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Focus on synergies with Jinro acquisition
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[ Fair Trade Commission finally approved Hite’s acquisition of Jinro, on conditions that would

limit ASP hike and consolidation of sales forces for 5 years

[ Less strict-than-expected conditions are likely to work in favor of Hite

[ Jinro is likely to recover from capital erosion once the Hite consortium completes the

acquisition process

[ Maintain Overweight and raise a six-month target price to W145,000 to reflect potential
synergies from Jinro acquisition

FTC approved Jinro acquisition on softer-than-expected conditions

The Fair Trade Commission (FTC) has finally approved Hite’s acquisition of Jinro, but
on certain conditions. Although FTC ruled that soju and beer belong to the separate
markets, it set the following conditions: 1) Price increases in soju and beer should be
within the range of the overall consumer price increase for the next five years, 2) the
consolidation of distribution channels is prohibited for the next five years, 3) shipment
volume to liquor wholesalers is required on a semi-annual basis for the next five years,
and 4) Hite should come up with antitrust measures within three months.

We view FTC’s conditions came out less strict than expected as it did not contain a
strong term such as the market share restriction. Jinro is likely to be out of court
receivership during 2005 and go public in three years (by 2007).

Sustainable synergies from Jinro acquisition

Hite controls 59% of the beer market, while Jinro controls 55% of the soju market in
Korea. As such, we expect the following synergies from the Jinro acquisition.

1) With its dominant market leadership, Hite will be able to attract more foreign
investors.

2) Hite can expect substantial cost savings by sharing the distribution channels and
logistics with Jinro.

3) Hite can expect to increase the market coverage through joint marketing with Jinro.
For instance, Hite could actively utilize Jinro’s strong distribution channels in the
Seoul metropolitan area where Hite is relatively weak. On the other hand, Jinro
could expand its market share in the southeastern province where Hite mainly
dominates. With the announcement of the Jinro acquisition, Hite is already
witnessing an increase in the number of customers in Seoul metropolitan area.

4) The acquisition of Jinro could prevent competitors from entering the liquor market.
The beer industry has a high entry barrier by nature. We expect the domestic beer
market to be to be shared by Hite and OB. The potential risks include the
competition with imported beers.

Please carefully read important notices in the last pages of this report.
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However, we view the imported beers would have a limited impact due to the following
disadvantages: 1) the ASP in imported beer is twice as high as the domestic beer due to
a 30.0% tariff, 2) Korean consumers are less receptive to imported beers due to their
relatively bitter tastes and possible lack of freshness (delivery period, etc.), and 3) most
of all, distribution channels for imported beers are very weak. Moreover, once Hite
completes the Jinro acquisition, imported beers are likely to struggle with securing
distribution channels.

Figure 1. Hite’s beer market share

Figure 2. Jinro’s soju market share
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Future financing plans for Jinro acquisition

The acquisition value, which finally came in at W3,428.8bn, includes equity financing
through right issues amounting to W2.4tr (70.8%) and borrowings of W1.0tr (29.2%).
The W1.0tr borrowing, which will initially be based on Hite’s credit, would be
converted as Jinro’s debt three months later. Hite is likely to invest W1.3tr to acquire a
52.2% stake in Jinro.

Hite invested W70bn upon the MOU agreement (April 8) and has already made an
upfront payment of 10.0% (W342.8bn=W70bn+W272.8bn) of the total acquisition
value. This was funded with W300bn worth of CBs (W230bn from Korea Teachers
Credit Union (KTCU) and W70bn from Dongbu Securities), which were issued in end-
March 2005 (with 1.0% coupon rate, exercise period beginning March 31 2006E at
W115,000/sh).

We believe it requires W925bn for Hite to completely acquire Jinro, of which
W200bn~300bn has been secured so far through its reserves and short-term borrowings.
The remainder will be funded through issuance of corporate bonds or long-term
borrowings. The interest rate is expected to be low around 4%.

We view Hite does not have to hold the entire 52.2% stake. The company might sell off
some of it afterwards.

Daewoo Securities Co., LTD. 2
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Figure 3. Financing details for Jinro acquisition

Amount (Wbn) (%)  Stake Owned (%)
Total acquisition value (A+B) 3,428.8 100.0
Total equity raisings (A)=C+D+E+F+G 2,428.8 70.8
Hite Brewery (C) 1,267.8 37.0 522
CB 300.0 8.7
Borrowings 200.0 5.8
Others 767.8 22.4
Korea Teachers Credit Union (D) 400.0 1.7 16.5
Military Mutual Aid Association (E) 510.0 14.9 21.0
Korea Development Bank (F) 100.0 2.9 4.1
Others (G) 150.0 4.4 6.2
Borrowings (B) 1,000.0 29.2

Note: The W1.0tr borrowing, borrowed on Hite's credit, would be converted to Jinro’s debt three months later.
Source: Company data, Daewoo Securities

Jinro to be reborn as a clean company

When the deal is completed, Jinro’s paid-in capital will amount to W2.4tr (300m shares
with par value at W8,000). The proportion of the equity financing is higher than
expected. We view the court may have required heavy capital investment in order to
help Jinro get out of capital erosion.

Jinro’s debt currently stands at W3.0tr, of which W2.0tr is final and W1.0tr remains to
be finalized depending on the pending lawsuit. Given the W3.4tr coming in from the
acquisition, W400bn in cash remains for Jinro even after clearing out its W3.0tr debt. In
addition, the W1.0tr debt volume may be reduced depending on the outcome of the
lawsuit. Jinro currently holds cash reserves and non-operating real estate property
amounting to W500bn and W100bn, respectively. All in all, we estimate W1.0tr asset
will remain for Jinro.

Following the Jinro acquisition, we view Hite may proceed the sale of Jinro Japan, of
which the price is estimated at W400~600bn. Once Jinro’s operation turns back to
normal, Hite may seek to retrieve its investment through measures such as capital
reduction.

Figure 4. Jinro’s debt volume

Figure 5. Jinro’s debt volume (officially confirmed)
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Figure 6. Jinro’s forecasts

(Wbn) 02 03 04 05E 06E 07E
Sales 590.4 650.9 7244 765.0 808.0 851.0
% yoy 10.2 113 5.6 5.6 53
Alcoholic liquors 557.7 619.9 691.9 730.0 770.0 810.0

% yoy 1.2 1.6 55 55 5.2

Bottled water 32.7 31.0 325 35.0 38.0 410

% yoy 5.2 48 77 8.6 7.9

Gross profit 252.6 294.8 351.4 350.0 356.0 370.0
Gross margin (%) 428 453 435 458 441 435
SG&A Expenses 156.6 146.1 139.9 160.0 178.0 188.0
% yoy 6.7 4.2 14.4 1.3 5.6
EBIT (Operating profit) 96.0 148.7 2115 190.0 178.0 182.0
Depreciation 212 245 22.2 23.0 23.0 23.0
EBITDA 123.2 173.2 233.7 213.0 201.0 205.0

Source: Underwriters, Daewoo Securities

Financial risks to be insignificant

We estimate Hite to pay the interest expense of W40bn~50bn per year for the financing
of Jinro acquisition. Hite’s EBITDA is likely to reach W250bn~300bn for
2005E~2006E and it may increase when considering the potential synergies from Jinro.

Hite could also expect W40~50bn in equity method gains from Jinro’s core operating
value excluding goodwill amortization. As such, although the Jinro acquisition may
result in a temporary increase in borrowings, we do not expect significant financial risks.

For reference, the Jinro acquisition may distort the financials of Hite due to an
occurrence of the goodwill amortization (W120~130bn per year for 20 years). However,
this does not have any influence on the actual cash flows.

The market expects Jinro’s need for massive facility investment once the acquisition is
completed. However, unlike beer that uses fermentation method, the facility investment

for Soju production should be smaller in size as it applies the dilution method.

Figure 7. Impact of Jinro acquisition on Hite’s financials

(Wbn) 02 03 04 05E 06E
Borrowing 606.7 661.8 601.1 1,670.0 1,625.0
Existing 606.7 661.8 601.1 570.0 525.0
New 1,100.0 1,100.0
Interest expense 45.4 42.1 36.5 75.0 75.0
Existing 45.4 42.1 36.5 35.0 35.0
New 40.0 40.0
Equity method gains 0.0 0.0 7.1 59.0 59.0
Existing 0.0 0.0 7.1 9.0 9.0
New 50.0 50.0
Goodwill amortization 11.8 42 0.0 120.0 120.0
Existing 11.8 4.2 0.0 0.0 0.0
New 0.0 0.0 0.0 120.0 120.0

Source: Company data, Daewoo Securities
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Maintain Overweight and raise target price to W145,000

As one of the consumer cyclical plays, we expect Hite’s earnings to turn upward in
2005 as it is expected to benefit from sales growth and ASP increases beginning 3Q05E.
In addition, synergies from the Jinro acquisition is likely to have a sustainable impact on
Hite given that the conditions set by FTC turned out less strict than expected.

Hite has received sound valuations since 1990’s, applying over 60% premium to the
F&B sector average P/E. However, such valuation gaps have been reduced to 30% as
the share price rally in the F&B sector has brought up the sector average P/E to 12.7X
in 2005. This may dissipate market concerns that Hite is overvalued.

Given the ever-solid market leadership through the Jinro acquisition, we believe Hite
deserves P/E multiples of the leading domestic consumer plays such as Shinsegae
(004170.KS), S1 (012750.KS) and AmorePacific (002790.KS). We maintain our
Overweight rating and raise our six-month target price to W145,000 from W120,000.

Korea is the world’s 14th largest beer consumer. Hite is the leading domestic beer
producer, claiming a 59.0% market share. Hite’s comparable peers may include the
Asian and South American breweries. Breweries in the US and Europe should be
inappropriate for comparison as beer consumption is diminishing and many of the
breweries are multinational players.

Hite seems relatively undervalued compared to its comparable peers such as Tsingtao
(China), Kirin, Asahi and Sapporo (Japan), San Miguel (Philippines) and Grupo Modelo
Sa (Brazil).

Figure 8. Forecasts/Valuations

FY Sales  yoy oP NP EPS FCF ROE PE PBV EVEBITDA

(Wbn) (%) (Wbn) (Wbn) (W) (Wbn) (%) () (¥ (x)
12/02 7937 A7 2165 1050 5253 -357 145 93 13 5.6
12/03 8223 36 2144 1141 5694 333 142 153 21 8.4
12/04 8608 47 1748 1102 5499 952 126 155 19 9.2
12005 9329 84 2073 1369 6832 1055 141 165 = 22 101
12006E 10077 80 2399 1629 8128 1125 148 138 19 8.7

Source: Company data, Daewoo Securities

Figure 9. Comparison of valuations among domestic consumer peers Figure 10. Comparison of valuations among global peers
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Record of Ratings and Target Prices of the Subject Company
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Rating Allocation

% of companies under coverage % for which IB services have been provided
Overweight 64.29% 10.64%
Equal-weight 35.71% 12.92%
Underweight 0.00% 0.00%

As of July 15, 2005
Source: Equity Research for International Investors, Daewoo Securities

Important notices to continue to next page
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Analyst of the subject company or member of the analyst's household does not have any financial interest in the securities of the subject company and
the nature of the financial interest (including without limitation, whether it consists of any option, right, warrant, future, long or short position)

This report is a translation excerpt of the Hite Brewery report written by Oon M. Bak, analyst for research division of Daewoo Securities Co., Ltd publicly
released on July 21, 2005.

As of July 21, 2005, Daewoo Securities Co., Ltd and/or its affiliates do not have any special interest with the subject company and do not own 1% or more of the
subject company’s shares outstanding.

This report reflects the sole opinion of the analyst (Oon M. Bak) without any external influences by third parties.

Daewoo Securities Co., Ltd may have managed or co-managed a public offering of securities for the subject company, or received compensation for investment
banking services from the subject company in the past 12 months.

This report has been provided by ERII (Equity Research for International Investors) of Daewoo Securities Co., Ltd. Daewoo Securities ERII separately runs its
research independent of the research division of Daewoo Securities Co., Ltd. The stock ratings, target prices, estimates, and overall viewpoints of ERIl may have
been different from those of research division of Daewoo Securities. Thus, this report has to be viewed as Daewoo Securities ERII's independent opinion and should
not be interpreted by any means as an official viewpoint of research division of Daewoo Securities. Daewoo Securities ERIl was established at Daewoo Securities to
service international institutional investors although the reports are being publicly released. Investors can have access to Daewoo Securities ERII's research through
Firstcall, Daewoo research direct(www.bestez.com), Multex and Bloomberg(DWIR).

Daewoo Securities Co., Ltd. is a full-service, integrated investment banking, and brokerage firm. We are a leading underwriter of securities and leading participant in
virtually all trading markets. We have investment banking and other business relationships with a substantial percentage of the companies covered by the research
division of Daewoo Securities and Daewoo Securities ERII. Our research professionals provide important input into our investment banking and other business
selection process. Investors should assume that Daewoo Securities Co., Ltd. are seeking or will seek investment banking or other business from the subject
companies covered by this report and that the research analysts who involved in preparing this report may participate in the solicitation of such business. Our
research analysts’ compensation is determined based upon the activities and services intended to benefit the investors of Daewoo Securities Co., Ltd. Like all
employee of Daewoo Securities Co., Ltd, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other
business units, the intuitional equities, investment banking, proprietary trading, and private client division.

This document was prepared by Daewoo Securities Co., Ltd. (“Daewoo”). Information and opinions contained herein have been compiled from sources believed to be
reliable and in good faith. Such information has not been independently verified. Daewoo makes no guarantee, representation or warranty, express or implied, as to
the fairness, accuracy, completeness or correctness of the information and opinions contained in this document. Daewoo accepts no responsibility or liability
whatsoever for any loss, arising from the use of this document or its contents or otherwise arising in connection therewith. Information and opinions contained herein
are subject to change without notice. This document is for information purposes only. It is not and should not be construed as an offer, or a solicitation of an offer, to
purchase or sale any securities or other financial instruments. This document may not be reproduced, further distributed or published, in whole or in part, for any
purpose.

Daewoo and/or other affiliate companies, their directors, representative, or employees may have a long or short position in any of the securities or other financial
instruments mentioned in this document or of issuers described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale, of
any such securities or other financial instruments from time to time in the open market or otherwise, in each case either as principals or agents. This document is for
distribution in the United Kingdom only to persons who are authorized persons or exempted persons within the meaning of the Financial Services Act 1986 or any
order made thereunder.

Daewoo has prepared this document. Daewoo’s U.S. affiliate, Daewoo Securities (America) Inc., is distributing this document in the U.S.. This document may be
distributed in the U.S. solely to “major U.S. institutional investors” as defined in Rule 15a-6 of the U.S. Securities Exchange Act of 1934. Any U.S. recipient of this
document who wishes to effect transactions in any securities discussed herein should contact and place orders with Daewoo Securities (America) Inc.

Summarized version of this report available in Daewoo Securities, ‘Korea Daily Focus’ on July 22, 2005.

Analyst Stock Ratings of ERII (Equity Research for International Investors), Daewoo Securities Co., Ltd

Risk Rating Target Return
Overweight > +15%
Equal-weight -15% - +15%
Underweight < -15%

- Rank is a guide to the expected total return over the next 6-12 months unless separately specified otherwise.
- The target return is relative to the market index, which is assumed to be constant at current level.
- Although it is not part of the official ratings at ERII, we may call a trading opportunity in case there is a technical or short-term material development.

Analyst Industry Ratings of ERII, Daewoo Securities

Positive Industry fundamentals are improving
Neutral Industry fundamentals are steady without any material changes
Negative Industry fundamentals are worsening




