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Financial Highlights
Years Ended March 31, 2005 and 2006

Thousands of
Millions of Yen U.S. dollars (Note)

2005 2006 2006

Net sales .......................................................................................... ¥233,104 ¥235,863 $2,007,861
Income before income taxes and minority interest .................. 3,030 2,624 22,336
Net income ..................................................................................... 1,888 1,499 12,763
Total assets ..................................................................................... 78,373 77,774 662,077
Property, plant and equipment ................................................... 16,720 19,847 168,956
Shareholders' equity ..................................................................... 21,106 22,753 193,695

Japanese yen U.S. dollars

Amounts per share of Common Stock:
Net Income ................................................................................ ¥25.98 ¥20.78 $0.18
Cash Dividends ........................................................................ 6.00 7.00 0.06

Note. U.S. dollar amounts are translated for convenience only at the rate of ¥117.47 to U.S.$1.
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To Our Shareholders

REVIEW OF OPERATIONS

Summary of operating performance

During the consolidated fiscal year ended March 31, 2006, the
Japanese economy had a number of destabilizing factors like
an increase in oil prices and an upside trend of raw material
price, however, it has recovered steadily due to improvement
of the corporate earnings and expansion of private capital
investment.

In Japanese meat industry, Japan had lifted the import ban for
US beef in December 2005, but Japan closed its import again on
20th January,2006.

This confoundedness continued even after the end of the fiscal
year.

During the period of confoundedness, the price of domestic
beef have been kept high, and the price of imported pork also
remained at a high price level. In addition, the problem of
Avian flu has not been solved yet in a domestic nor in an
oversea market.  Under the circumstances, Starzen Group has
strengthened the sales activity for our major product items, 
including beef and pork in order to fulfill our social
responsibility, which is to deliver secure, safe and reliable
products to consumers through our sales channel.
Additionally, Starzen Group has not only developed the closer
trade relationship with existing customers but also
strengthened the sales activities to new customers.

For strengthening our sales of processing meat items, on June
6, 2005, Starzen Co., Ltd. additionally acquired a majority
shares of Lohmeyer Corporation, a well-established company
for ham and sausage. Now, Lohmeyer Corporation became a
consolidated subsidiary of Starzen Co, Ltd.

Tochigi Zenchiku Co, Ltd. was a wholly-owned subsidiary of
Starzen Co., Ltd. And specialized in ham and sausage
processing.  On October 1, 2005, Starzen Co., Ltd.  transferred
all assets and business rights of Tochigi Zenchiku Co., Ltd to
Lohmeyer Corporation.  By transferring and consolidating the
ham and sausage processing functions, Starzen Group
intended to increase production efficiency, cut down on
indirect costs and establishes a wide range product supply
system.

In order to provide high quality and safe products to
consumer, the company has strived to obtain the certification
of “SQF2000” --- International Safety Standards.  During the
current fiscal year, thirteen (13) sales branches newly obtained
the certification of SQF2000.  Total number of the certificated
facilities was nineteen (19) at the end of this fiscal year, which
included six sales branches and plants of subsidiaries
certificated in the previous fiscal year.

As a result, the consolidated sales amount in this fiscal year
was 235,863 million yen (101.2% of last year) including the
effects of Lohmeyer acquisition.

The current year operating profit was 2,240 million yen (67.9%
of last year) resulting from increases in purchasing costs,
tougher competition caused by slackness of consumer demand
and fire loss at a subsidiary which produced hamburger patty
and, therefore, the income before income tax provision was
2,248 million yen (60.7% of last year).

Extraordinary gain of 655 million yen was realized due to
recovery from fire insurance. Included in Extraordinary loss
were impairment loss on inventory of 166 million yen and loss
on disposition of fixed assets of 239 million yen. As a result, the
net income after income tax was 1,499 million yen (79.4% of
last year).

The Starzen Group is classified as a single segment centered on
meat business and operates breeding, feeding, slaughtering,
producing and selling as series of business within the Group.
Accordingly, in order to communicate clearly the operating
results of each function, we hereby explain our operations in
the following segments.

Meat

In the domestic beef market, Starzen Group has promoted for
new products and started dealing new brand cattle
aggressively as substitute items for US beef. In the imported
beef market, there were confusions of lifting ban for US beef
and banning it again, but Starzen Group aggressively
promoted sales of Oceania beef and recorded steady increase
in its volume. 

With sales price of domestic pork remaining stagnant, Starzen
enhanced production system and increased sales activities
aggressively.

Sales of imported pork faced difficult circumstances caused by
higher price at the foreign market. As a result, sales of all meat
products totaled 195,196 million yen (99.6% of last year)

Processed Meat

For processed meat, Starzen focused more on sales of Yakiniku
related products, Nabemono related products, Daily Meat Dish
related products and etc. As a result, the total sales amount
was 28,275 million yen (106.5% of last year)

Ham and Sausage

Starzen focused on sales of consumer type products like
wiener sausage and bacon and started to sell Lohmeyer
products during the current year. As a result, the sales volume
reached 7,819 million yen (121.3% of last year).

Other Business

No unusual matter was noted in other business. The sales
amount of all other business totaled 4,573 million yen (113.2%
of last year).

Summary of Capital Investment

In order to respond to the changing needs and tougher sales
competition, the capital investment of 3,733 million yen was
made during this fiscal year, especially on meat sales section.

In meat sales section, 2,133 million yen was mainly used to
establish new facilities at Hiroshima Branch and Yokohama-
Kouhoku Branch in order to strengthen the meat sales system.

In ham and sausage processing section, a capital investment of
21 million yen was made mainly into the tools and
machineries.

In meat processing section, a capital investment of 1,044
million yen was made mainly for moving water-purifier tank
at Starzen Meat Group Co, Ltd. and purchasing machineries
and equipment for Starzen Shokuhin Co, Ltd.

In other business section, a capital investment of 443 million
yen was made mainly for purchasing machineries and
equipment from Aoki Noodles And Food Co, Ltd.
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Issue for the future

In future meat industry, we forecast that business environment
becomes increasingly severe due to BSE problems, Japan’s
import ban for US beef, Avian Flu spreading around the world,
in addition to the facts such as increasing in costs to secure the
stable supply and safety of meat, increasing in costs of raw
material and fuel and so forth.

Under this severe economic environment, Starzen Group
wrestled with the  following difficult issues in order to
establish a business structure to quickly and flexibly respond
to needs of customers and changes of management
environment.

1. Strengthening sales force and development of human
resources

To respond to request of customers, Starzen has established
and strengthened the system to cover the entire process from
procurements of raw materials to finally processing and
selling. For this purpose, Starzen will enlarge the production
base for stable supply, establish of new business centers, adjust
trade area zones for expanding sales, and improve distribution
system. Starzen Group will make efforts to expand the sales
volume to existing customers and acquire new customers
through all these improvements.

Regarding the development of human resources, we are
developing and implementing new training programs for
growing leaders of next generation and development of staffs’
ability.  These new training programs will assure us to retain
good employees with lots of product knowledge, experiences,
and skills and know-hows to respond to customer requests.
Starzen Group will also implement a rehire system for retired
employees as one of human resource management.  This
rehiring system will improve the personnel management and
creates ideal working conditions with high human
productivity.

2. Product development and variety

In Meat and processing meat, Starzen Group will develop new
products focusing on “healthiness” for increasing elderly
population and also target at single household and/ or small
family meal for one person.

And in order to acquire new customers in home-meal
replacement, fast-food, food service, or institutional market,
Starzen Group will develop new products with uniqueness
and originality in terms of production area, producer and their
brand name. 

3. Product safety and security

At all sales branches and manufacturing facilities, Starzen
Group will promote the adoption of the SQF2000 system --- the
world standard of food security and high quality in order to
provide safe and healthy foods for consumers.  The Group will
try to establish a quality assurance system and placing more
strict controls on management for safety and health.

In managing quality of domestic beef and pork products,
Starzen Group has established the traceability system to keep
track of the history of livestocks from the date of birth to the
date of meat sales.  Starzen Group will continue to enhance the
system further.

4.  Improving financial position

Higher interest rates being expected in near future, Starzen
Group will;  reduce the interest bearing liabilities, reduce

operating costs, improve the accounts receivable collection,
maintain the proper inventory level, review non-performing
assets, and improve the efficiency and effectiveness of capital
investment. Additionally, Starzen Group will enhance and
improve the financial position through advantageous
financing.

5. Gaining social confidence and promotion of Compliance
Management

Our mission statement is “Starzen Group brings happiness to
people by providing safe and quality foods”

Starzen Group set a first priority to make contributions to the
society through our regular business operations. By providing
and delivering safe foods to the public, we will gain confidence
and respect from our society.

Regarding compliance and governance, Starzen Group has
started and continued operations of the “Ethical Committee”,
including some outside professionals.  The Committee not only
checks regularly the business activities for compliance but also
encourages and raises the employee morals and ethics for
legitimacy.  Starzen Group has established and operated the
“Rules and Guidance for Internal Control and Compliance
System” which spells out the internal audit and reporting
requirements for operational performance and law compliance.
Starzen Group will operate under a strict management control
and compliance, together with our intension to fulfill the social
responsibility.

Furthermore, Starzen Group realizes the business environment
around us has been changing --- mainly increasing business
risks, including, but not limited to risk of loss due to BSE and
Avian Flu problems, earthquake or other natural disasters and
confidential information leak.

Starzen Group continues to improve the risk-management
system within the Group to avoid unnecessary loss in business
value due to such risks.

Seiichi Uzurahashi
President
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Consolidated Balance Sheets
As of March 31, 2005 and 2006

Thousands of
Millions of Yen U.S. dollars (Note 3)

2005 2006 2006

ASSETS

Current assets:

Cash and bank deposits (Notes 4 and 6) ................................. ¥11,382 ¥10,349 $88,096

Notes and accounts receivable-trade ....................................... 26,385 24,728 210,503

Inventories ................................................................................... 8,462 8,767 74,631

Deferred tax assets (Note 7) ....................................................... 405 594 5,062

Other current assets(Note 15) ................................................... 5,785 2,632 22,406

Allowance for doubtful accounts .............................................. (636) (103) (876)

Total current assets ........................................................... 51,783 46,967 399,822

Fixed assets:

Property, plant and equipment (Note 6) 
Buildings and structures ....................................................... 16,983 19,391 165,071

Machinery and vehicles ........................................................ 6,822 8,486 72,236

Land ......................................................................................... 6,873 7,849 66,818

Construction-in-progress ...................................................... 180 105 893

Other ......................................................................................... 1,108 1,190 10,134

Accumulated depreciation ................................................... (15,246) (17,174) (146,196)

16,720 19,847 168,956

Intangible fixed assets  
Goodwill .................................................................................. — 146 1,240

Difference between investment cost and
equity in net assets acquired ............................................. 4 552 4,697

Other ........................................................................................ 196 187 1,594

200 885 7,531

Investments and other assets  

Investment securities (Notes 5 and 6) ................................. 4,804 5,810 49,457

Rental properties .................................................................... 1,766 1,689 14,381

Long-term loans receivable .................................................. 608 462 3,929

Deferred tax assets (Note 7) ................................................. 685 243 2,067

Other ......................................................................................... 2,088 2,078 17,693

Allowance for doubtful accounts ........................................ (294) (233) (1,980)

9,657 10,049 85,547

Deferred Charges ............................................................................ 13 26 221

Total assets ......................................................................... ¥78,373 ¥77,774 $662,077

The accompanying notes are an integral part of these statements.
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Thousands of
Millions of Yen U.S. dollars (Note 3)

2005 2006 2006

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Notes and accounts payable-trade  .......................................... ¥13,664 ¥10,795 $  91,899

Short-term borrowings (Note 6) ............................................... 18,996 19,096 162,565

Current portion of long-term debt (Note 6) ............................ 6,963 7,122 60,625

Accrued income taxes (Note 7) ................................................. 541 975 8,303

Accrued bonuses.......................................................................... 960 1,010 8,600

Other current liabilities (Note 5) ............................................... 3,630 3,958 33,689

Total current liabilities ..................................................... 44,754 42,956 365,681

Long-term liabilities:

Long-term debt (Note 6) ............................................................ 10,607 9,764 83,116

Accrued pension and severance costs (Note 8) ...................... 1,432 1,626 13,842

Other long-term liabilities ......................................................... 244 305 2,596

Total long-term liabilities ................................................ 12,283 11,695 99,554

Minority interest in consolidated subsidiaries ......................... 230 370 3,147

Shareholders’ equity:

Common stock  

Authorized:  150,000,000 shares

Issued              87,759,216 shares ........................... 9,900 9,900 84,275

Capital surplus .................................................................. 10,333 10,334 87,974

Retained earnings (Note 13 (b)) ...................................... 3,270 4,335 36,910

Unrealized gain on securities .......................................... 330 942 8,018

Foreign currency translation adjustments .................... (135) (92) (787)

Less: common stock in treasury, at cost ........................ (2,592) (2,666) (22,695)

Total shareholders’ equity 21,106 22,753 193,695

Contingent liabilities (Note 12)

Total liabilities and shareholders’ equity ¥78,373 ¥77,774 $662,077

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Income
For the Year Ended March 31, 2005 and 2006

Thousands of
Millions of Yen U.S. dollars (Note 3)

2005 2006 2006

Net sales ............................................................................................ ¥233,104 ¥235,863 $2,007,861
Cost of sales ...................................................................................... 213,030 215,286 1,832,693

Gross profit ........................................................................ 20,074 20,577 175,168
Selling, general and administrative expenses (Note 9)  ............. 16,777 18,337 156,102

Operating profit ................................................................ 3,297 2,240 19,066

Non-operating income:
Interest and dividend income ................................................... 195 99 844
Revenue from rented properties .............................................. 685 551 4,693
Other ............................................................................................. 630 464 3,950

Total non-operating income ............................................ 1,510 1,114 9,487

Non-operating expenses:
Interest expense .......................................................................... 673 704 5,994
Cost of rented properties  .......................................................... 246 232 1,975
Other.............................................................................................. 187 170 1,444

Total non-operating expenses ......................................... 1,106 1,106 9,413
Ordinary profit .................................................................. 3,701 2,248 19,140

Extraordinary gains:
Gain on sale of property, plant and equipment ...................... 12 63 535
Gain on sale of investment securities ...................................... 5 20 173
Gain on insurance claims ........................................................... — 655 5,572
Reversal for allowance for doubtful accounts ........................ — 233 1,989
Gain on dissolution of defined benefit plan ............................ 38 — —

Total extraordinary gains ................................................ 55 971 8,269

Extraordinary losses:
Devaluation loss of inventories ................................................ — 166 1,413
Loss on sale of property, plant and equipment ...................... 49 12 105
Loss on disposal of property, plant and equipment............... 331 239 2,038
Impairment loss on fixed assets(Note 11) ............................... — 98 834
Loss on sale of investment securities ....................................... — 5 39
Devaluation loss on investment securities............................... — 6 53
Provision for investment securities .......................................... 9 2 17
Amortization of net transition obligation for employee

retirement benefits ................................................................. 129 — —
Provision for doubtful accounts ................................................ 128 — —
Loss on transfer of business ....................................................... 55 — —
Other ............................................................................................. 25 67 574

Total extraordinary losses ................................................ 726 595 5,073

Income before income taxes and minority interest 
in profit of consolidated subsidiaries ......................... 3,030 2,624 22,336

Income taxes (Note 7):
Current ......................................................................................... 1,046 1,443 12,283
Deferred  ...................................................................................... 55 (170) (1,447)

Minority interests in profit (loss) of consolidated subsidiaries 41 (148) (1,263)
Net income ......................................................................... ¥    1,888 ¥    1,499 $     12,763

U.S. dollars
Yen (Note 3)

2005 2006 2006

Per share of common stock:
Net income- primary........................................................................ ¥    25.98 ¥    20.78 $         0.18 

- fully diluted ................................................................ 25.96 20.76 0.18
Cash dividends ................................................................................ 6.00 7.00 0.06

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Shareholders’ Equity
For the Year Ended March 31, 2005 and 2006

Millions of Yen

Foreign Common
Number Unrealized currency stock in
of shares Common Capital Retained gain on translation treasury,

issued stock surplus earnings securities adjustments at cost

Balance at March 31, 2004 ................................ 87,759,216 ¥  9,900 ¥10,332 ¥  1,823 ¥   238 (¥   127) (¥  2,379)
Net income .................................................... 1,888
Cash dividends ............................................. (440)
Bonuses to directors 

and statutory auditors .............................. (1)
Gain on sale of treasury stock ..................... 1
Foreign currency 

translation adjustments ............................ (8)
Net increase

of unrealized gain on securities................ 92
Net increase

of common stock in treasury  .................. (213)

Balance at March 31, 2005................................. 87,759,216 9,900 10,333 3,270 330 (135) (2,592)
Net income .................................................... 1,499
Cash dividends ............................................. (434)
Bonuses to directors 

and statutory auditors ..............................
Gain on sale of treasury stock...................... 1
Foreign currency 

translation adjustments ............................ 43
Net increase 

of unrealized gain on securities................ 612
Net increase

of common stock in treasury  .................. (74)

Balance at March 31, 2006................................. 87,759,216 ¥  9,900 ¥10,334 ¥  4,335 ¥   942 (¥     92) (¥  2,666)

Thousands of U.S. dollars (Note 3)

Foreign Common
Unrealized currency stock in

Common Capital Retained gain on translation treasury,
stock surplus earnings securities adjustments at cost

Balance at March 31, 2005................................. $84,275 $87,964 $27,842 $2,813 ($1,150) ($22,068)
Net income .................................................... 12,763
Cash dividends ............................................. (3,695)
Bonuses to directors

and statutory auditors ..............................
Gain on sale of treasury stock...................... 10
Foreign currency

translation adjustments ............................ 363
Net increase

of unrealized gain on securities................ 5,205
Net increase

of common stock in treasury ................... (627)

Balance at March 31, 2006 ................................ $84,275 $87,974 $36,910 $8,018 ($   787) ($22,695)

The accompanying notes are an integral part of these statements.



Thousands of
Millions of Yen U.S. dollars (Note 3)

2005 2006 2006
Cash flows from operating activities:

Income before income taxes and minority interest in
profit of consolidated subsidiaries ............................................... ¥  3,030 ¥  2,624 $22,336

Adjustments:
Depreciation and amortization ................................................... 1,266 1,591 13,543
Impairment loss on fixed assets ................................................... — 98 834
Provision for accrued bonuses ..................................................... 4 24 206
Provision for accrued pension and severance costs.................. 38 88 750
Provision for doubtful accounts................................................... 99 (294) (2,505)
Interest and dividend income ...................................................... (195) (99) (844)
Equity in earnings of affiliated companies................................. (206) (52) (440)
Devaluation loss on inventories................................................... — 166 1,413
Gain on sale of investment securities.......................................... (5) (20) (173)
Loss on sale of investment securities .......................................... 0 5 39
Devaluation loss on investment securities ................................. 0 6 53
Interest expense .............................................................................. 673 704 5,994
Loss on sale or disposal of property, plant and

equipment ................................................................................. 362 252 2,143
Gain on sale of property, plant and equipment ........................ (12) (63) (535)
Gain on insurance claims .............................................................. — (655) (5,572)

Increase in notes and accounts receivable - trade .......................... (2,557) 1,827 15,553
Increase in inventories ....................................................................... (317) (428) (3,645)
Increase (decrease) in advance payments........................................ (938) 1,004 8,549
Decrease in notes and accounts payable.......................................... (633) (2,986) (25,418)
Loss on transfer of business............................................................... 55 — —
Other ..................................................................................................... (736) (89) (757)

Sub total ................................................................................ (72) 3,703 31,524
Interest and dividends received ....................................................... 201 104 889
Interest paid ........................................................................................ (672) (666) (5,672)
Insurance proceeds received ............................................................ — 1,241 10,561
Income taxes paid ............................................................................... (1,635) (1,123) (9,562)

Net cash provided by (used in) operating activities ...... (2,178) 3,259 27,740
Cash flows from investing activities:

Payments for time deposits ............................................................... (261) (260) (2,215)
Proceeds from expiry of time deposits............................................. 292 261 2,220
Payments for purchase of investment securities ............................ (774) (29) (250)
Proceeds from sale of investment securities .................................. 1,068 157 1,334
Payment for purchase of property, plant and equipment ............ (1,367) (3,588) (30,547)
Proceeds from sale of property, plant and equipment ................. 140 86 738
Proceeds from sale of rental properties ........................................... 3,408 — —
Increase in short-term loans receivable............................................ (1) (2) (14)
Payment for long-term loans receivable .......................................... (22) (51) (436)
Proceeds from long-term loans receivable ...................................... 140 259 2,205
Payment for purchase of consolidated affiliated company .......... (1) (10) (85)
Other ..................................................................................................... (13) (229) (1,949)

Net cash provided by (used in) investing activities.................. 2,609 (3,406) (28,999)

Cash flows from financing activities:
Increase in short-term borrowings ................................................... 1,784 113 962
Proceeds from long-term debt........................................................... 3,150 2,770 23,581
Repayments of long-term debt.......................................................... (3,766) (8,096) (68,919)
Proceeds from issuance of bonds...................................................... — 3,861 32,868
Deposit received based on securities lending agreements............ 1,347 — —
Repayments of deposit due to termination of a securities

lending agreement ........................................................................... (537) — —
Payments for purchases of treasury stock....................................... (215) (83) (707)
Proceeds from sales of treasury stock .............................................. 2 10 90
Cash dividends paid........................................................................... (440) (434) (3,695)
Proceeds from minority shareholders.............................................. — 20 170
Other ..................................................................................................... (5) (5) (43)

Net cash provided by (used in) financing activities ...... 1,320 (1,844) (15,693)

Effect of exchange rate changes on cash and cash equivalents ........ (5) 26 227

Net Increase (decrease) in cash and cash equivalents ....................... 1,746 (1,965) (16,725)
Cash and cash equivalents at beginning of year ................................ 9,391 11,137 94,809
Cash and cash equivalents of newly consolidated subsidiary, 
at the beginning of year .......................................................................... — 927 7,890

Cash and cash equivalents at end of year ............................................ ¥11,137 ¥10,099 $85,974

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Cash Flows
For the Year Ended March 31, 2005 and 2006
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Notes to The Consolidated Financial Statements

1. Basis of Presenting Consolidated Financial
Statements:

The accompanying consolidated financial statements of
Starzen Company Limited (“the Company”) and its
subsidiaries (together with the Company collectively referred
to as “the Companies”) are prepared on the basis of accounting
principles generally accepted in Japan, which are different in
certain respects as to application and disclosure requirements
of International Financial Reporting Standards, and are
compiled from the consolidated financial statements prepared
by the Company as required by the Securities and Exchange
Law of Japan.  The notes to the consolidated financial
statements include financial information, which is not required
under accounting principles generally accepted in Japan, but is
presented herein as additional information.  In addition,
consolidated statements of shareholders’ equity are not
required in Japan, but are presented herein as additional
information.  The accompanying consolidated financial
statements also include certain reclassifications and
modifications in order to present them in a format that is more
familiar to readers outside Japan.

The consolidated financial statements are not intended to
present the consolidated financial position, results of
operations or cash flows in accordance with accounting
principles and practices generally accepted in countries and
jurisdictions other than Japan.

2. Summary of Significant Accounting
Policies:

(a) Consolidation and investments in affiliated companies  —

The consolidated financial statements consist of the account of
the Company and those of its majority owned 23 subsidiaries
(22 subsidiaries at March 31, 2005), which with minor
exceptions due to materiality are all majority and wholly
owned companies, including 5 core operating companies 
(Starzen Meat Group Co.Ltd., Tochigi Zenchiku Co.,Ltd.,
Starzen Shokuhin Co.,Ltd., Tokyo Shiratsuyu Co.,Ltd and
Lohmeyer Corporation). As described in Note 13, Lohmeyer
Corporation, which was accounted for using the equity
method for the year ended March 31, 2005, became its
consolidated subsidiary on June 6, 2006. Aoki Noodles And
Food Co., Ltd. was acquired and newly consolidated. Meat
Miyazaki Co., Ltd. was excluded from consolidation due to
liquidation. All significant intercompany transactions and
accounts have been eliminated. Certain consolidated
subsidiaries are consolidated on the basis of their fiscal years
ended December 31, January 31, or the last day of February.
Material differences in intercompany transactions and accounts
arising from the use of the different fiscal year-ends are
appropriately adjusted on consolidation. Investments in 20% to
50% owned companies, over which the Company has the
ability to exercise significant influence, are accounted for using
the equity method, except for those deemed to be immaterial.
At March 31, 2006, there were 4 such 20% to 50% owned 
companies (5 at March 31, 2005) to which the equity method
was applied.

Assets and liabilities of consolidated subsidiaries are
incorporated into the financial statements at fair value, and the
difference between the net assets at fair value and the
investment cost is amortized on a straight-line basis over 5
years, except for minor amounts which are charged to income
in the year of acquisition.

(b) Cash and cash equivalents —

Cash and cash equivalents in the consolidated statements of
cash flows include all highly liquid investments, generally with
original maturities of three months or less, that are readily
convertible to known amounts of cash and are so near maturity
that they present insignificant risk of changes in value.

(c) Inventories —

Merchandise and finished products are stated at cost; cost
being determined by the specific identification method and the
average cost method.  Raw materials, work-in-process and
supplies are stated at cost; cost being mainly determined by the
first-in first- out method.

(d) Marketable Securities and Investment Securities  —

Securities are classified into four categories; ‘trading securities‘,
‘held-to-maturity debt securities', ‘equity securities of
affiliates' and ‘other securities‘. At March 31, 2005 and 2006, the
Company did not have ‘trading securities‘ or ‘held-to-maturity
debt securities‘.

The equity securities of affiliates are accounted for on an equity
method.  ‘Other securities’, whose fair values are readily
determinable, are carried at fair value with net unrealized
gains or losses as a component of “Shareholders‘ equity”, net
of the related taxes. ‘Other securities’ not practicable to fair 
value are stated at cost.

Realized gains and losses are determined on the moving
average cost method and are reflected in the income statement.

(e) Allowance for doubtful accounts  —

Allowance for doubtful accounts is provided for estimated
future losses, by applying a percentage based on actual past
bad debt experience to the general receivables balance, and
then adding any additional amount deemed necessary in
respect of individual accounts that represent particularly high-
risk.

(f) Property, plant and equipment and rented properties  —

Property, plant and equipment and rented properties are
carried at cost. Depreciation is for the most part computed
using the declining-balance method, except for buildings
acquired on and after April 1, 1998 and assets in the Chiba
plant for which they are computed using the straight-line
method.  The rates used, based on the estimated useful lives of
the respective assets, are as follows:

Item Estimate useful life
Buildings .................................................... Mainly 38 years
Machinery .................................................. Mainly   9 years
Rented Properties (Buildings) ................. Mainly 38 years

(g) Amortization —

Amortization of intangible assets is computed using the
straight-line method. Bonds issuance expenses included in
deferred charges are amortized using the straight-line method
over 3 years.

(h) Accounting for impairment of fixed assets —

The Company and its domestic subsidiaries have adopted new
accounting standards for the presentation of impairment of
assets (Statement of Opinion, “Accounting for Impairment of
Fix Assets,”(Business Accounting Council; August 9, 2002) and
the “Accounting Standard Implementation Guidance No.6:
Guidance for Accounting Standards for Impairment of Fix
Assets,” October 31, 2003)), which were effective from April 1,
2005. As a result of adopting the new accounting standard,
income before income taxes for the year ended March 31, 2006,
decreased by ¥98 million ($834 thousand). Accumulated
impairment losses are deducted directly from related fix assets.
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(i) Accrued bonuses  —

Accrued bonuses to employees are provided for the estimated
amounts which the Company and its domestic subsidiaries are
obligated to pay to employees after the fiscal year-end, based
on services provided during the current period.

(j) Accrued pension and severance costs  —

Under the terms of the employee retirement plans of the
Company and its domestic subsidiaries, substantially all
employees whose service with the Company or its subsidiaries
is terminated are, under most circumstances, entitled to lump-
sum indemnities and pension payments.  The amount of the
benefit is, in general, based on the length of service, basic
salary at the time of severance and the circumstances under
which severance occurs.  The Company and certain domestic
subsidiaries have non-contributory funded defined benefit
pension plans.  These plans cover an additional portion of the
severance indemnity benefits.

Accrued pension and severance costs as of March 31, 2005 and
2006 represent the estimated present value of projected benefit
obligations in excess of the fair value of plan assets.  The
unrecognized transition obligation arising from adopting the
new standard of ¥647 million ($6,024 thousand) at April 1, 2000
was amortized on a straight-line basis over 5 years.  The
unrecognized prior service costs are being amortized on a
straight-line basis over 5 years and unrecognized actuarial
differences are being amortized on a straight-line basis over a
period of 5 years from the following year in which they arise.

On April 1, 2004, two of consolidated subsidiaries Tochigi
Zenchiku Company Limited and San-ei Company Limited
dissolved their defined pension plan and newly adopted a
defined pension plan. On July 1, 2004, one of consolidated
subsidiaries, Starzen Meat Group Company Limited dissolved
its contributory funded defined benefit pension plan and
newly adopted a defined contribution pension plan.  The plan
assets of non-contributory funded defined benefit pension plan
amounting to ¥300 million ($ 2,794 thousand) were transferred
to the defined contribution pension plan.  As a result of the
dissolution of the non-contributory funded defined benefit
pension plan, for the year ended March 31, 2005, the Company
recorded an extraordinary gain of ¥38 million ($352 thousand).

(k) Hedge accounting —

The Company operates internationally, giving rise to exposure
to market risks from fluctuations in foreign currency exchange.
In the normal course of its risk management efforts, the
Company employs a variety of derivative financial
instruments, which are comprised of foreign currency forward
exchange contracts and currency option contracts, to reduce its
exposures. In accordance with the Company's policy, these
financial instruments are utilized solely for hedging purposes
and the Company does not hold or issue financial instruments
for trading or speculation purposes.

The Company has entered into forward exchange contracts
with banks as hedges against receivables and payables
denominated in foreign currencies. As these foreign exchange
forward contracts are utilized solely for hedging purposes, the
resulting gains or losses are offset against foreign exchange
gains or losses on the underlying hedged assets and liabilities.

The Company does not anticipate any credit loss from
nonperformance by the counter-parties to foreign exchange
contracts and currency option contracts.

Since the derivative financial instruments of the Company
were solely for hedging purposes, gains or losses arising from
changes in fair value are deferred as an asset or liability to be
off-set against foreign exchange gains or losses on the
underlying hedged assets and liabilities.

(l) Leases  —

It is customary Japanese accounting practice for finance leases
to be capitalized, in principle.  However, finance leases without
options to transfer ownership of the leased assets to the lessee,
may be accounted for as operating leases subject to appropriate

footnote disclosure.  The Companies therefore charge their
periodic lease payments to income as incurred.

(m) Foreign currency translation  —

All monetary assets and liabilities denominated in foreign
currencies, whether long-term or short-term, are translated into
Japanese yen at the exchange rates prevailing at the balance
sheet date.  Resulting gains and losses are included in net
profit or loss for the period. 

Assets and liabilities of foreign subsidiaries are translated into
Japanese yen at the exchange rates prevailing at the balance
sheet date. ”Shareholders‘ equity” at the beginning of the year
is translated into Japanese yen at the historical rate and profit
and loss accounts for the year are translated using the average
exchange rate during the year.

Differences in yen amounts arising from the use of different
rates are presented as “Foreign currency translation
adjustments” as a separate component of “Shareholders‘
equity”.

(n) Income taxes —

Income taxes payable, which included corporation, enterprise,
and inhabitant taxes, are stated at the estimated amount
payable. The asset and liability approach is used to recognize
deferred tax assets and liabilities for the expected future tax
consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities.

(o) Appropriation of retained earnings —

The Japanese Commercial Code requires appropriations of
retained earnings to be approved by the shareholders at the
ordinary general meeting. Therefore, appropriations of
retained earnings are not reflected in the consolidated financial
statements in the period to which they relate, but are recorded
in the subsequent accounting period after shareholder
approval has been obtained.

(p) Net income and dividends per share —

Net income per share of common stock is based upon the
weighted average number of shares of common stock
outstanding during each year.  The cash dividends per share
figures, shown for each year in the consolidated statements of
income, are calculated based on the dividends declared for the
respective periods.

3. U.S. Dollar Amounts:
U.S. dollar amounts are included in the accompanying
consolidated financial statements solely for convenience.  The
rate of ¥117.47= U.S. $1, the approximate current rate
prevailing at the end of March 2006, has been used for the
purpose of translating yen amounts into U.S. dollars.  These
translations should not be construed as representations that the
yen amounts actually represent, or have been or could be
converted into U.S. dollars at this or any other rate.  The U.S.
dollar amount, are not intended to be computed in accordance
with generally accepted translation procedures.

4. Cash and Cash Equivalents:
A reconciliation of “Cash and cash equivalents” to the amounts
disclosed on the balance sheets as at March 31, 2005 and 2006 is
as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006
Cash and bank deposits .............. ¥11,382 ¥10,349 $88,096
Time deposits with deposit

term of over 3 months ........... (245) (250) (2,122)
Cash and cash equivalents ......... ¥11,137 ¥10,099 $85,974



5. Marketable Securities and Investment Securities : ‘Other securities' with available fair value  —
The acquisition cost, carrying amount (which is identical to fair value) and gross unrealized gains and losses on debt and equity
securities classified as ‘other securities’ whose fair values were available, at March 31, 2005 and 2006, are as follows:

Millions of yen
2005 2006

Unrealized Unrealized
Acquisition Carrying gains Acquisition Carrying gains

cost amount (losses) cost amount (losses)
Securities with unrealized gain

Equity securities ............................................... ¥1,527 ¥2,221 ¥694 ¥2,388 ¥4,015 ¥1,627
Debt securities .................................................. 10 10 0 — — —
Other .................................................................. — — — — — —

Total ............................................................... 1,537 2,231 694 2,388 4,015 1,627

Securities with unrealized loss
Equity securities ............................................... 1,077 937 (140) 147 114 (33)
Debt securities .................................................. — — — — — —
Other .................................................................. — — — — — —

Total ............................................................... 1,077 937 (140) 147 114 (33)

Total ................................................................... ¥2,614 ¥3,168 ¥554 ¥2,535 ¥4,129 ¥1,594

Thousands of U.S. dollars
2006

Unrealized
Acquisition Carrying gains

cost amount (losses)
Securities with unrealized gain

Equity securities ................................................................................................................................... $20,331 $34,178 $13,847
Debt securities ..................................................................................................................................... — — —
Other ..................................................................................................................................................... — — —

Total .................................................................................................................................................. 20,331 34,178 13,847

Securities with unrealized loss
Equity securities ................................................................................................................................... 1,254 973 (281)
Debt securities ..................................................................................................................................... — — —
Other ..................................................................................................................................................... — — —

Total .................................................................................................................................................. 1,254 973 (281)

Total ....................................................................................................................................................... $21,585 $35,151 $13,566

The above figure includes marketable equity securities of ¥1,182 million and ¥1,531 million ($13,031 thousand) lent temporarily to a
financial institution based on a securities lending agreement as at March 31, 2005 and 2006. According to the agreement the
Company received ¥810 millions ($6,894 thousands) of cash as deposit and the deposit is included in other liabilities on the balance
sheet.:

Realized gains and losses on sale of ‘other securities’ during the years ended March 31, 2005 and 2006 are as follows:

Thousands of
Millions of Yen U.S. dollars

2005 2006 2006
Selling amount ................................................................................................ ¥22 ¥157 $1,334
Gains on sale ................................................................................................... 5 20 173
Losses on sale .................................................................................................. 0 5 39

The carrying amount of ‘other securities’ whose fare values were not available at March 31, 2005 and 2006 are as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006
Non-listed equity securities

(Excluding ‘Over-the Counter’ securities) .............................................. ¥655 ¥655 $5,578
Other ................................................................................................................ 3 2 20

Total .............................................................................................................. ¥658 ¥657 $5,598
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Redemption schedule for the maturity of debt securities at March 31, 2005 is as follows:

Millions of yen
Due after 1 Due after 5 Due after

Due within year, but years, but more than
2005 1 year within 5 years within 10 years 10 years

Debt securities;
Government and municipal bonds ......................................................... ¥ 10 ¥ — ¥ — ¥ —
Corporate debt securities .......................................................................... — — — —
Other ............................................................................................................ — — — —

Total ......................................................................................................... ¥ 10 ¥ — ¥ — ¥ —

There are no maturity of debt securities at March 31, 2006.
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6. Short-term Borrowings and Long-term
Debt:

“Short-term borrowings” as at March 31, 2005 and 2006 bore
interest at annual rates ranging from 0.58% to 4.294% and
0.11% to 6.063%, respectively, and were represented generally
by bank overdrafts or short-term notes maturing at various
dates within 1 year.

”Long-term debt“ as at March 31, 2005 and 2006 comprised the
following:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Loans, principally from banks
due between 2006 and 2018,
with interest rates ranging 
from nil to 6.0%:
Secured ...................................... ¥  3,257 ¥3,068 $26,116
Unsecured ................................. 11,313 6,917 58,886

Unsecured bonds due from March 
2007 to October 2010, with interest
rates ranging from 0.49% to 1.04%: 3,000 6,901 58,739

17,570 16,886 143,741
Less: portion due

within 1 year .............................. (6,963) (7,122) (60,625)

Total long-term debt .................... ¥10,607 ¥9,764 $83,116

Aggregate annual maturities of long-term debt subsequent to
March 31, 2006 are as follows:

Millions Thousands of
Year ending March 31 of yen U.S. dollars

2007 ................................................... ¥  7,122 $  60,625
2008 ................................................... 2,840 24,172
2009 ................................................... 4,538 38,633
2010 .................................................... 1,129 9,608
2011 and thereafter........................... 1,257 10,703

¥16,886 $143,741

A summary of assets pledged as collateral against “Short-term
borrowings” and “Long-term debt” as at March 31, 2005 and
2006 is as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Cash and bank deposits .............. ¥     47 ¥     47 $     396
Property, plant and

equipment .................................. 4,898 4,553 38,760
Investment securities ................... 444 681 5,802

7. Taxes:

The Company and its domestic subsidiaries are subject to a
number of different taxes based on income which, in

aggregate, indicate a statutory tax rate of approximately 40.6%
for both the year ended March 31, 2005 and 2006, respectively.

Significant components of deferred tax assets and liabilities at
March 31, 2005 and 2006 are as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Deferred tax assets:
Accrued bonuses ...................... ¥   391 ¥   409 $  3,485
Allowance for doubtful

accounts .................................. 189 34 288
Accrued enterprise taxes ......... 54 88 746
Accrued pension and

severance costs ....................... 561 657 5,589
Unrealized profit on sale of

property, plant and
equipment .............................. 213 198 1,685

Devaluation loss on investment — 68 577
Impairment loss on fixed assets — 38 324
Devaluation of

‘investment securities’ .......... 31 30 254
Accrued social insurance 

expense.................................... 44 47 410
Devaluation of 

‘golf membership’.................. 42 42 355
Tax loss carried forward ......... 343 1,396 11,883
Other .......................................... 64 123 1,048

1,932 3,130 26,644
Less: valuation allowance ....... (618) (1,646) (14,009)

Total deferred tax assets ..... ¥1,314 ¥1,484 $12,635

Deferred tax liabilities
Unrealized gain on securities .. (225) (647) (5,506)

Total deferred tax liabilities .. (225) (647) (5,506)

Net deferred tax assets.......... ¥1,089 ¥837 $7,129

Reconciliation of the differences between the statutory tax rate
and the effective tax rate for the year ended March 31, 2005 and
2006 are as follows:

%

2005 2006

Statutory tax rate ............................. 40.6 40.6
Add (deduct):

Valuation allowance.................... (6.1) 1.0
Non-deductible expenses .......... 2.6 3.4
Difference between investment cost and 

equity in net assets acquired .. — 2.2
Equalization tax .......................... 2.0 2.8
Equity in profit of 
affiliated companies ................... (2.8) (0.8)
Other.............................................. 0.1 (0.7)

Effective tax rate ........................... 36.4 48.5
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In Japan, the consumption tax system is designed so that all
goods and services are taxed at a flat rate of 5% unless
specifically provided otherwise. Assets, liabilities and profit
and loss accounts were stated net of consumption taxes.

8. Accrued Pension and Severance Costs:
“Accrued pension and severance costs” as of March 31, 2005
and 2006 are as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Projected benefit obligations ....... ¥1,587 ¥1,848 $15,729
Fair value of plan assets............... 28 134 1,140

Funded status ................................ 1,559 1,714 14,589
Unrecognized actuarial

differences................................... 127 88 747
Accrued pension and

severance costs ........................... ¥1,432 ¥1,626 $13,842

The net periodic pension costs relating to retirement benefits
for the year ended March 31, 2005 and 2006 are as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Service cost .................................... ¥149 ¥149 $1,267
Interest cost ................................... 26 23 198
Expected return on plan assets .. (2) — —
Amortization of

transition obligation ................. 129 — —
Amortization of 

prior service costs ..................... 7 — —
Amortization of unrecognized

actuarial differences .................. 40 37 312

Net periodic pension costs .......... 349 209 1,777

Gain on dissolution of defined 
benefit plan ................................ (38) — —

Contribution to defined 
contribution plan ...................... 372 355 3,027

¥683 ¥564 $4,804

Assumptions used in calculation of the above information are
as follows:

2005 2006

Discount rate ................................ 1.8 % 1.8 %
Expected rate of return

on plan assets ............................ 1.8 % 1.8 %
Method of attributing 

projected benefits to
periods of service ...................... Straight-line basis Straight-line basis

Amortization of
transition obligation ................. 5 years 5 years

Amortization of 
prior service costs ..................... 5 years 5 years

Amortization of unrecognized
actuarial differences ................. 5 years —

9. Selling, General and Administrative
Expenses:

Major components of “Selling, general and administrative
expenses” for the year ended March 31, 2005 and 2006 are as
follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Freight ............................................ ¥2,089 ¥2,219 $18,889
Salaries ........................................... 5,917 6,264 53,323
Bonuses........................................... 638 654 5,568
Pension and severance costs ...... 394 403 3,430

The aggregate amounts of research and development expenses
included in manufacturing costs and selling, general and
administrative expenses for the year ended March 31, 2005 and 2006
were ¥102 million and ¥92 million ($782 thousand), respectively.

10. Leases:
The Companies charge periodic lease payments in respect of
finance leases that do not have options to transfer ownership of
the leased assets to the lessee to income.  Such periodic lease
payments amounted to ¥640 million and ¥698 million ($5,945
thousand) for the years ended March 31, 2005 and 2006,
respectively.

However, finance leases where the lessor retains ownership of
the leased assets, are accounted for as operating leases by the
Companies. If such leases had been capitalized, the cost of the
leased assets and the related accumulated depreciation at
March 31, 2005 and 2006 would have been as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Machinery and vehicles .............. ¥2,289 ¥2,440 $20,773
Other assets ................................... 1,243 1,367 11,637
Accumulated depreciation ......... (1,620) (1,912) (16,282)

¥1,912 ¥1,895 $16,128

Depreciation of the leased assets, computed on a straight-line
basis over the period of the lease contract, would have been
¥601 million and ¥658 million ($5,603 thousand) for the year
ended March 31, 2005 and 2006, respectively.
Future lease payments under the Companies‘ finance leases at
March 31, 2005 and 2006 can be summarized as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Lease payments —
Due within 1 year .................... ¥   609 ¥   650 $  5,530
Due after more than 1 year ..... 1,338 1,280 10,900

¥1,947 ¥1,930 $16,430

Future lease payments for non-cancelable operating leases as a
lessee at March 31, 2005 and 2006 were as follows:

Thousands of
Millions of yen U.S. dollars

2005 2006 2006

Future lease payments —
Due within one year ................ ¥ — ¥13 $113
Due after one year ................... — 32 272
Total ............................................ ¥ — ¥45 $385
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11. Impairment Loss on Fixed Assets:
For the year ended March 31, 2006, the Companies recognized
impairment loss for the following group assets.

Use Category Location Impairment loss
Millions Thousands of

of yen U.S. dollars

Shop Buildings and San-ei Co., Ltd. ¥33 $283
structures, etc. Adachi-ku,

Tokyo, Japan
Idle asset Land, etc. Mihono Pork ¥65 $551

Co., Ltd.,etc.
Towada-shi, 
Aomori, Japan, 
etc.

Total ¥98 $834

In the Companies, fixed assets were grouped by segments of
management accounting. Assets used for rent and non-
operating assets were assessed individually in principle. An
impairment loss was recorded of the amount by which the
carrying amount of each group of assets exceeded its
recoverable value. For the year ended March 31, 2006, the
Companies recognized impairment losses of ¥98 million ($834
thousands) on impaired fixed assets, which were accounted for
as extraordinary losses. They were primarily related to the
significant decrease in the market value of the Companies’
land as well as to the overall deterioration of their business
environment. In addition, recoverable value was assessed by
net selling price. Net selling prices, if material, were assessed
according to the property appraisal standards, if not, were
calculated by making reasonable adjustments of the assessed
value of fixed assets.

12. Contingent Liabilities:
Contingent liabilities as at March 31, 2005 and 2006 for loans
guaranteed amounted to ¥3,687 million and ¥3,025 million
($25,753 thousand), respectively.

13. Subsequent Events:
(a) The Board of Directors approved to subscribe for 10,937,000
shares newly issued by Lohmeyer Corporation (“Lohmeyer”),
an affiliated company accounted for using the equity method
of accounting, on May 18, 2005 and the Company proceeded
1,399,936,000 yen on June 6, 2005. As a result, the Company
owned over 50% share and Lohmeyer became its consolidated
subsidiary on the day.

The Board of Directors also approved the transfer of all
business of Tochigi Zenchiku Company Limited, a fully owned
consolidated subsidiary of the Company which processes hams
and sausages, to Lohmeyer on October 1, 2005.

There are no material subsequent events for the year ended
March 31, 2006.

(b) Appropriations of retained earnings are recorded in the
accounting period in which shareholder approval is obtained.
The 2006 year-end appropriation of retained earnings for the
Company, which was approved at the ordinary general
meeting of shareholders held in June 2006, is presented below:

Millions Thousands of
of yen U.S. dollars

Appropriation in respect of:
Cash dividends,
¥7.00 ($0.06) per share ........... ¥505 $4,299

14. Segment Information:
The Companies are engaged predominantly in one industry,
the meat business in Japan, which includes breeding,
processing, manufacturing and sale.  The amount of other
business sales is immaterial.  Export sales and operations
outside Japan are also insignificant.

15. Related Party Transactions
Material transactions of the Company with its related companies and individuals, excluding transactions with consolidated
subsidiaries which are eliminated in the consolidated financial statements and other than those disclosed elsewhere in these
financial statements for the year ended March 31, 2005 are as follows:

Millions of Yen
Transactions Resulting Accounting Balance

Equity Description
Name of Ownership of the For the year ended Account
Related Paid-in Principal Percentage by Company’s March 31 March 31

Company Capital Business the Company Transactions 2005 2005
Ham and Loans for ¥1,020 Loans ¥1,730
sausage business fund receivables

Lohmeyer ¥1,000 processing

Corporation millions and sales, 36.16%
restaurant Guarantee for ¥310 — —

related bank loan
industry payable

There are no material related party transactions during the year ended March 31, 2006.
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