made only in those jurisdictions where the security is
qualified for sale. The contents of this publication have been approved for distribution by Prudential-Bache International Limited, which is authorized and regulated by
the Financial Services Authority. We recommend that you obtain the advice of your Financial Advisor regarding this or other investments.

Additional information on the securities discussed herein is available upon request.
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Information as of November 19, 2003

Important Information Regarding The Accompanying Research Report
For Clients Of Wachovia Securities

Wachovia Securities, LLC and/or its affiliates managed or co-managed a public offering of the following companies’ securities in the past 12
months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or
intends to seek compensation for investment banking services from the following companies in the next 3 months: AAIl, ACAS, ACE, ACF, ADCT,
ADP, ADS, AFCI, AHG, AIV, ALD, AMLN, AMSG, ANSR, AOL, APA, APC, APPB, ARI, ARO, ASN, AT, ATAC, AVB, AWE, AXL, AXP, AZPN, BAC, BBBY,
BE, BG, BEBE, BLS, BMY, BOBE, BR, BRE, BSC, BSG, BWA, C, CAN, CB, CBL, CBR, CCU, CE, CEG, CEN, CFC, CHC, CHIC, CHUX, CIEN, CIN, CIT, CKC,
CKFR, CLI, CLP, CMLS, CNT, CNXT, COF, CPG, CPS, CRE, CTCO, CTL, CXR, CY, D DUK, DCN, DCX, DDR, DECA, DG, DGX, DIGL, DIS, DLTR, DPH, DRE,
DRI, DRL, DTPI, DVA, DVN, EAT, EMC, EMKR, EMMS, ENDP, EQG, EOP, EPD, EPN, EPR, EQR, ETR, EVG, EXC, F, FBN, FDC, FDO, FDRY, FE, FFIV, FISV,
FNM, FOX, FPL, FRE,FRT, GBP, GE, GLW, GM, GS, GTN, HC, HCP, HEW, HME, HPT, HR, HRP, HTG, HVT, IBC, ICN, ICPT, IDPH, IFSIA, IMMU, INTC,
IPXL, ISCA, JBX, JDAS, JDEC, JHF, JKHY, JPM, KEA, KG, KIM, KMI, KMP, KMR, KPA, KRB, KRON, KTR, LAMR, LEA, LEG, LEH, LH, LIN, LNCR, LRY,
LSI, LXP, LZB, MAC, MAN, MANU, MCGC, MEDI, MER, MGA, MHK, MHX, MMA, MNST, MO, MRR, MU, MWD, NESN.VX, NI, NNN, NSCN, NSRGY,
NT, NXTL, NXTP, O, OFC, 0SI, PAYX, PDX, PFGC, PGN, PKY, PLD, PNP, POG, PPL, PRE, PSA, PSC, PSUN, PXD, RCII, RE, REG, RI, RL, RMK, RNR, RNT,
ROIAK, RQl, RRE, RRGB, RSAS, RWT, S, SBGI, SCG, SCRI, SCT, SDS, SFNT, SFP, SGA, SIMG, SINT, SLAB, SLG, SLXP, SMT, SNH, SO, SSTI, STT,
SYMC, SYY, TBI, TCR, TDS, TEK, TELK, TIER, TLRK, TM, TMA, TOM, TPC, TPP, TTEN, TTN, TUES, TUNEE, TYC, UCO, UDR, URBN, USM, USON, USP!I,
VAST, VMSI, VNO, VNX, VZ, WB, WEG, WEN, WFC, WPI, WRI, WSM, WTSLA, WWCA, X, XL, YBTVA, YUM, ZaK

An employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director of: AIRT, CMLL, EDCO, GBTB, JHFT, PAB, SSYMW,
WLC

Wachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity securities for: AA, AB, ABCO, ABFS,
ABNK, ABT, ACAS, ACBK, ACEM, ACS, ADNM, ADP, ADSK, ADTG, ADVP, AERN, AFCO, AFHI, AFR, AG, AGCC, AGII, AGIL, AGIX, AGLE, AGN, AIG,
ALAB, ALCD, ALOG, ALTR, AME, AMEO, AMG, AMGC, AMGM, AMGN, AMIS, AMMRQ, AMR, AMWD, AMX, ANDW, ANGC, ANN, ANSS, A0S, AOT,
AP, APA, APC, APFC, APOG, APOL, APPB, ARJ, ARM, ARW, ARXX, ASBC, ASD, ASFI, ASMI, ASYT, ATCY, ATLD, ATMI, ATR, ATU, ATW, AUGT, AV,
AV0, AWWC, AXC, AXP, B, BAC, BAEI, BBA, BBGI, BBOX, BBR, BBY, BCR, BCRH, BDF, BDK, BDX, BDY, BEANQ, BEC, BES0Q, BGG, BHE, BHIV, BIF,
BIFL, BKBK, BKS, BLKR, BMLC, BN, BNA, BNEC, BNK, BOTX, BPFH, BRIF, BRY, BSBX, BTHS, BTLMF, BWA, BWC, BWEB, BXCP, BYM (F7), CAL,
CALA, CASY, CBBI, CBE, CBI, CBLEE, CBM, CBNV, CBUK, CCM, CCRD, CCUP, CD, CDCSQ, CDN, CDTV, CDV, CECO, CEDC, CELG, CF, CFD, CG, CGCE,
CGEIF, CGPI, CHAC, CHAD, CHK, CHP, CHPC, CHS, CHUX, CIPH, CIYXX, CLEC, CLIF, CLSR, CMC, CMLS, CMOS, CMRT, CNQR, CNTV, CNXS, COClI,
COG, COH, COKE, COLB, COLM, C0O0, COOP, CPB, CPHD, CPK, CPO, CPUL, CPWM, CQB, CR, CRAI, CRD/A, CRDN, CRFN, CRK, CRL, CRMT, CRVSQ,
CSE, CSL, CSP, CSTR, CTCI, CTCO, CTMI, CTV, CTVP, CUB, CVCO, CVH, CVII, CVLVA, CVT, CVTI, CVTX, CXP, CYBX, CYTB, DAFC, DAKMF, DATL, DBCI,
DCLK, DCSN, DE, DEBS, DEL, DF, DG, DGIT, DIEC, DIGE, DIVN, DLP, DNIR, DPMI, DRI, DRIV, DRTE, DSCM, DSCP, DSS, DTPI, DTRX, DVN, DVSA,
DXYN, DYAN, DYHGQ, DYN, ECF, EECC, EF, EFDS, ELOFF, ELY, EML, ENVT, EP, EPIX, EQTX, ESA, ESL, ESST, ESTK, ETF, EVC, EVIAC, EWBC, EWF,
EXAR, FAMI, FARKC, FARO, FBGI, FBN, FBSH, FCCY, FCE.A, FCHC, FCN, FCS, FCTR, FEKR, FFBZ, FFDF, FFIV, FHOUF, FIBK, FIC, FIDF, FL, FLE, FLEX,
FLIR, FMER, FNC, FNSC, FOB, FOCF, FOE, FOX, FPL, FPU, FRF, FRGO, FRK, FRNT, FSNM, FST, FTCFQ, FUND, GADZ, GB, GCO, GDIE, GER, GF, GGC,
GITN, GLGC, GLOC, GLYT, GME, GNLR, GODDE, GPI, GRAN, GRNTQ, GROSQ, GRR, GSOF, GSPN, GSPN9, GTLL, GTLS, GTRC, GVA, GWBB, GWM, GY,
GYMB, HAE, HAPY, HAR, HAT, HCC, HCFO, HEAC, HEII, HIBB, HIET, HLEX, HLTH, HMBQ, HMN, HOC, HOLL, HOTT, HRLY, HSC, HSCM, HSII, HTCH,
HTHR, HUG, IAF, IBEV, IBTKF, ICN, IDEV, IEMMF, IES, IGT, [HWY, HIN, 11J1, [IVI, IKN, ILX0, IMAX, IMIT, IMMT, IMN, INCY, INVN, IRL, ISEDF, ISSI, IT,
ITG, ITLA, ITUC, JAKS, JAWS, JBX, JH, JHS, JLMI, JNJ, JNY, JOSB, JOYG, JPM, JRC, KAI, KAMNA, KCS, KEA, KERX, KEX, KFRC, KKD, KMI, KMT,
KNAP, KNSY, KO, KRON, KTEC, KVHI, KWD, LAB, LABS, LADY, LBGF, LBY, LC, LDF, LDSH, LEA, LEH, LEN, LEN.B, LETH, LEXR, LF, LFB, LFG, LFZA,
LICB, LLUR, LM, LMWRA, LNCE, LNCR, LNOP, LNR, LOW, LQl, LRCX, LSCC, LSMSF, LTTO, LTXX, LXNR, LYO, MADB, MANT, MATK, MAXS, MCDTA,
MDPY, MDST, MEC, MECA, MEDB, MEE, MEMO, MERQ, MFGI, MFLO, MGNFF, MGP, MICAQ, MKC, MKL, MLI, MLLEQ, MLR, MMEM, MMRX, MNC,
MNRO, MNST, MNY, MOSY, MPH, MPS, MRD, MRF, MRTN, MSF, MSM, MSTRW, MSVC, MTF, MTRX, MTW, MYL, NABCQ, NAMG, NAV, NAVG,
NCI, NCT, NDC, NEVNF, NICH, NMG.A, NOI, NPO, NSCN, NTBK, NTEX, NTSL, NTT, NUE, NVH, NVO, NX, NXTP, OHP, OKE, 0MG99, 0SI, OSTE, OTL,
OVAB, OVTI, 0GPXY, PAAN, PANL, PATK, PATR, PBSP, PBY, PCOP, PD, PDE, PEIl, PENG, PER, PFCB, PFGC, PGTV, PHXYE, PHYP, PIR, PJFA, PJFC,
PKD, PKE, PLAB, PLMD, PMGEA, PMI, PNNW, PNR, PNRA, PNRZX, PNY, POG, POS, POWI, POWL, POZN, PPG, PPL, PRLX, PRSP, PRTL, PRTX,
PRUN, PRX, PSLA, PSS, PSTI, PSUN, PSVB, PTSI, PTZ, PVTB, PW, PWER, PWN, PX, PZZA, QLGC, QNBC, QNTX, R, RA, RADS, RAVN, RBNC, RCLA,
RDC, REGN, REPT, RESP, RESW, RETK, REXI, REY, RFMC, RGC, RHT, RKT, RLI, RML, RNBO, RNE, RNR, ROC, ROCM, ROH, ROIA, ROST, ROV, ROW,
RPAL, RPM, RRA, RRGB, RSAS, RSTI, RYAN, SBI, SBSA, SCG, SCNO, SCPNA, SCPS, SCT, SCUR, SDMI, SESL, SFD, SFN, SGC, SGF, SGI, SHFL, SHOO,
SIGI, SIPX, SKY, SLE, SLGN, SLVFY, SMG, SMLI, SMRT, SMSC, SNIC, SNIFQ, SNTVQ, SOSK, SOV, SPER, SPH, SPLS, SPNC, SPW, SPZN, SRA, SRCM,
ST, STAR, STC, STLCQ, STNR, STS, STW, SUITE, SUMM, SUP, SUR, SVEIA, SVN, SWN, SWS, SWZ, SYEP, TAIE, TARO, TBC, TBCC, TBI, TDAD,
TECUB, TER, TESP, THC, THCIQ, TLD, TMM, TMT, TMX, TMXIQ, TNC, TNL, TO, TPADA, TPC, TRO, TROV, TRY, TSAI, TSCPQ, TUP, TWN, TWTC, TXAG,
TXON, TZIX, UCOMA, UDGI, UEIC, UFBS, UFI, UFTC, UIS, UNBJ, UNFI, UNHC, UPL, USBR, USES, USTR, UTEK, UTSI, UVV, VANS, VAS, VAST, VBVT,
VCI, VEGA, VES, VICL, VITL, VLMI, VLNT, VNWK, VNX, VOTP, VPI, VSH, VTIX, VUL, WASH, WB, WBS, WCGRQ, WCI, WCIIQ, WCST, WEBX, WEDC,
WFT, WHG, WIBW, WIN, WLM, WLV, WMAR, WMO, WPI, WRLD, WRM-WA (CN), WST, WTSLA, WURT, WWCA, WWE, WWVY, WXS, WYE, XEC,
XOVR, XSCIA, XT0, YANB, YBTVA, YORW,
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