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EPS (4282) Overweight

EPS Outlines Strategy for Earnings Growth; We ¥345,000
Reiterate Overweight Rating, Look for Significant 20 November 2005
Progress from FY2006 get: ¥550,

e FY2005 results were generally in line with plan: Consolidated sales Japan
rose 19% YoY to ¥13,004 million, and recurring profit rose 23.6% to Small Cap
¥1,811 million. New orders offset the negative effects of the end of the
large-scale (approximately ¥1 billion per year in scale) clinical trial Yoshio Teramoto

employing the hyperlipidemia drug Mevalotin, and we believe the 19% (81-3) 5545-8619
YoY increase in consolidated sales was a noteworthy result. yoshio.teramoto@jpmorgan.com

e Wethink company’s FY 2006 forecasts are conservative: We look for Aya Tomisawa
steady earnings growth to continue again in FY 2006 in both the CRO (81-3) 5545-8626
and SMO segments. We thought there were issues in both segments that aya.tomisawa@jpmorgan.com
management needed to address in FY2005. Specificaly, in the CRO Market capitalization ¥30.0 bn
(Contract Research Organization) segment we thought the company had Shares outstanding 0.087 mn
to grow sales by procuring new orders sufficient to offset the decline in 52-week range ¥435,000-289,000
large-scale clinical trials. In the SMO (Site Management Organization) TOPIX 1544.57

. . A Dividend (FY2005E) ¥3,000

segment, it was necessary for the company to consolidate subsidiaries Dividend yield (FY2005€) 0.9%
and bolster its profit margins. Regarding FY 2006, we believe EPS will be ROE (FY2005E) 18.4%
able to expand sales more easily in the CRO segment because it has Average daily trading ¥71mn
procured ancther large project to replace the Mevalotin trial. In the SMO volume (past 30 days)
segment as well, EPS largely completed the consolidation of its SMO Focus List target price (Dec 06) ¥550,000
subsidiaries during FY 2005, and we therefore expect significant earnings Share Price Chart
growth in this segment from FY 2006. ¥

e EPS remains on our Focus List with a fair value estimate of 600,000
¥550,000: We have updated our earnings forecasts for EPS, although our 500,000

forecasts for FY 2006 and FY 2007 remain largely unchanged. The stock’s 400,000
P/E valuation declines progressively, from 25.2x on our FY 2006 forecast
to 19.9x on our FY2007 forecast and 16.3x on our FY 2008 forecast. 200000

However, CMIC, a company we consider to be in the same stage of T i ' ' '
growth as EPS, currently trades at a P/E valuation around 39x, and the OS11 045 o4l 0S5 051
average P/E of five CRO-related stocks in the U.S. (which is generally

considered to be 10 years ahead of Japan in this field) is around 32x Source: Datastream.

(IBES basis). In thislight, we believe the shares of EPS are undervalued.

300,000

Consolidated Sales YoY OoP YoY RP YoY NP YoY EPS P/E P/CF EVIEBITDA
YIE Sep (¥mn) (%) (¥mn) (%) (¥mn) ()] (¥mn) (%) () ) x) x)
2005 13,004 19.0 1,793 271 1,811 23.6 1,127 470 129514 26.6 25.1 15.1
2006E new 16,813 29.3 2,350 31.0 2,350 29.8 1,192 58 13,701.1 25.2 23.8 117
2006E old 16,978 30.6 2,299 282 2,319 28.1 1,192 58 13,7011 252 23.8 115
2006 Co.E 16,041 234 2,118 18.1 2,110 16.5 1,063 5.7 12,2184 28.2 NA NA
2007E new 20,980 24.8 2,928 24.6 2,928 24.6 1,510 26.7 17,356.3 19.9 19.0 94
2007E old 20,624 215 2,778 20.8 2,798 20.7 1,451 21.7 16,678.2 20.7 19.7 9.4
2008E 25,403 21.1 3,529 20.5 3,529 20.5 1,841 219 21,1609 16.3 15.7 7.8

Source: Company data and JPMorgan estimates.
Note: For details regarding the Focus List target price please refer to the October 17, 2005 report.

J.P. Morgan Securities Asia Pte. Ltd.

See page 4 for analyst certification and important disclosures, including investment banking
relationships. JPMorgan does and seeks to do business with companies covered in its research reports.
As a result, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision.
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EPS Announces M edium-Range Ear nings Tar gets

For FY 2006, the company is projecting consolidated sales of ¥16,041 million (up
23.4% Y oY) and consolidated recurring profit of ¥2,110 million (up 16.5%).
Looking ahead to FY 2008, management is forecasting consolidated recurring profit
of ¥3.6 hillion on consolidated sales of ¥26.0 billion. We a so believe the company is
capable of achieving strong earnings growth over the longer term, but we think there
isan element of uncertainty as well. We therefore forecast consolidated sales of
¥25,403 million and recurring profit of ¥3,529 million for FY 2008. Our forecasts
assume the domestic CRO/SMO market (around ¥100 billion with an outsourcing
ratio of 21% in 2005) will grow to around ¥147.5 billion (31% outsourcing ratio) in
2008, and that EPS's share of the CRO market will expand to 15% or so from the
current 13%.

CRO Segment

With the large-scale Mevalotin clinical trias that had driven the company’ s growth
in recent years coming to an end in FY 2005, EPS had to overcome the negative
impact of the loss of this large contract and also procure new ordersin sufficient
volume to sustain the growth of its CRO business. However, EPS was still able to
achieve its projections, and the CRO segment’s order backlog at end-FY 2005 was
actually up 22.3% YoY. From FY 2006, we think new orders will directly contribute
to sales growth in the CRO segment, and we therefore believe EPS should be able to
achieve its FY 2006 projections.

EPS s aso taking steps to bolster the overseas presence of its CRO business. The
company israpidly establishing an internationally compatible clinical research
system in response to the growing momentum of simultaneous international drug
development and the ICH (International Conference on Harmonization of Technical
Requirements for Registration of Pharmaceuticals for Human Use). EPSis
particularly focused on expanding its CRO businessin China, and management’s
plans include building an EDC (€l ectronic data capturing)-based system of efficient
clinical research and data management, and expanding its total overseas CRO sales
to around ¥1 billion in FY 2008 (from roughly ¥300 million in FY 2005).

SMO Segment

During FY 2005 the company acquired Mint Co. Ltd., an SMO vendor based in the
Tohoku region, and merged Mint with existing SMO subsidiary EPLink to form the
new subsidiary EP-Mint. EPS owns another SMO subsidiary (Japan SMO), and we
expect this subsidiary to also be absorbed during FY 2006, further solidifying the
company’s SMO business. We look for EPS to post SMO segment sales of ¥4.02
billion in FY 2006, making it one of the top vendorsin Japan’s SMO market.

Establishment of SOGO Mediplus, a Joint Venture with Sogo Clinical

Phar macology (2399)

SMO subsidiary EP-Mint is dated to team up with Sogo Clinical Pharmacology
(listed on TSE Mothers) to develop a CRC (clinical research coordinator)
outsourcing business within the SMO segment. Sogo Clinica will own a 60% stake
and EP-Mint a 40% stake in the joint venture. Within the SMO market, demand
among larger hospitals for CRC outsourcing is growing, but EPS decided to enter
this business via joint venture because it thinks that the short-term outsourcing CRC
will generate only relatively narrow profit margins. We believe this strategy will
facilitate improved profitability since the company will now be able to spin off the
low-margin CRC outsourcing business from EP-Mint’s SMO segment.
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Japanese CRO/SMO Market
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Source: Japanese CRO Association, Japan SMO Association and JPMorgan.
Sales and Operating Profit Breakdown (Consolidated)
¥ million
9/03 9/04 9/05 9/06E 9/07E 9/08E
CRO
Sales 6,280 7,831 9,073 11,493 14,780 17,953
YoY 29.2% 24.7% 15.9% 26.7% 28.6% 21.5%
Operating profit 851 1,055 1,304 1,632 2,084 2,513
Operating margin 13.6% 13.5% 14.4% 14.2% 14.1% 14.0%
SMO
Sales 1,482 1,874 2,597 4,020 4,800 6,000
YoY 28.2% 26.5% 38.6% 54.8% 19.4% 25.0%
Operating profit 101 165 266 523 634 798
Operating margin 6.8% 8.8% 10.2% 13.0% 13.2% 13.3%
Non-clinical business
Sales 1,233 1,264 1,381 1,300 1,400 1,450
YoY - 2.5% 9.3% -5.9% 7.7% 3.6%
Operating profit 223 185 217 195 210 218
Operating margin 18.1% 14.6% 15.7% 15.0% 15.0% 15.0%
Elimination -59 -43 -47 0 0 0
Sales
Sales 8,936 10,927 13,004 16,813 20,980 25,403
YoY 49.6% 22.3% 19.0% 29.3% 24.8% 21.1%
opP 1,179 1,412 1,793 2,350 2,928 3,529
OP margin 13.2% 12.9% 13.8% 14.0% 14.0% 13.9%

Source: Company data and JPMorgan estimates.
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JPMorgan Small and Mid- Cap Team’s Rating System

The JPMorgan Small and Mid- Cap Team employs three different ratings, all of which are benchmarked to TOPIX. The
Overweight rating denotes stocks that we think will outperform TOPIX over the coming 6-12 months, Neutral denotes
stocks that we think will perform in line with TOPIX over the same period, and Underweight denotes stocks that we think
will underperform TOPIX over the same period.

Because institutional investors want their small- and mid-cap investments to consistently outperform the market average,
regardless of market conditions, we tend to cover stocks that we think will outperform. Therefore, a high proportion of the
stocks in our coverage are rated Overweight, and we may reshuffle our coverage universe as we identify new stocks that we
consider attractive.

Companies Recommended in ThisReport (as of COB 29 November 2005)
EPS (4282) (4282.T/¥345,000/0Overweight)

Analyst Certification

Theresearch analyst who is primarily responsible for this research and whose name is listed first on the front cover certifies
(or in a case where multiple research analysts are primarily responsible for this research, the research analyst named first in
each group on the front cover or named within the document individually certifies, with respect to each security or issuer
that the research analyst covered in this research) that: (1) al of the views expressed in this research accurately reflect his or
her personal views about any and al of the subject securities or issuers; and (2) no part of any of the research analyst's
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst in this research.

Important Disclosures:

EPS (4282) (4282.T) Price Chart
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Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.

Initiated coverage Mar 22, 2005. This chart shows JPMorgan's continuing coverage of this stock; the current analyst may
or may not have covered it over the entire period. As of Aug. 30, 2002, the firm discontinued price targets in all

markets where they were used. They were reinstated at JPMSI as of May 19th, 2003, for Focus List (FL) and selected Latin
stocks. For non-JPMSI covered stocks, price targets are required for regional FL stocks and may be set for other stocks
at analysts' discretion.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Explanation of Ratings and Analyst(s) Coverage Universe: JPMorgan uses the following rating system: Overweight
[Over the next six to twelve months, we expect this stock will outperform the average total return of the stocksin the
analyst’s (or the analyst’ s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock
will performin line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]
Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of the
stocksin the analyst’s (or the analyst’ s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the
sector and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s)
coverage universe.
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Coverage Universe: Yoshio Teramoto: Aplix (3727) (3727.T), Avex (7860) (7860.T), Corona (5909) (5909.T), Cosel
(6905) (6905.T), Cybird (4823) (4823.Q), Daido Metal (7245) (7245.T), EPS (4282) (4282.T), Enplas (6961) (6961.T), FT
Communications (2763) (2763.Q), Faith (4295) (4295.T), Ferrotec (6890) (6890.Q), Fuji Seal (7864) (7864.T), Fuji Soft
ABC (9749) (9749.T), GignoSystem Japan (4300) (4300.0J), Goodwill Group (4723) (4723.T), Meitec (9744) (9744.T),
Nichiha (7943) (7943.T), Nichii Gakkan (9792) (9792.T), Nippon System Development (9759) (9759.T), Nitto Kohki
(6151) (6151.T), OHARA (5218) (5218.T), Recruit Cosmos (8844) (8844.Q), Rock Field (2910) (2910.T), Taiyo Ink Mfg.
(4626) (4626.T), Tocalo (3433) (3433.T), Works Applications (4329) (4329.Q)

JPMorgan Equity Resear ch Ratings Distribution, as of September 30, 2005
Overweight Neutral Underweight

(buy) (hold) (sel)

JPM Global Equity Research Coverage 40% 42% 18%
1B clients* 46% 45% 39%
JPMSI Equity Research Coverage 34% 49% 17%
IB clients* 65% 55% 45%

*Percentage of investment banking clientsin each rating category.
For purposes only of NASD/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category, our Neutral rating fallsinto a hold
rating category, and our Underweight rating fallsinto a sell rating category.

Valuation and Risks: Company notes and reports include a discussion of valuation methods used, including methods used
to determine a price target (if any), and adiscussion of risksto the price target.

Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation
based upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall
firm revenues, which include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures:

Legal Entities: Equity Research isaproduct of J.P. Morgan Securities Inc. (JPMSI) and/or its affiliates worldwide. JPM S| isamember of NY SE, NASD
and SIPC. The analysts who write global equity research are employees of JPMSI or its affiliated companies worldwide, including the following
companies. J.P. Morgan Securities Ltd. (JPMSL) isamember of the London Stock Exchange and is authorised and regulated by the Financial Services
Authority. J.P. Morgan Equities Limited is a member of the Johannesburg Securities Exchange and is regulated by the FSB. J.P. Morgan Securities Asia
Private Limited (Co. Reg. No.: 197300590K) is regulated by the Monetary Authority of Singapore (MAS) and the Japan Financial Services Agency

(FSA). J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) and J.P. Morgan Securities (Far East) Limited (CE number AABO026) are
regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong respectively. J.P. Morgan Securities
Singapore Private Limited (Co. Reg. No.: 199405335R) is a member of Singapore Exchange Securities Trading Limited and is regulated by the MAS.
JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) (formerly known as J.P. Morgan Malaysia Sdn Bhd) is a Participating Organization of BursaMalaysia
Securities Bhd and is licensed as a dealer by the Securities Commission in Maaysia. J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS Licence
No: 238188) and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066, a Market Participant with the ASX)
(JPMSAL) are licensed securities dealers. J.P. Morgan Securities New Zealand Limited is a New Zealand Exchange Limited Market Participant.
J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures
Commission. J.P. Morgan India Private Limited is a member of the National Stock Exchange of India Limited and The Stock Exchange, Mumbai and is
regulated by the Securities and Exchange Board of India. JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is
regulated by the Ministry of Finance and the Securities and Exchange Commission PT. J.P. Morgan Securities Indonesiais a member of the Jakarta Stock
Exchange and Surabaya Stock Exchange and is regulated by the BAPEPAM. Thisreport is distributed in the Philippines by J.P. Morgan Securities
Philippines, Inc. Banco J.P. Morgan S.A. is regulated by the Comissao de Vaores Mobiliarios (CVM) and by the Central Bank of Brazil.

Optionsrelated resear ch: If theinformation contained herein regards optionsrelated resear ch, such infor mation is available only to per sons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Char acteristics and Risks of
Standar dized Options, please contact your JPM organ Representative or visit the OCC’swebsite at
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.

General: Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its affiliates and/or subsidiaries (collectively
JPMorgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPM S| and/or its affiliates and the analyst's
involvement with the issuer. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice. Past
performanceis not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any financia instrument.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. The opinions and recommendations herein do not take
into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or
strategies to particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
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mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Clients should
contact analysts and execute transactions through a JPMorgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise.

Planned Frequency of Updates: JPMorgan provides periodic updates on companies/industries based on company-specific devel opments or
announcements, market conditions or any other publicly available information.

U.K. and European Economic Area (EEA): Issued and approved for distribution in the U.K. and the EEA by JPMSL. Investment research issued by
JPMSL has been prepared in accordance with JIPMSL’s Policies for Managing Conflicts of Interest in Connection with Investment Research which can be
found at http://www.jpmorgan.com/pdfdoc/research/ConflictManagementPolicy.pdf. All research issued to private clientsin the U.K. is subject to the
following: the investments and strategies discussed here may not be suitable for all investors; if you have any doubts you should consult your investment
advisor. The investments discussed may fluctuate in price or value. Investors may get back less than they invested. Changesin rates of exchange may
have an adverse effect on the value of investments.

Germany: This material isdistributed in Germany by J.P. Morgan Securities Ltd. Frankfurt Branch and JPMorgan Chase Bank, N.A., Frankfurt Branch
who are regulated by the Bundesanstalt fir Finanzdienstleistungsaufsicht. Australia: This material isissued and distributed by JPMSAL in Australiato
“wholesale clients” only. JPMSAL does not issue or distribute this material to “retail clients.” The recipient of this material must not distribute it to any
third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms “wholesale client” and “retail
client” have the meanings given to them in section 761G of the Corporations Act 2001. Hong Kong: The 1% ownership disclosure as of the previous
month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from two
months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan International Derivatives
Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk/prod/dw/L p.htm.
Korea: Thisreport may have been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.
Singapore: JPMSI and/or its affiliates may have a holding in any of the securities discussed in this report; for securities where the holding is 1% or
greater, the specific holding is disclosed in the Legal Disclosures section above. India: FOR PRIVATE CIRCULATION ONLY NOT FOR SALE.
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