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Hokuetsu Paper Mills, Ltd. was established in 1907 as a paperboard producer. Today,
with core operations in printing paper, paperboard and specialty paper, the Company
is continually enhancing its operating efficiency and profitability. Recognized for its
state-of-the-art technology, Hokuetsu Paper Mills provides customers with a stable
supply of high-quality products.

The Company is committed to contributing to the societies of the 21st century as a
corporate entity by protecting the global environment through resource preservation

and afforestation.
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Consolidated Financial Highlights
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year ended March 31
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2004 2003 2004/2003 2004
s For the year
=] Net sales ¥147,579 ¥142,156 3.8% $1,396,338
EER S Operating income 13,194 10,715 23.1 124,837
F e S|P Ordinary income 12,468 10,118 23.2 117,967
WHAREF4E  Net income 6,451 2,979 116.5 61,037
ROE Return on equity 6.6% 3.2% 3.4% points 6.6%
—#dH729 :  Per share data
WA Net income ¥ 38.81 ¥ 17.65 119.9% $ 0.37
fid 24 4> Cash dividends 10.00 10.00 0.0 0.09
SAMEEEK © Atyear-end
KB Total assets ¥224.956 ¥213,296 5.5% $2,128,451
BARAEET Shareholders’ equity 101,801 94,039 8.3 963,204

FERC: R NV EAIE, M R20044E3 131 H BUE O HURME 2 5 T O PRSI 1.0k BV =105.69M THfEE L T E 7
Notes: U.S. dollar amounts are translated from yen, for convenience only, at ¥105.69 to U.S.$1.00, the approximate rate of exchange prevailing on March 31, 2004.
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Message to Shareholders

Hokuetsu Paper Mills will celebrate its 100th anniversary in 2007. To emphasize management’s
goal of substantial growth into the next century, the Company began a new management plan,
Jump 100, (J-100), for which the commemorative final year is fiscal 2007, ending March 31,
2008. Despite several concerns in the Japanese economic circumstances for the year such as
uncertain factors in global politics and economy and the sluggish rise in personal consumption
amidst doubts about the future, Hokuetsu Paper Mills and its Group companies made all-out
efforts in achieving the targets to raise production and sales volumes, improve production efficiency
and product quality, and reduce overall costs. As a result, consolidated net sales of the Hokuetsu
Paper Mills Group for fiscal 2003, the year ended March 31, 2004, were ¥147,578 million, an
increase of 3.8% over the prior year. Consolidated ordinary income expanded 23.2% year over
year to ¥12,467 million. Consolidated net income after tax leaped 116.5% year over year to
¥6,450 million, partly owing to the general recovery of prices in the Japanese stock market.

In the Jump 100 plan, the Company redefined the corporate philosophy to be shared with
Group companies and clearly formulated the future direction along the following guidelines.

* The Group shall be trusted by customers, sharcholders, business partners, and local

communities with its fair corporate activities in compliance with laws and regulations.

* The Group shall supply attractive products and services in response to customers requests.

* The Group shall endeavor to create a cheerful and flexible corporate culture that serves to
nurture further creativity and a challenging spirit through mutual trust between labor and
management.

* The Group shall aim to achieve continuous development by promoting environment-first
management.

As for the aforementioned environment-focused policy, the Group has previously made maxi-
mum efforts in pursuing the basic concept of a “minimum-impact mill” that would cause the
least environmental impact. Moreover, one of our basic business policies is to maximize corporate
value so that the Group can satisfy the trust and expectations of all the stakeholders, including
sharcholders and business partners, through stable and continuous groupwide development by
supplying quality paper products to cope with the progress of the highly information-oriented
society and diversifying lifestyles.

The paper and pulp industry has long been a domestic demand-driven industry. The overall
environment surrounding the industry, however, has changed dramatically in recent years, mainly
due to a considerable increase in imported paper from Europe and Asian, resulting in difficult
business conditions represented by stagnant shipments of domestic products. In view of such tough
circumstances, the Group pointed out in its Jump 100 plan “strengthened competitiveness” with
the intention of consistently facing the challenge of international competitiveness in terms of
quality, costs and earnings. Although there remain many issues to be resolved such as the antici-
pated rise in imported paper and the pressure of rising prices for raw fuel materials such as chips,
heavy oil, chemicals, and used paper, we have already embarked on action programs covering all
organizational departments, with measures such as the integrated management of companywide
distributions, and we will continue to improve management efficiency.

Although the ever-changing business climate surrounding the Company and Group companies
is far from reassuring, Hokuetsu Paper Mills will work to strengthen its management foundation
through its continued growth as an appealing corporation that ensures greater satisfaction among
customers, shareholders, business partners, and local communities.

We request the continued understanding and support of all our shareholders and business partners.

REDEREE W B ;(" ;ﬂ. T%
Chairman  Akira Arai

RRETFEZAE  =HIEW V’jﬁi aﬂ
President Masaaki Miwa O’" i
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Capital Investment

First-Year Report of the Jump 100 Plan

One year has passed since the Jump 100 plan was implemented in April 2003. Since then,
the Group has striven to achieve quantitative management targets based on the action programs
covering all organizational departments and to make a great leap forward as an attractive
papermaking corporation that appeals to customers, shareholders, business partners, local

communities, and employees.

The Group’s capital expenditures were primarily used to meet priority user needs and deal

with environmental issues. Major capital investment projects completed were as follows:

(Millions of yen)

Niigata Mill Reinforcing used paper processing facility ¥2,075
Niigata Mill Installation of the No. 2 winder of the No. 7 paper machine 793
Niigata Mill Construction of the No. 8 recovery boiler 4,625
Kanto Mills Extensive improvement of the No. 5 paper machine 932
Hokuetsu Kami Seisen Co., Ltd. Reinforcing cutters for the No. 8 paper machine 427

Installation of a 6-color offset printing machine for

liquid containers 7t

Hokuetsu Package Co., Ltd.

Establishment of Hokuetsu Logistics Co., Ltd.

On April 1, 2004, the Company established Hokuetsu Logistics Co., Ltd. as a dedicated
subsidiary engaged in efficiently operating and managing all logistics-related operations of
the Company’s products on a unified, wide-area basis. This new subsidiary started operations
on the same date.

Hokuetsu Logistics's predecessor is Hokuetsu Suiun Co., Ltd., which had been in charge of
distributing products shipped from the Niigata Mill. Its Kanto Branch and Nagaoka Office
were opened simultaneously. Accordingly, it undertook the task of unifying physical distribu-
tion at all mills, including those at the Niigata Mill, by integrating the logistics operation at
the Kanto Mills and the Nagaoka Mill, where logistics had been conventionally outsourced
to outside enterprises. As a result of this organizational reform at the Group level, we intend
to achieve an improvement of 10% in distribution cost within two years and will focus on

further efficiency improvement throughout all the departments.

Consolidated Management Targets

Actual performance

Targets for the year ending for the year ended Year-on-year
March 31, 2008 March 31, 2004 comparison
Ordinary income ¥17,000 million or more ¥12,467 million or more  +23.20 %
Ratio of ordinary income to net sales 10% or more 8.4% + 1.30 point
Equity ratio 50% or more 45.2% + 1.20 point
E)Otg‘tg?zgge?;)ordmaw income 7% or more 5.5% + 1.80 point
Debt/equity ratio 0.6 times or less 0.79 times + 0.06 point
EBITA/net sales 18% or more 18.5% + 0.60 point

Note: Debt/equity: Interest-bearing liabilities/Shareholders’ equity
EBITA: Ordinary income + Interest expenses paid + depreciation and amortization
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