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Initiating Coverage with Buy Rating and $2.00 Price Target 
re initiating coverage of New Dragon Asia Corp. with a Buy rating and $2
 target.  New Dragon Asia mills, sells, and distributes flour related products
roduces and sells instant noodles in China.  The company has two business
ents: Flour Products and Instant Noodles. 

8 Reasons to Buy New Dragon Asia: 
. Revenue and Profit Growth.  Sales of both flour products and instant

noodles have been growing at the Company.  Revenues for the company
increased by 12% year/year to $28.9 mil and net income increased by
73% year/year to $3.6 mil during the first 9 months of 2005.  We expect
this trend to continue as the company benefits from growth in these areas.

. Smart Acquisition Strategy.  The company’s acquisition strategy is to
identify and purchase state-owned enterprises (SOEs) that produce
products that complement the company’s existing operations.  In 2005
NWD purchased a soybean plant and a distribution center to increase
revenue and support increasing exports.    

. PRC Demographics.  The instant noodle market in China represents 26
bil servings annually and is expected to grow to 33.5 bil servings by 2007.
China consumes an estimated 22 mil metric tons of soybeans,
representing approx. 16% of the global market.  

. Favorable Tax Environment.  The company receives a local tax refund
for exporting product and also benefits from a reduced corporate income
tax rate since it is considered a Foreign Investment Enterprise.  As a result
of these programs, the effective tax rate for NWD’s earnings is quite low
– the company’s effective tax rate ranged between 10.3% and 31.6% with
an average rate of 20.3% over the past four quarters. 

. Strong Balance Sheet.  Following the completion of two private
placements in 2005, the company has ample cash to execute its
acquisition strategy. 

. Good Liquidity for a Microcap Stock.  The average daily trading
volume over the past six months is approx. 500,000 shares. 

. Senior Management Team.  Management of the company has
considerable experience and expertise in the flour and grain industry.  The
experience of the Chairman and CEO in the grain industry combined with
the financial expertise of the CFO allows the company to successfully
carry out its acquisition strategy. 

. Underfollowed and Undervalued by Market.  According to Bloomberg,
we are the only analyst to cover NWD at this time.  Our $2.00 price target
is based on P/E multiple of 16X FY2006 earnings of $0.12 per share. 
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Business Overview 
New Dragon Asia has two business lines: flour products and instant noodles.  The company mills 
and sells various types of wheat flour for use in bread, dumplings, noodles, and confectionary 
products.  Flour products are marketed under the Long Feng name brand and are sold throughout 
China at wholesale and retail levels.  Instant noodles are sold as packet noodles for preparation at 
home and as snacks and cup noodles for on the go convenience.  The company has an annual 
aggregate production capacity of 195,000 tons of flour products and over 1.1 bil packets of 
instant noodles.  In FY04, flour products comprised 67% of revenues and instant noodles 
comprised 33% of revenues.  In 2005, NWD purchased a soybean powder factory with an annual 
production capacity of 3,000 tons of soybean protein powder and 1,500 tons of soybean milk 
powder.  The company headquarters are located in Shandong Province and additional corporate 
offices are located in Shenzhen.  The company has approximately 2,000 employees.  
 
Raw Materials/Products 
Raw materials used by the company include wheat, soybeans, eggs, paper products such as 
cardboard, films, and plastics.  High quality wheat is sourced by milling operations.  Flour is 
extracted from the wheat during the milling process.  Noodles consist of mostly flour and water.  
The flour, water and other ingredients are mixed and then rolled into the shape of a noodle.  The 
mixture is then processed using dryers before it is stabilized at room temperature.  Noodles are 
then steamed and cooked in deep fryers, cooled, and mixed with seasonings and freeze dried 
additives such as chicken, vegetables, or beef.  The freeze dried additives are prepared from raw 
ingredients in a separate building within the noodle production complex.  Finished instant noodles 
are then packed, palletized, and shipped.   
 
The company also produces soybean protein powder and soybean milk powder.  Soybean protein 
powder is made from defatted soy flour that is compressed and dehydrated.  Soy protein is widely 
used as a meat substitute and high protein natural food additive.  Soybean milk powder is used in 
prepared soymilk products in dairy case or stable shelf forms.  Soybean milk powder can be 
packaged on its own or with other dry ingredients such as flavors.  Finished products include 
soymilk, soy coffee creamer, soy ice cream, and soy infant formula.    
   
Manufacturing and Distribution 
All of the company’s manufacturing plants are ISO9002 and ISO 9001 2000 certified and have 
strict quality assurance/quality control systems.  The company uses state of the art manufacturing 
equipment imported from Switzerland, Japan, and Korea. 
 
NWD owns and/or operates 6 manufacturing plants: Yantai Flour Mill, Penglai Flour Mill, Yantai 
Noodle Factory, Sanhe Noodle Factory, Longyuan Plant, and Soybean Plant.  Operations are 
vertically integrated – wheat flour produced at the Yantai and Penglai Flour Mills is used to make 
instant noodles at the Yantai and Sanhe Noodle Factories and product packaging is then 
performed at the Longyuan Plant.  The company has 29 noodle production lines, 2 flour milling 
lines, 2 soybean protein powder lines, and 2 soybean milk powder production lines. 
 
Plant Size Location Employees Distribution  
Yantai Noodle 258,000 ft2 Longkou, Shandong 340 Northeast and Northern China 
Sanhe Noodle 674,500 ft2 Beijing 720 Hebei, Tianjin, Inner Mongolia 
Yantai Flour 258,000 ft2 Longkou, Shandong 340 North and Northeast China 
Penglai Flour 179,000 ft2 Penglai, Shandong 200 Shandong, Jinlin, Liaoning, 

Heilongjiang 
Longyuan Packaging 376,736 ft2 Longkou, Shandong 300  
Shandong Soybean  215,278 ft2 Longkou, Shandong 150 Shanghai and overseas markets 
Xinlongya Distribution 5,382 ft2 Shandong 10  
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Sales and Marketing 
The instant noodle market in China represents 26 bil servings annually and is expected to grow to 
33.5 bil servings by 2007.  China consumes an estimated 22 mil metric tons of soybeans, 
representing approx. 16% of the global market.    
 
NWD has over 200 points of distribution in over 27 provinces of China.  The company has 16 
regional offices.  The company focuses on maintaining strong, long-term relationships with its 
distributors partly through annual sales meetings and regular distributor conferences.   
 
Both flour products and noodles are sold in China; only noodles are exported.  Primary customers 
are small retail stores located in rural areas throughout China.  Approximately 1 bil people live in 
rural areas of China and 300 mil people live in urban areas along the eastern coast.  The rural 
market has been expanding as the disposable income of people in rural areas has increased.  In the 
past, rural residents would make noodles themselves by hand with flour and water.  As the 
economy in China has developed and the standard of living has increased, consumers are buying 
more convenience foods in order to save time.  Products are also sold to supermarkets in urban 
areas.  NWD exports instant noodles to Korea, Australia, Malaysia, and Indonesia.  Exports 
comprised 5% of instant noodle sales in FY04 and 8% of instant noodle sales through Q305.  
NWD is awaiting final Hazard Analysis and Critical Control Point (HACCP) certification so that 
it may export instant noodles to European companies.  HACCP is a food safety program 
originally developed by astronauts to prevent hazards that could cause food borne illness.  The 
system is required in the US by the FDA for the seafood and juice industries.    
 
NWD has also benefited from large orders received from large western corporations with 
operations in China including KFC and Coca-Cola as well as Hong Kong based supermarket 
chain PARKnSHOP.  KFC Corp. and its intermediary suppliers placed a $700K order for flour in 
December 2003.  A second order for $1.1 mil was placed in June 2004.  NWD received an order 
from Coca-Cola Shanghai for 13.2 tons of soybean powder on July 28, 2005.  PARKnSHOP uses 
New Dragon Asia as its exclusive flour vendor, ordering approximately 1,000 tons of flour worth 
$500K in 2004.        
 
Competition 
Competition is driven by many factors including brand name recognition, popularity of products, 
pricing, marketing, and shelf space.  Both the flour products and instant noodle markets are very 
competitive.  Within the flour products business line, NWD competes mainly with Shandong 
Guang Rao Bin Qiu Flour and Hebei Wu De Li Flour in northern China and Shenzhen Nanshun 
Flour in southern China.  In the instant noodle business, NWD competes primarily with Master 
Kang (manufactured by Tingyi Holdings Corp.) and President (manufactured by Uni-President 
Group), which are both based in Taiwan and compete in urban markets.  Many smaller noodle 
manufacturers also sell instant noodles.  The Long Feng name brand has the PRC Famous Brand 
Product designation.  Products that have a Famous Brand or Famous Trademark designation in 
China typically have a higher value than others.  In July 2004, New Dragon Asia’s flour products 
received Grade A certification by the China Green Food Development Center, an organization 
with the authority to issue the green and organic food label to producers.  The green food label in 
China is similar to the organic food program in the US. 
 
Tax Benefit 
The company receives a local tax refund for exporting product.  NWD is considered one of the 
largest taxpayers at the municipal level and as such receives a large portion of the Value Added 
Tax Refund.  The company also benefits from a reduced corporate income tax rate since it is 
considered a Foreign Investment Enterprise.  As a result of these programs, the effective tax rate 
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for NWD’s earnings is quite low – the company’s effective tax rate ranged between 10.3% and 
31.6% with an average rate of 20.3% over the past four quarters.     
 
Company History 
The business was established in 1952 as a grain and oil processing company called Long Feng 
Foods in Shandong Province of China.  In 1992, the company began to manufacture instant 
noodles as convenience foods became more popular. 
 
In 1998, Long Feng Foods, New World Group, and Hong Kong Maxim Group formed a joint 
venture called New Dragon Asia Food Limited.  The joint venture acquired the controlling 
interest in seven manufacturing facilities of Long Feng Foods.  The idea behind the joint venture 
was to combine the manufacturing and distribution capabilities of Long Feng Foods, the financial 
strength of New World Group, and the food industry management expertise of Hong Kong 
Maxim Group.    
 
On December 13, 2001, New Dragon Asia completed a reverse merger with BioAqua Systems, 
Inc., a Florida corporation that was listed on the American Stock Exchange.  New Dragon Asia 
then bought 100% interest in four British Virgin Island companies that were owned by New 
Dragon Asia Food Limited in exchange for 37,963,262 shares of NWD.  Each of the four BVI 
companies holds an interest in a separate joint venture of the People’s Republic of China. 
 
In March 2004, NWD established the Longyuan Plant in conjunction with a third party to support 
the growth of its flour and instant noodle businesses.  The Longyuan Plant manufactures and sells 
packaging material.  NWD owns 55% of the plant. 
 
On May 25, 2004, the company agreed to pay $1.3 mil for the property, machinery, equipment, 
and land use rights for a flour mill in Penglai.  This purchase expanded the production capacity of 
the company by 30%.   
 
On December 25, 2004, NWD sold its equity interest in the Dalian Plant.  The company had 
ceased operations there in December 2003 due to extensive upgrades required to meet PRC 
environmental requirements and available production capacity at the Yantai plants.       
 
On July 12, 2005, NWD announced the completion of a $6 mil private placement of 7% Series A 
preferred stock immediately convertible to 6,315,789 shares at conversion price of $0.95 per 
share and six year warrants to purchase 3,157,895 shares at $1.04 per share.  Midsummer 
Investment was the lead institutional investor in the deal.   
 
On July 28, 2005, the company acquired a plant and machinery for the production of soybean 
derived products from a Shandong state owned enterprise.  Production at the facility commenced 
September 1, 2005.   
 
On December 12, 2005, NWD acquires Shandong Xinlongya Distribution Co. Ltd., a state-owned 
enterprise that was operating as NWD’s sole export distributor.  Terms of the deal were not 
disclosed.  Ten employees work at the distribution center.    
 
On December 22, 2005, NWD announced the completion of a $9.5 mil private placement of 7% 
Series B convertible preferred stock immediately convertible to 5,937,500 shares at conversion 
price of $1.60 per share and six year warrants to purchase 2,968,750 shares at $1.76 per share.  
Midsummer Investment was the lead institutional investor in the deal.   
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The company recently added an additional production line for soybean milk powder, expanding 
the annual production capacity to 6,500 tons from 4,500 tons at the soybean plant.  The new 
production line is operational at this time.   
   
Company Strategy 
The company’s strategy is to expand its export sales, strengthen its relationships with distributors, 
improve the quality of existing products, diversify by adding higher value added products, and 
continue to build strategic joint venture relationships with multinational food groups to capitalize 
on the company’s large distribution network.  
 
NWD plans to identify and purchase state-owned enterprises (SOEs) that complement the 
company’s existing operations.  Additional products with strong name brand recognition may be 
purchased to increase market share in China.  The Chairman of the company, Mr. Lu, was 
formerly employed at a government agency.  He has extensive knowledge of which plants and 
facilities are attractive.  In recent years, China has been moving to privatize many of its state-
owned enterprises in a short period of time.  Small and medium size SOEs are not large enough to 
warrant an initial public offering.  As such, PRC often sells facilities and land use rights for less 
than the carrying book value of the assets.  In many instances, the SOEs are older and most assets 
have been fully amortized, providing an attractive entry point for prospective buyers. 
 
Experienced Management Team 
Mr. Heng Jing Lu, Chairman of the Company, graduated from The Shandong Institute of 
Economics in accounting and is a PRC qualified accountant.  Before joining NWD on December 
15, 2003, he had been working in the oil and grain industry for over 30 years.  Prior to joining the 
company, he was the director of Oil and Grain Bureau of Longkou, Shandong PRC where he had 
worked since 1975.  He has extensive experience in the management of agricultural and food 
related enterprises and strategic planning.  He is primarily responsible for business development 
and overall company management. 
 
Ms. Li Xia Wang, current director and Chief Executive Officer of the Company, graduated from 
The Shandong Institute of Economics in accounting and is a PRC qualified accountant.  She 
joined the Longkou Oil & Grain Group Company in 1980 where she has remained, her last 
position being Deputy General Manager.  She has over 20 years extensive experience in the field 
of finance and accounting.  She joined NWD as a director of the Company on December 15, 
2003. 
 
Ms. Ling Wang, current director and Vice President of the Company, graduated from Shandong 
Television Broadcast University in economics management.  She has been working with the 
subsidiary of the Company since 1981 and her main responsibilities involve operation control and 
internal audits.  Ms. Wang owns 70% of NWD through New Dragon Asia Food Ltd.  She has 
assigned her voting rights to the Chairman of the company, Mr. Lu.   
 
Mr. Peter Mak, joined the NWD as Chief Financial Officer in November 2004.  He graduated 
from Hong Kong Polytechnic University.  He is a fellow of the Chartered Association of Certified 
Accountants in the U.K. and a fellow of the Hong Kong Certified Public Accountants.  He is the 
founder and managing director of VENFUND Investment in Hong Kong and VENFUND VC 
Investment Management Ltd. in Shenzhen.  Previously, he was the managing partner of Arthur 
Andersen Southern China and also a partner of Arthur Andersen Worldwide. 
 
Interestingly, no executives were paid compensation during 2003-2004 because the senior 
management team was comprised of state employees.  They did receive compensation in 2005 
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and will continue to be paid moving forward.  Mr. Mak has an employment agreement with the 
company to receive $180K per year in salary plus 400,000 stock options with an exercise price of 
$4 per share. 
 
Business Risks Related to Operating in PRC 
Since New Dragon Asia is a Florida corporation, it is considered a Foreign Invested Enterprise by 
the Chinese government.  The Foreign Invested Enterprise laws provide protection to the 
company from government interference, guarantee that the company’s Corporate Articles and 
Contracts will be upheld, and impose corporate governance standards on the company.  NWD has 
audits performed by both US and Chinese accounting firms and a Chinese law firm.  In the event 
of a business dispute, the company is entitled to the same status as Chinese companies.  The 
Arbitration Institute of Stockholm Chamber of Commerce resolves all Foreign Invested 
Enterprise disputes.  Chinese minority partners are not entitled to preferential treatment.  While 
this framework is in place to protect foreign businesses operating in the PRC, extensive 
precedents and an established history of enforcement does not exist.  
 
In addition, the Chinese government may take further steps to limit economic growth in PRC or 
reverse policy decisions designed to decentralize businesses.  Such moves may negatively impact 
the financial performance of the company.  NWD is also subject to foreign exchange risk 
associated with the value of the Chinese renminbi versus the US dollar.  The company has no 
hedges in place to mitigate such risks.     
 
Private land ownership is not allowed in PRC.  The right to use land is typically sold for a 
designated term.  NWD has land use rights for terms expiring between 2025 and 2047.    
 
Financial Details 
Revenues for the company increased by 12% year/year to $28.9 mil and net income increased by 
73% year/year to $3.6 mil during the first 9 months of 2005.  Revenues increased by 18% 
year/year to $11.6 mil and net income increased by 36% year/year to $1.6 mil during the most 
recent quarter ended September 2005.  During the first nine months of 2005, gross margin 
decreased to 17% from 19% due to higher costs for packaging materials, but this was offset by a 
48% decrease in selling and distribution costs and a 26% decrease in general and administration 
costs.  Value Added Tax refunds for the September quarter were $928K and net margin increased 
to 12% from 8%.  The company expects to continue to benefit from VAT tax refunds.  A loss of 
such refunds would negatively impact the financial performance of the company. 
 
Seasonality 
Typically Q4 is the best quarter for NWD since consumers prepare in December for the Chinese 
New Year celebrations.  Q1 is typically the lowest revenue quarter and business improves as the 
year progresses.   
 
Growth Expectations 
Growth drivers for the company include revenue growth and margin improvement.  We anticipate 
that the company’s ability to generate additional revenue and improve margins depends on it 
ability to: identify suitable acquisition targets and complete deals at a reasonable price; expand its 
regional marketing and distributor relationships; increase export sales; enter into additional 
partnership agreements with multinational corporations; and further strengthen its name brand.  
 
Recent Guidance 
The company expects 15% organic growth and an additional 15% growth from acquisitions 
during 2006.  NWD expects revenue between $60 and $65 mil and net income between $6 and 
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$7.5 mil.  Gross margins are approximately 18% for flour products, 5-6% for instant noodles, and 
over 30% for soybean powder.  The overall blended gross margin rate is expected to be approx. 
18%.  The soybean plant is expected to contribute $5 mil in revenue in 2005 and $8 mil in 2006.  
The recent acquisition of the Shandong Xinlongya Distribution Co. is expected to add $400K to 
the bottom line within 12 months.  NWD expects export sales to increase to 12% in 2006, up 
from 8% in 2005.     
 
Underfollowed and Undervalued by Market.  According to Bloomberg, we are the only analyst 
to cover NWD at this time.  We believe NWD shares are undervalued at current prices given the 
company’s potential for revenue and earnings growth over the next 12 months.  Our financial 
model is included at the end of this report.  Our $2.00 price target is based on P/E multiple of 16X 
FY2006 earnings of $0.12 per share. 
 
Conclusion.  Based on the company’s prospects for revenue and profit growth in the next year, 
we are initiating coverage with a Buy rating and $2.00 price target.          
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New Dragon Asia Corp. Projected Income Statement  

 
Source: Company SEC filings and M.S. Howells & Co. estimates 
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New Dragon Asia Corp. Projected Balance Sheet 
 

 
Source: Company SEC filings and M.S. Howells & Co. estimates 
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New Dragon Asia Corp. Projected Cash Flow Statement 

 
Source: Company SEC filings and M.S. Howells & Co. estimates 
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The person named as the author of this research report (Christine Hersey) hereby certifies 
that: (1) all of the views he or she has expressed in this research report accurately reflect his 
or her personal views about the subject securities and issuers; and (2) no part of his or her 
compensation was, is, or will be, directly or indirectly related to the specific 
recommendations or views expressed in this research report. 
 
Opinions and estimates expressed herein represent the author’s judgment as of the date appearing 
on this material and are subject to change without notice.  Unless otherwise specifically stated, 
any views or opinions expressed herein are solely those of the individual author and may differ 
from the views and opinions expressed by other departments or divisions of M.S. Howells & Co.  
(“M.S. Howells”) and its affiliates. This material is provided to you for information purposes; any 
pricing in this material is indicative and is not intended as an offer or solicitation for the purchase 
or sale of any financial instrument or any trading strategy. An investment in equities has exposure 
to financial and market risks. Equities may experience sudden and unpredictable drops in value 
and periods of lackluster or negative performance. The information contained herein (and the data 
underlying such information) has been obtained from sources believed to be reliable, but M.S. 
Howells does not represent or warrant that it is accurate and complete. This information is as of 
the date and time referenced above and M.S. Howells does not undertake any obligation to update 
such information. All market prices, data and other information are not warranted as to 
completeness or accuracy and are subject to change without notice.  

 (1) Ownership and Material Conflicts of Interest 

Neither the research analyst nor a member of the research analyst's household has a financial 
interest in the securities of the subject company, including, without limitation, interests in any 
option, right, warrant, future, long or short position. 

As of the end of the month immediately preceding the date of publication of this research report 
or the end of the second most recent month if the publication date is less than 10 calendar days 
after the end of the most recent month, neither M.S. Howells & Co. nor its affiliates beneficially 
owned 1% or more of any class of common equity securities of the subject company.  
Computation of beneficial ownership of securities is based upon the same standards used to 
compute ownership for purposes of the reporting requirements under Section 13(d) of the 
Securities Exchange Act of 1934.  M.S. Howells & Co. is not a market maker in any class of 
common equity securities of the subject company. 

The research analyst responsible for preparation of this report has no other actual, material 
conflict of interest of which the research analyst or member knows or had reason to know at the 
time of publication of this research report. 

(2) Receipt of Compensation  

The research analyst responsible for preparation of this report has not received any compensation 
from the subject company in the past 12 months.  M.S. Howells & Co. has not received any 
compensation for products or services, including investment banking services from the subject 
company in the past 12 months.  The subject company is not and has not been during the 12-
month period preceding the date of distribution of the research report a “client” of M.S. Howells 
& Co.  No affiliate of M.S. Howells & Co. has received compensation for products or services, 
including investment banking services from the subject company in the past 12 months. 
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(3) Position as Officer or Director 
Neither the research analyst nor any member of the research analyst's household serves as an 
officer, director or advisory board member of the subject company. 
 
(4) Meaning of Ratings 
The firm’s rating system is comprised of five categories, including Buy, Buy Cover, Sell, Sell 
Short, and Neutral.  Buy, Sell, Sell Short and Neutral ratings are based on the subject security’s 
expected total return versus that of (a) the analyst’s coverage universe, (b) an industry index 
selected by the analyst, or (c), the S&P 500.   
The rating utilized in this report is compared to the following:  Russell Microcap Index 
Securities rated Buy are expected by the analyst to outperform or deliver a total return in excess 
of the comparator index or universe and may at times be combined with Buy Cover ratings in the 
form of a Buy/Buy Cover rating. Buy Cover ratings are used to indicate the analyst’s belief that 
investors should cover short sales previously recommended by the analyst.  Securities rated Sell 
are expected to underperform or deliver a total return less than the comparator index or universe 
and may at times be combined with Sell Short ratings in the form of a Sell/Sell Short rating.  
Securities rated Sell Short are expected to decline by more than 25% during the 12 months 
following the date of the initial recommendation.  Sell Short ratings indicate that the analyst 
believes that investors can profit by establishing a short position in the shares of the 
recommended security.  Securities rated Neutral are expected to perform in line with, or deliver a 
total return in line with, the comparator index or universe.      

(5) Price Chart  

 
Ratings History  
January 19, 2006: Initiate with Buy Rating.  Price = $1.57.  Price target = $2.00. 
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Ratings Distribution 
Buy (100%) - Sell/Sell Short (0%) – Neutral (0%)  
Investment Banking Clients (0%) – All Covered Companies 
 
(6) Price Targets 
M.S. Howells & Co. must disclose in research reports the valuation methods used to determine a 
price target.  Price targets must have a reasonable basis and must be accompanied by a disclosure 
concerning the risks that may impede achievement of the price target.  The valuation method for 
the price target cited in this report, if any, is explained throughout the report.    
  
Valuation Methodology and Risk Factors  

Price Target: $2.00 

Basis of Price Target: P/E multiple of 16X FY2006 earnings of $0.12 per share. 
Significant Risk Factors:  

1. The company may make poor acquisitions diluting the value of the company’s earnings. 
2. Competition in the flour products and instant noodle markets may prevent the company 

from increasing revenues and profits. 
3. Political and economic conditions in PRC may change and negatively impact the 

company’s performance. 
4. Large multinational corporations may cease to order products from New Dragon Asia. 
5. A singe shareholder, who may take action through voting rights that is not in the best 

interest of other shareholders, owns a large portion of the company.  
 

(7) Additional Significant Risk Factors and Investment Considerations 

The securities or trading strategies discussed in this publication may not be suitable for all 
investors.  M.S. Howells recommends that investors independently evaluate each issuer, security, 
or instrument discussed in this publication, and consult any independent advisors they believe 
necessary.  Short selling involves an inordinate amount of risk including the theoretical potential 
for unlimited losses and losses that can greatly exceed the principal amount invested.  In contrast, 
the potential gain from short selling is generally limited to the principal amount invested.  Short 
sellers can have their stock called away by the lender of the shares shorted, subjecting the short 
seller to incremental risk.  Short sellers by definition must borrow shares, subjecting short sellers 
to margin risk.  The risks cited here with respect to short selling are not all inclusive and investors 
should consult with their independent advisors prior to engaging in any recommended short 
selling strategies, including, if applicable, the short sale recommended in this report.  The risks 
detailed above are not inclusive.  Other significant risk factors not identified here may be equally 
or more important to any particular investor in terms of assessing the overall risks associated with 
these securities.  The information contained herein is illustrative and is not intended to predict 
actual results, which may differ substantially from those reflected herein.  Additional 
information regarding the contents of this publication will be furnished upon request. 

FOR INSTITUTIONAL USE ONLY; NOT FOR USE WITH THE GENERAL 
PUBLIC 

This report may not be reproduced or distributed, in whole or in part, by any person for any 
purpose without the prior written consent of the firm.  When quoting portions of this report, 
sources must be cited.  All rights reserved. 
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