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February 15, 2007

Sapporo Holdings Limited (the Company)
20-1, Ebisu 4-chome, Shibuya-ku, Tokyo 150-8522

Attention: Mr. Takao Murakami, Representative director

Steel Partners Japan Strategic Fund (Offshore), L.P. (the Fund)
P.O. Box 2681 GT, Century Yard, 4th Floor

Cricket Square, Hutchins Drive

George Town, Grand Cayman

Cayman Islands, British West Indies

DISCUSSIONS IN RELATION TO A RECOMMENDED TRANSACTION

As you are aware, we currently hold 17 52%! of the issued and outstanding shares in
the Company (as at December 31, 2006). As we have discussed with you, we remain
convinced of the Company’s attractive prospects and as such, as a sign of our
continued confidence in the Company, we would like to increase our investment as a
shareholder in the Company substantially. Further to our previous correspondence
and discussions, we would like to outline our proposal in further detail, so that we
may enter into discussions with the board of directors of the Company, with a view to
obtaining a recommendation for a negotiated transaction in which we (for this purpose
the Acquirer, as defined below) would acquire such number of additional shares in the
Company as would bring our combined holdings to 66.6% of the voting rights in the
Company.

In accordance with the Company’s advance warning system (the 4 WS), as disclosed
as the “Company’s Policy For Dealing With Significant Purchases of the Company’s
Shares”, which we discuss below, we set out hereafter some further information:

(a) Name of acquirer: Steel Partners Japan Strategic Fund — SPV VI,
LLC (the Acquirer) or a wholly owned Japanese
subsidiary established for the acquisition.

(b) Address: c/o Steel Partners Japan Asset Management,
24 Federal St., 8% Floor, Boston, MA 02110,
U.S.A.

(¢) Name of representative: Warren Lichtenstein

(d) Contact in Japan: Steel Partners Japan K.K.

Representative Director, Yusuke Nishi

9% Floor, Kishimoto Building,
2-2-1 Marunouchi, Chiyoda-ku, Tokyo, 100-
0005

Phone; 03-6212-5070

! In this letter, numbers with three decimal places or more are rounded to the nearest hundredth.



(e) Profile of acquirer:

(f) Outline of acquisition:

The Acquirer is a limited liability company
established under the laws of Delaware, U.S.A.
and wholly owned by the Fund.

The  Acquirer was  incorporated in
December 2006 for the purpose of engaging in
any business allowed under the Limited Liability
Company Act of the State of Delaware. Its
principal business is the purchase, holding and
sale of securities issued by Japanese companies.

The Fund is a limited partnership type
investment fund domiciled in the Cayman
Islands with SPJS Holdings LLC as its General
Partner. The principal business of the Fund is to
invest in companies in Japan.

The transaction for which we are seeking your
recommendation involves an  acquisition
(including the shares already held by the Fund)
of 66.6% (i.e. less than two-thirds) of the voting
rights of the Company, which would be
conducted in accordance with the Securities and
Exchange Law of Japan and other relevant
regulations and would involve a tender offer to
all shareholders of Company (the TOB). We
would be prepared also to discuss alternative
structures with you.

We are currently considering the price of the
TOB and expect the price would be around
JPY 825 per common share, on a mutually
agreeable and recommended basis. This price
represents a premium of:

* 4.56% to the closing price on February 14,
2007, the business day immediately prior to
the date of this letter;

= 17.02% to the closing price on January 31,
2007, the business day immediately prior to
the date on which our shareholder proposal
was announced; and

»  19.21% to the average closing price over the
3 month period up to the business day
immediately prior to the date of this letter.

We are also considering other terms and
conditions of the TOB and expect that these
would be in line with market practice for tender
offer bids in Japan in these circumstances.



(g) Plan after acquisition:

(h) Other Important Matters

The proposed offer price is based solely on our
review of publicly available information along
with the recent market price.

Before making a TOB, we would like to carry
out legal and financial due diligence with your
cooperation, however, if we do not have a
chance to conduct due diligence, we are
prepared to proceed with a TOB based on
publicly available information only (on the
assumptions etc. in (h) below).

The Acquirer would be funded by the Fund
before closing of the proposed recommended
TOB in the amount necessary to acquire such
shares of the Company that are to be acquired in
the TOB. The Fund would be prepared to
provide confirmation of the cash required for the
full amount of the offer consideration.

We would appreciate your assistance in
understanding the terms of your existing
financing arrangements in more detail.

We would like to conduct a full review of the
Company’s business and operations in order to
formulate a plan to further grow and develop the
Company.  Notwithstanding this, we have
confidence in the current management and
employees of the Company and at present we
are not considering changing the business and
human resources of the Company, including its
board members. We hope that the current
management will be fully involved in this
process and we will discuss any significant
business issues with the management from time
to time as necessary. We intend to work with
management to further enhance the value of the
Company’s businesses. Pending our analysis in
conjunction with your current management team,
we do not propose any change to the dividend
policy of the Company.

Please note that we are currently considering
what we would propose to be the detailed terms
and conditions of such transaction, and are
basing our analysis on the assumption that all
material information on the Company 1is
available to the market, that there will be no
material changes to the assets, liabilities,
business, shares and other securities, and market
environment of the Company, and no material



decisions are made by the Company that would
impede or have a material adverse effect on the
transaction. Thus, from the outset we reserve
the right to change such terms and conditions,
including price, and even to withdraw our
interest, in certain unforeseen circumstances. As
noted above, we are of course willing to work
with you to promptly undertake, and with your

cooperation,  complete  any  necessary
confirmatory due diligence to alleviate this
concern.

We strongly believe that shareholders should be allowed to decide for themselves the
merits of any offer we may make, which offer would in our opinion be fair and equal
to all shareholders and would not damage the corporate interests of the Company or
the Company’s shareholders.

We are, however, aware that the board of the Company has implemented the AWS.
As we have requested that shareholders resolve to abolish the AWS, at this stage we
intend to comply with the AWS pending the outcome of the shareholder vote,
whereafter we reserve our rights in this regard. As such, we have sought to cover in
this letter the key categories of information that you may request under the AWS, but
if you require any further information in relation to anything contained in this letter,
please let us know within 10 business days from the date of this letter, in accordance
with your AWS policy.

Please note this proposal is also based on the assumption that we will receive your
recommendation for the transaction. When such recommendation is forthcoming we
assume further compliance with the AWS will in any event not be necessary. If a
recommendation is not forthcoming, we obviously reserve our right to withdraw our
proposal.

We look forward to our discussions with you. You may rest assured that we have
every respect for the Company’s business, its management and its employees, and that
our only intention, as a major shareholder, is to see the Company prosper and increase
in value.

Yours sincerely,
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