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Five-Year Summary
3ABIAICHT LB RFHER

years ended March 31
ERiE
Millions of Yen
- 2000 2001 2002 2003 2004
. SEREOENGET — & "
22, BiFELE 21— 23. AR - For the Year
26. EiEFEEEE 42. Consolidated Bal L
08, EitiBIstEE 44. Consolidated Statements of In 7t Net sales ¥132,731 ¥145,440 ¥136,172 ¥142,156 ¥147,579
20. EiEHERDEIEE 45. Consolidated Statements Ofshareholde J o
30. Efgx vy JO—StEE 46. Consolidated Statements of Cash Flows & R Operating income 5,923 16,232 10,064 10,715 13,194
31. EEMTZERD T 47. Notes to Consolidated Financial Statements PR, o
41, ABAHTOETRESE 57. Report of Independent Certified Public Accountants AR 4 Ordinary income 4,969 15,026 9,299 10,118 12,468
58. EfEifHEzR 70. Non-Consolidated Balance Sheets e )
60. BEETEE 72. Non-Consolidated Statements of Income IR 4 Net income 2,149 6,853 2,772 2,979 6,451
61. %hEHFDEESE 73. Non-Consolidated Statements Ofshareholders’ Equity )
62. BAFEEERDITAD 74. Notes to Non-Consolidated Financial Statements ROE Return on equity 2.7% 8.0% 3.0% 3.2% 6.6%
69. ARSEHTNEERRESE 80. Report of Independent Certified Public Accountants
N —Fk&H720 :  Per share data
ERFupIE Net income ¥ 1447 ¥ 4404 ¥ 1690 ¥ 17.65 ¥ 38.81
B2 4 Cash dividends 8.00 10.00 10.00 10.00 10.00
KRAHEEA : Atyear-end
KB RE Total assets ¥219,200 ¥228,581 ¥220,890 ¥213,296 ¥224,956
BEARETT Sharcholder’s equity 79,299 92,432 92,737 94,039 101,801
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Financial Review

Results of Operations

During fiscal 2003, the year ended March 31, 2004, the
Japanese economy saw improved corporate earnings and a
recovery in the stock market, but personal consumption

and employment remained flat.

Under these economic conditions, domestic demand in
the paper and pulp industry strengthened, but domestic
shipments grew at a sluggish pace due to greatly increased
imports mainly from Europe and Asia. As a result, our

business environment remained difficult.

Faced with this severe operating environment, we put
together an organization to improve efficiency and quality
and to reduce costs in order to achieve the targets in the
new five-year management plan called Jump 100. Our
consolidated performance targets for fiscal 2004, the year
ending March 31, 2005, are as follows:
® Sales ¥147,578 million, up 3.8% year over year
® Operating income

¥13,194 million, up 23.1% year over year
® Ordinary income

¥12,467 million, up 23.2% year over year
® Net income

¥6,450 million, up 116.5% year over year

Performance by Business Segment

(1) Pulp and Paper Manufacturing

In the printing paper segment, domestic sales of wood-
free paper were generally stronger. In contrast, sales of
medium-quality paper shrank from the previous fiscal
year because of severe conditions in the publishing indus-
try. Reviews of the selection of paper for printing and
changes of plans by customers became increasingly promi-
nent for cost-cutting. We dealt with these customers as
best we could. In addition, demand for comics printing

paper hit bottom and took an upturn.

As for coated printing paper, during the first half of the
fiscal year tight market conditions eased and demand
turned down slightly. Consequently, product sales
slowed. This business progressed with difficulty as sales
were dictated by price-conscious customers. In the second
half, demand gradually recovered due to increasing pro-

duction of pamphlets for digital consumer electronics and

the sophisticated third-generation mobile phones and cat-
alogs for stationery and office supplies for the change in

fiscal years.

Turning to white-paper products, sales remained tough
owing to decreasing sales of book covers, supplements and
children’s books due to prolonged stagnation in the pub-
lishing industry. For paper ware and packaging, we con-
centrated on expanding sales though a product mix better
matched to consumers’ needs, particularly for health
foods and medical supplies. Our domestic sales grew,
albeit at a sluggish pace; however, in the second half of
the fiscal year, we succeeded in raising prices and full-year
sales therefore exceeded the previous year’s consolidated

total.

As for specialty paper, sales factors during the fiscal year
continued to be difficult as the publishing industry, sta-
tionery and office supply markets generally remained in a
slump, due to the underlying trend of deflation. How-
ever, signs of recovery were visible in the second half, sup-
ported by exports to China and booming sales of digital

consumer electronics.

As a result of all the abovementioned factors, net sales for
the Pulp and Paper Manufacturing Division grew ¥4,416
million, or 3.5% year over year, to ¥130,270 million.
Operating income advanced ¥2,147 million, or 22.9%, to
¥11,510 million. The negative effect on operating income
of ¥600 million, attributable to lower sales prices, unfa-
vorable product mix and price hikes for raw materials, was
offset by an increase in production and sales volumes of
¥1,200 million, a reduction of variable costs of ¥800 mil-
lion through enhanced production efficiency, and a ¥900
million price differential for pulpwood due to exchange
rate fluctuations. In total, profits rose approximately
¥2,150 million.

(2) Paper Processing

Paper processing sales grew ¥898 million, or 8.2% year
over year, to ¥11,892 million, and operating income
increased ¥86 million, or 14.8%, to ¥671 million. Our
focus on high-value-added paper processing products and
active proposal-type marketing to the dairy industry con-

tributed to these increases in sales and profits.
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(3) Other Businesses

The achievements of the main business were as follows:
Wood Business

Although wood business sales increased thanks to a new
production facility investment to make sawdust powder
for mushroom farming, sales volumes and prices of Berg
compost, the best-selling wood product, declined because
of a reduction in public works. As a result, sales were
¥2,056 million, down 4.3% year over year, and operating

income was ¥57 million, down 6.6%.

Transportation Businesses

Transportation and warehousing sales grew 3.1% year
over year, to ¥10,129 million, on gains in the production
and sales of printing paper and paperboard. However,
moving expenses and expenditures for a warechouse exten-
sion lowered operating profit to ¥155 million, down

33.8% year over year.

Construction, Manufacturing, and Sales and Main-
tenance of Machinery

Group orders for construction, manufacturing, and the
sales and maintenance of machinery increased. At the
same time, orders received from outside the Group also
grew, boosted by sales efforts despite the continuing stag-
nation of public works. Segment sales reached ¥9,689
million, an increased of 18.0% year over year, and operat-

ing income surged to ¥450 million, up 134.0%.

Please note that the monetary amounts mentioned above

do not include the consumption tax.

Cash Flows

Free cash flow (the difference between cash flows from
operating activities and cash flows from investing activi-
ties, which mainly consist of the acquisition of property,
plant and equipment) was ¥4,210 million at the end of
the year ended March 31, 2004, compared with ¥10,209
million a year ago. Net cash used in financing activities,
which consisted of such factors as the repayment of long-
term loans, for which the issue and redemption was
¥1,415 million, left consolidated cash and cash equiva-
lents at ¥9,545 million, an increase of ¥2,769 million, or

40.9% year over year.

Cash Flows from Operating Activities

Net cash provided by operating activities was ¥1,942 mil-
lion, down ¥6,855 million year over year. The decrease
was the result of inflated cash flow in the previous fiscal
year because fiscal 2001 ended on a Sunday thus delaying
the collection of receivables and the settlement of
payables; the loss on write-down of investments in securi-
ties decreased ¥4,045 million; and income taxes paid in
cash increased ¥3,027 million year over year to ¥4,323
million, despite income before income taxes and minority
interest edging up ¥5,660 million, or 103.5%, to ¥11,128

million.

Cash Flows from Investing Activities

Net cash used in investing activities decreased ¥856 mil-
lion year over year to ¥15,251 million. The decrease was
the result of a significant decline of ¥2,131 million, or
83.9%, for the acquisition of investments in securities to
¥410 million, although an increase of ¥667 million, or
4.8%, for the acquisition of property, plant and equip-
ment, including the construction of the No. 8 recovery
boiler, and the enhancement of the used paper processing

plant at the Niigata Mill.

Cash Flows from Financing Activities

Net cash used in financing activities increased ¥6,405
million year over year to ¥1,415 million. This was the
result of a decline in interest-bearing debt and a decrease
of ¥13,100 million year over year in long-term borrow-

ings.
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Consolidated Balance Sheets

HOKUETSU PAPER MILLES, LTD.
March 31, 2004 and 2003

Thousand of Thousand of
U.S. dollars U.S. dollars
Millions of yen (Note 1) Millions of yen (Note 1)
ASSETS 2004 2003 2004 LIABILITIES AND SHAREHOLDERS’ EQUITY 2004 2003 2004
CURRENT ASSETS: CURRENT LIABILITIES:
Cash and deposits (Note 3) ¥ 9684 ¥ 6,934 $ 91,626 Short-term loans (Note 7) ¥ 21,182 ¥ 21,334 $ 200,416
Notes and accounts receivable: Current maturities of long-term debt (Note 7) 9,036 9,454 85,495
Trade 35,906 34,661 339,729 Notes and accounts payable:
Affiliates 13,604 12,627 128,716 Trade 18,842 17,800 178,276
Other 372 384 3,520 Affiliates 302 452 2,857
Allowance for doubtful accounts 39) (41) (369) Other 4,533 3,950 42,890
Inventories (Note 5) 8,810 9,802 83,357 Income taxes payable (Note 10) 3,547 2,609 33,560
Deferred income taxes (Note 10) 1,569 1,219 14,845 Accrued expenses 4,949 4,701 46,826
Prepaid expenses and other 2,042 1,471 19,321 Other 2,018 1,910 19,094
TOTAL CURRENT ASSETS 71,948 67,057 680,745 TOTAL CURRENT LIABILITIES 64,409 62,210 609,414
LONG-TERM LIABILITIES:

PROPERTY, PLANT AND EQUIPMENT (Note 6): Long-term debt (Note 7), less current maturities 49,965 49,153 472,750
Land and timberland 11,155 10,848 105,545 Deferred income taxes (Note 10) 643 — 6,084
Buildings and structures 47,876 46,653 452,985 Employees’ severance and retirement benefits (note 14) 6,439 6,176 60,923
Machinery and equipment 252,555 247,667 2,389,583 Retirement benefits for directors and corporate auditors 888 1,012 8,402
Construction in progress 9,678 5,686 91,569 Other 183 166 1,732

321,264 310,854 3,039,682
Less accumulated depreciation (200,602) (192,182) (1,898,023) MINORITY INTERESTS 628 540 5,942
NET PROPERTY, PLANT AND EQUIPMENT 120,662 118,672 1,141,659
CONTINGENT LIABILITIES (Note 8)
INVESTMENTS AND OTHER ASSETS: SHAREHOLDERS’ EQUITY (Note 9):
Investments in securities (Notes 4 & 6) 21,689 14,484 205,213 Common stock:
Investments in and receivables from affiliates 2,302 3,427 21,781 authorized—260,000,000 shares;
Long-term loans receivable 350 362 3,312 issued and outstanding—164,052,054 shares 26,821 26,821 253,770
Guarantee deposits 2,927 3,144 27,694 Capital surplus 25,094 25,094 237,430
Deferred income taxes (Note 10) 1,311 3,013 12,404 Retained earnings 46,342 42,724 438,471
Other 4,132 3,549 39,096 Net unrealized holding gain (loss) on securities, net of tax 3,743 (412) 35,415
Allowance for doubtful accounts (365) (412) (3,453) Treasury stock (199) (188) (1,882)
TOTAL INVESTMENTS AND OTHER ASSETS 32,346 27,567 306,047 TOTAL SHAREHOLDERS” EQUITY 101,801 94,039 963,204
¥224,956  ¥213,296  $2,128,451 ¥224,956  ¥213,296  $2,128,451

The accompanying notes are an integral part of these statements.

BB St 42

Hokuetsu Paper Mills, Ltd. 43



Consolidated Statements of Income

HOKUETSU PAPER MILLES, LTD.
Years ended March 31, 2004, 2003 and 2002

Thousand of
U.S. dollars
Millions of yen (Note 1)
2004 2003 2002 2004
NET SALES (Notes 11 & 15) ¥147,579  ¥142,156  ¥136,172  $1,396,338
COST OF SALES (Note 11) 113,473 111,351 108,210 1,073,640
Gross Profit 34,106 30,805 27,962 322,698
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 20,912 20,090 17,898 197,861
Operating Income 13,194 10,715 10,064 124,837
OTHER INCOME (EXPENSES):
Interest and dividend income 248 278 312 2,346
Interest expenses (1,004) (1,272) (1,491) (9,499)
Equity in income of affiliates 88 45 35 832
Loss on devaluation of investments in securities (5) (4,060) (2,584) (47)
Loss on disposal of property, plant and equipment (1,113) (594) (1,142) (10,531)
One-time amortization of prior service costs (94) — (681) (889)
Loss on dissolution of employee’s pension fund (113) — — (1,069)
Other, net (73) 355 434 (691)
(2,066) (5,248) (5,117) (19,548)
INCOME BEFORE INCOME TAXES AND MINORITY INTERESTS 11,128 5,467 4,947 105,289
INCOME TAXES (Note 10):
Current 5,261 3,446 1,673 49,777
Deferred (679) (1,018) 433 (6,424)
4,582 2,428 2,106 43,353
INCOME BEFORE MINORITY INTERESTS 6,546 3,039 2,841 61,936
MINORITY INTERESTS 95 60 69 899
NET INCOME ¥ 6,451 ¥ 2979 ¥ 2772 $ 61,037
U.S. dollars
Yen (Note 1)
2004 2003 2002 2004
Amounts per share of common stock (Note 2):
Net income ¥38.81 ¥17.65 ¥16.90 $0.37
Diluted net income — — — —
Cash dividends applicable to the year 10.00 10.00 10.00 0.09

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Shareholders’ Equity

HOKUETSU PAPER MILLES, LTD.
Years ended March 31, 2004, 2003 and 2002

Millions of yen

Net unrealized

Nmer of oo o e g oo Ty
Balance at March 31, 2001 164,052,054 ¥26,821 ¥25,094 ¥40,518 ¥ — ¥ (1)
Net income — 2,772 — —
Adoption of new accounting standard for
financial instruments — — — — (646) —
Purchases of treasury stock, net — — — — — (6)
Cash dividends paid (¥10.00 per share) — — — (1,641) — —
Bonuses to directors and corporate auditors — — — (101) — —
Decrease due to changes of interest in an affiliate — — — (73) — —
Balance at March 31, 2002 164,052,054 26,821 25,094 41,475 (646) (7)
Net income — — — 2,979 — —
Adjustment of net unrealized holding gain on
securities, net of tax — — — — 234 —
Purchases of treasury stock, net — — — — — (181)
Cash dividends paid (¥10.00 per share) — — — (1,640) — —
Bonuses to directors and corporate auditors — — — (90) — —
Balance at March 31, 2003 164,052,054 26,821 25,094 42,724 (412) (188)
Net income — — — 6,451 — —
Adjustment of net unrealized holding gain on
securities, net of tax — — — — 4,155 —
Purchases of treasury stock, net — — — — — (11)
Cash dividends paid (¥10.00 per share) — — — (1,640) — —
Bonuses to directors and corporate auditors — — — 91) — —
Decrease due to decreased number of companies
accounted for using equity method — — — (1,102) — —
Balance at March 31, 2004 164,052,054 ¥26,821 ¥25,094 ¥46,342 ¥3,743 ¥(199)
Thousands of U.S. dollars (Note 1)
) ) Net unrealized
Nupmberof “oraa" i e o Ty
Balance at March 31, 2003 164,052,054  $253,770  $237,430  $404,239 $ (3,898) $(1,779)
Net income — — — 61,037 — —
Adjustment of net unrealized holding gain on
securities, net of tax — — — — 39,313 —
Purchases of treasury stock, net — — — — — (103)
Cash dividends paid ($0.09 per share) — — — (15,517) — —
Bonuses to directors and corporate auditors — — — (861) — —
Decrease due to decreased number of companies
accounted for using equity method — — — (10,427) — —
Balance at March 31, 2004 164,052,054 $253,770 $237,430 $438,471 $35,415 $(1,882)

The accompanying notes are an integral part of these statements.

Hokuetsu Paper Mills, Ltd. 45



Consolidated Statements of Cash Flows

HOKUETSU PAPER MILLES, LTD.
Years ended March 31, 2004, 2003 and 2002

Thousand of
U.S. dollars
Millions of yen (Note 1)
2004 2003 2002 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
Income before income taxes and minority interests ¥11,128 ¥ 5,467 ¥ 4,947 $105,289
Depreciation and amortization 13,249 13,937 14,091 125,357
Loss on devaluation of investments in securities 5 4,060 2,584 47
Loss on disposal of property, plant and equipment 1,113 594 1,142 10,531
Interest and dividend income (248) (278) (312) (2,346)
Interest expenses 1,004 1,272 1,491 9,499
(Increase) Decrease in notes and accounts receivable (2,217) 6,042 2,768 (20,976)
(Increase) Decrease in inventories 992 (45) (1,365) 9,386
Increase (Decrease) in notes and accounts payable 37 (3,503) (3,065) 350
Increase (Decrease) in employees’ severance and retirement benefits 263 356 663 2,488
Increase (Decrease) in retirement benefits for directors and
corporate auditors (124) 170 (329) (1,173)
Other, net (643) 489 418 (6,084)
Sub-total 24,559 28,561 23,033 232,368
Interest and dividend income received 268 308 342 2,536
Interest paid (1,041) (1,255) (1,526) (9,850)
Income taxes paid (4,324) (1,296) (7,139) (40,912)
NET CASH PROVIDED BY OPERATING ACTIVITIES 19,462 26,318 14,710 184,142
CASH FLOWS FROM INVESTING ACTIVITIES:
Payments for time deposit (46) (93) (130) (435)
Proceeds from time deposits 66 94 223 624
Payment for purchases of securities (410) (2,542) (593) (3,879)
Proceeds from sales of securities 3 586 2 28
Payment for purchases of property, plant and equipment (14,458) (13,791) (12,554) (136,796)
Proceeds from sales of property, plant and equipment 133 68 172 1,258
Other, net (539) (430) (514) (5,099)
NET CASH USED IN INVESTING ACTIVITIES (15,251) (16,108) (13,394) (144,299)
CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (Decrease) in short-term loans (152) (5,400) 5,302 (1,438)
Proceeds from long-term loans 300 13,400 6,600 2,838
Repayments of long-term loans (4,906) (9,132) (8,975) (46,419)
Proceeds from issuance of unsecured yen straight bonds 10,000 10,000 — 94,616
Redemption of unsecured yen straight bonds (5,000) (15,000) (5,000) (47,308)
Dividends paid (1,639) (1,639) (1,641) (15,508)
Other, net (18) (50) (21) (169)
NET CASH USED IN FINANCING ACTIVITIES (1,415) (7,821) (3,735) (13,388)
TRANSLATION LOSS OF CASH AND CASH EQUIVALENTS (26) (16) 12 (246)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 2,770 2,373 (2,407) 26,209
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 6,776 4,403 6,810 64,112
CASH AND CASH EQUIVALENTS AT END OF YEAR (Note 3) ¥ 9,546 ¥ 6,776 ¥ 4,403 $ 90,321

The accompanying notes are an integral part of these statements.
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Notes to Consolidated Financial Statements
|

HOKUETSU PAPER MILLES, LTD.

Note 1—Basis of Presenting Consolidated Financial
Statements
The accompanying consolidated financial statements have
been prepared in accordance with the provisions set forth in
the Japanese Securities and Exchange Law and its related
accounting regulations, and in conformity with accounting
principles generally accepted in Japan (hereafter, “Japanese
GAAP”), which are different in certain respects as to applica-
tion and disclosure requirements of International Financial
Reporting Standards.

The accompanying consolidated financial statements have
been restructured and translated into English (with some
expanded descriptions and the inclusion of consolidated
statements of shareholders’ equity) from the consolidated
financial statements of Hokuetsu Paper Mills, Ltd. (hereafter,
“the Company”) prepared in accordance with Japanese
GAAP and filed with the appropriate Local Finance Bureau
of the Ministry of Finance as required by the Securities and
Exchange Law. Some supplementary information included in
the statutory Japanese language consolidated financial state-
ments, but not required for fair presentation, is not presented
in the accompanying consolidated financial statements.

The translations of the Japanese yen amounts into U.S.
dollars are included solely for the convenience of readers out-
side Japan, using the prevailing exchange rate at March 31,
2004, which was ¥105.69 to U.S. $ 1.00. The convenience
translations should not be construed as representations that
the Japanese yen amounts have been, could have been, or
could in the future be, converted into U.S. dollars at this or
any other rate of exchange.

Note 2—Summary of Significant Accounting Policies
(a) Consolidation

The consolidated financial statements comprise the accounts

of the Company and its all subsidiaries (hereafter, “the Com-
panies”). Significant inter-company balances and transactions
have been eliminated in the consolidation.

In the elimination of investments in subsidiaries, the assets
and liabilities of the subsidiaries, including the portion attrib-
utable to minority shareholders, are evaluated using the fair
value at the time the Company acquired control of the
respective subsidiaries. The differences between the invest-
ment cost and net assets of subsidiaries acquired are amor-
tized on a straight-line basis over a period of 5 years.
However, the excess is charged (or credited) to income in the

period of acquisition when the amounts are immaterial.

The equity method is applied to affiliates except for several
affiliates located in foreign countries due to its immateriality
to both net income and consolidated retained earnings.

Number of consolidated subsidiaries and affiliates applied
by the equity method is as follows:

Number of Companies

2004 2003 2002
Consolidated subsidiaries 10 10 13
Affiliates applied by equity method 5 6 6

Seiko Chemical Industry Co., Ltd., which had been an
affiliate accounted for by the equity method undil the year
ended March 31, 2003, merged with Japan PMC Corporation
and was dissolved at April 1, 2003.

Ohu Mokuzai Kogyo Co., Ltd., Hokuetsu Fukushima
Chip Co., Ltd., Hokuetsu Forest Co., Ltd. and Yamakita
Unso Co., Ltd., which were included in the consolidated
financial statements until the year ended March 31, 2002,
were merged together at April 1, 2002.

Jyouetsu Kaihatsu Co., Ltd. was liquidated at March 29,
2002, which was included in the consolidated financial
statements for periods until its liquidation.

Niigata PCC Co., Ltd., an affiliate incorporated on March
29, 2002, is accounted for by the equity method from the
year ended March 31, 2002.

(b) Consolidated Statements of Cash Flows

In preparing the consolidated statements of cash flows, cash
on hand, readily-available deposits and short-term highly lig-
uid investments with maturities of not exceeding three
months at the time of purchase are considered to be cash and
cash equivalents.

(¢) Translation of Foreign Currencies

In the year ended March 31, 2004, the Companies did not
adopt early the new accounting standard for impairment of
fixed assets (“Opinion Concerning Establishment of
Accounting Standard for Impairment of Fixed Assets” issued
by the Business Accounting Deliberation Council on August
9, 2002) and the implementation guidance for the account-
ing standard for impairment of fixed assets (the Financial
Accounting Standard Implementation Guidance No. 6 issued
by the Accounting Standards Board of Japan on October 31,
2003). The new accounting standard is required to be
adopted in periods beginning on or after April 1, 2005, but
the standard does not prohibit earlier adoption. The Com-
panies do not believe that adoption of this new accounting
standard will have a material impact on their consolidated
financial statements.
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(d) Translation of Foreign Currencies

Monetary assets and liabilities denominated in foreign cur-
rencies are translated into Japanese yen at the exchange rates
at the balance sheet date with the resulting gain or loss
included in the current statements of income.

(e) Securities

Under Japanese accounting standard for financial instru-
ments, all companies are required to examine the intent of
holding each security and classify those securities as (a) securi-
ties held for trading purposes (hereafter, “trading securities”),
(b) debt securities intended to be held to maturity (hereafter,
“held-to-maturity debt securities”), (c) equity securities issued
by subsidiaries and affiliates or (d) all other securities that are
not classified in any of the above categories (hereafter, “avail-
able-for-sale securities”). The Companies did not have the
securities defined as (a) above in the years ended March 31,
2004, 2003 and 2002. Also, the Company had no securities
defined as (b) above in the years ended March 31, 2004

and 2003.

Held-to-maturity debt securities are stated using the amor-
tized interest cost method. Equity securities issued by affili-
ates not accounted for by the equity method are stated at the
moving-average cost.

If the market value of held-to-maturity debt securities and
available-for-sale securities, declines significantly, such securi-
ties are stated at fair market value and the difference between
fair market value and the carrying amount is recognized as
loss in the period of the decline. Debt securities with no avail-
able fair market value are stated at the amortized cost, net of
the amount considered not collectible. If the fair market
value of equity securities, except for those accounted for by
the equity method, is not readily available, such securities
should be written down to net asset value with a correspond-
ing charge in the statement of income in the event net asset
value declines significantly. In these cases, such fair market
value or the net asset value will be the carrying amount of the
securities at the beginning of the next year.

Held-to-maturity debt securities and available-for-sale
securities maturing within one year from the balance sheet
date are included in current assets, and other securities are
included in investments and other assets.

Effective April 1, 2001, available-for-sale securities with
available fair market values are stated at fair market value.
Unrealized gain and loss on these securities are reported, net
of applicable income taxes, as a separate component of share-
holders” equity. Realized gain and loss on sale of such securities

are computed using the moving-average cost.
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In the year ended March 31, 2002, as a result of adopting
the new accounting standard for market valuation of avail-
able-for-sale securities, net unrealized holding loss on securi-
ties, net of tax, deferred income tax assets and minority
interests amounted to ¥646 million, ¥472 million and ¥0
million, respectively.

(f) Allowance for Doubtful Accounts

The Companies provide the allowance for doubtful accounts
in an amount sufficient to cover probable losses on collection
by estimating individually uncollectible amounts in addition
to applying an actual rate of bad debts incurred in the past.

(g) Inventories

Inventories are stated at cost. Cost is primarily determined by
the monthly average method for raw materials, supplies and
finished goods. Cost of work-in-process is primarily deter-
mined using the FIFO (first-in, first-out) method. The spe-
cific identification method is used to determine the cost of
timber and land for sale.

(h)Property, Plant and Equipment

Property, plant and equipment are stated at cost. Buildings
owned by the Company, machinery and equipments exclud-
ing pulp manufacturing and steam generator equipments
located in Niigata Mill, fiber board manufacturing equip-

ments located in Nagaoka Mill, and consolidated subsidiaries’

buildings acquired after March 31, 1998 are depreciated
using the straight-line method over the useful lives prescribed
by the Japanese tax regulations. The other tangible fixed
assets are depreciated using the declining-balance method at
rates determined based on the useful lives prescribed by the
Japanese tax regulations. The cost and accumulated deprecia-
tion applicable to assets retired or disposed of are eliminated
from the related accounts and the gain or loss on the disposal
is credited or charged to income.

Expenditures for new facilities and those that substantially
increase the useful lives of existing plant and equipment are
capitalized. Maintenance, repair and minor renewals are

charged to expenses as incurred.

(i) Finance Leases

Finance leases, except those leases for which the ownership of
the leased assets is considered to be transferred to the lessee,
are accounted for in the same manner as operating leases.

(j) Employees’ Severance and Retirement Benefits
Employees severing their connections with the Companies on
retirement or otherwise are entitled, in most circumstances,
to a lump-sum severance payment and annuity payments
based on current rates of pay, length of service and certain
other factors. Most employees are covered by two retirement
benefit plans, an unfunded lump-sum severance payment plan
and a funded non-contributory defined benefit pension plan.

The liabilities and expenses for severance and retirement
benefits are determined based on the amounts actuarially
calculated using certain assumptions.

The Companies provided allowance for employees’ sever-
ance and retirement benefits based on the estimated amounts
of projected benefit obligation and the fair value of the
pension assets at the balance sheet date.

Actuarial gains or losses are recognized as income or
expenses using the declining-balance method in the specific
period (mainly 10 years) within the average of the estimated
remaining service lives commencing with the following period.
Prior service costs are expensed as incurred.

(k) Retirement Benefits for Directors and Corporate
Auditors
Directors who are the members of the Board of Directors and
corporate auditors severing their connections with the Com-
panies upon retirement or otherwise are entitled, in most
—circumstances, to lump-sum severance payments based on
current rates of pay, length of services and certain other fac-
tors, including contributions to the Companies. The Com-
panies accrue 100% of obligations based on their rules under
the assumption that all directors and corporate auditors
retired at the balance sheet date.

(1) Issuance Costs of Bonds

Issuance costs of bonds are expensed as incurred.

(m)Derivatives and hedge accounting

The Companies state derivative financial instruments at fair
value and recognize changes in the fair value as gain or loss
unless derivative financial instruments are used for hedging
purposes.

If derivative financial instruments are used as hedges and
meet certain hedging criteria, the Companies defer recogni-
tion of gain or loss resulting from changes in fair value of
derivative financial instruments until the related loss or gain
on the hedged items is recognized.

Also, if interest rate swap contracts are used as hedges and
meet certain hedging criteria, the net amount to be paid or
received under the interest rate swap contract is added to or
deducted from the interest on the assets or liabilities for

which the swap contract was executed.

(n)Income Taxes

The Companies recognize tax effects of temporary differences
between the carrying amounts of assets and liabilities for tax
and financial reporting. The provision for income taxes is
computed based on the pretax income included in the consol-
idated statements of income. The asset and liability approach
is used to recognize deferred tax assets and liabilities for the
expected future tax consequences of temporary differences.

(o)Bonuses to Directors and Corporate Auditors
Bonuses to directors and corporate auditors are subject to
approval by the shareholders” meeting and are accounted for
as an appropriation of retained earnings for the period in
which payment is made.

(p)Per Share Information

Net income per share is computed based upon the average
number of shares of common stock outstanding during each
year. The Companies have not had any notes with warrants
or convertible bonds for the years ended March 31, 2004,
2003 and 2002.

Effective April 1, 2002, the Companies adopted the new
accounting standard for earnings per share and related
guidance (Accounting Standards Board Statement No. 2,
“Accounting Standard for Earnings Per Share” and Financial
Standards Implementation Guidance No. 4, “Implementa-
tion Guidance for Accounting Standard for Earnings Per
Share”, issued by the Accounting Standards Board of Japan
on September 25, 2002).

Earnings per share for the year ended March 31, 2002,
would have been reported as follows, if this new accounting
standard were applied retroactively.

2002

Net income ¥16.38
Diluted net income —

Cash dividends per share have been presented on an
accrual basis and include dividends to be approved after the
balance sheet date, but applicable to the year then ended.
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(a)Accounting Standard for Treasury Stock and
Reversal of Statutory Reserves
Effective April 1, 2002, the Companies adopted the new
accounting standard for treasury stock and reversal of statu-
tory reserves (Accounting Standards Board Statement No. 1,
“Accounting Standard for Treasury Stock and Reversal of
Statutory Reserves”, issued by the Accounting Standards Board
of Japan on February 21, 2002). The effect of adopting the
new accounting standard on the consolidated statement of
income for the year ended March 31, 2003 was immaterial.

(r) Reclassifications

Certain prior year amounts have been reclassified to conform
to the current year’s presentation. These change have no impact
on previously reported results of operations or shareholders’

equity.

Note 3—Cash and Cash Equivalents

Reconciliation of cash and deposits shown in the consoli-
dated balance sheets and cash and cash equivalents shown in
the consolidated statements of cash flows at March 31, 2004
and 2003 is as follows:

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Cash and deposits ¥9,684 ¥6,934 $91,626
Less time deposits with maturities
exceeding three months (138) (158) (1,305)
Cash and cash equivalents ¥9,546 ¥6,776 $90,321

Note 4—Securities
The following tables summarize acquisition costs and book
value of securities with available fair value as of March 31,

2004 and 2003:
Available-for-securities:

Millions of yen
2004
Acquisition
Type cost Book value Difference
Equity securities:
with book value (fair value)
exceeding acquisition costs ¥ 9,176 ¥15,444 ¥6,268
with book value (fair value) not
exceeding acquisition costs 889 744 (145)
¥10,065 ¥16,188 ¥6,123
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Millions of yen
2003
Acquisition
Type cost Book value Difference
Equity securities:
with book value (fair value)
exceeding acquisition costs ¥2,055 ¥2,351 ¥ 296
with book value (fair value) not
exceeding acquisition costs 7,414 6,469 (945)
¥9,469 ¥8,820 ¥(649)
Thousands of U.S. dollars
2004
Acquisition
Type cost Book value Difference
Equity securities:
with book value (fair value)
exceeding acquisition costs $86,820 $146,126 $59,306
with book value (fair value) not
exceeding acquisition costs 8,411 7,039 (1,372)

$95,231  $153,165 $57,934

The following tables summarize book value of securities
with no available fair value as of March 31, 2004 and 2003:
Available-for-sale securities:

Thousands of
Millions of yen U.S. dollars
Type 2004 2003 2004
Subordinated debenture ¥1,000 ¥1,000 $ 9,462
Non-listed equity securities 4,501 4,663 42,587

The following table summarizes information of maturities
of available-for-sale debt securities at March 31, 2004
and 2003:

Thousands of
Millions of yen U.S. dollars
Type 2004 2003 2004
Bank debenture
Over five years but within
ten years ¥1,000 ¥1,000 $9,462

Total sales of available-for-sale securities sold in the year
ended March 31, 2004 amounted to ¥3 million ($28 thou-
sand) and the related losses amounted to ¥3 million ($28
thousand). Total sales of available-for-sale securities sold in
the year ended March 31, 2003 amounted to ¥84 million and
the related gains and losses amounted to ¥27 million and ¥0
million, respectively. Total sales of available-for-sale securities
sold in the year ended March 31, 2002 and related gain and
loss was not immaterial.

Total sales and costs of held-to-maturity debt securities
sold in the year ended March 31, 2003 amounted to ¥475
million and ¥500 million, respectively, and the related loss
amounted to ¥25 million.

The Companies changed its investment policies and sold
a portion of subordinated debenture, previously defined as
held-to-maturity debt securities, in the year ended March 31,
2003. In accordance with this change in the policies, residual
subordinated debenture was defined as available-for-sale secu-
rities. The impact of the change on consolidated financial

statements was immaterial.

Note 5—Inventories
Inventories at March 31, 2004 and 2003 are summarized

as follows:
Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Finished goods ¥3,823 ¥3,934 $36,172
Work-in-process 843 1,262 7,976
Raw materials and supplies 4,096 4,553 38,755
Timber 29 34 274
Land for sale 19 19 180
¥8,810 ¥9,802 $83,357

Note 6—Assets Pledged

Assets pledged as collateral for short-term bank loans and
long-term debt totaling ¥1,813 million ($17,154 thousand)
and ¥2,288 million, respectively, at March 31, 2004 and

2003 are as follows:
Thousands of

Millions of yen U.S. dollars

2004 2003 2004
Building ¥ 348 ¥ 413 $ 3,293
Equipment 657 779 6,216
Land 2,182 2,247 20,645
Investments in securities 90 55 852
¥3,277 ¥3,494 $31,006

Note 7—Short-Term Loans and Long-Term Debt
Short-term loans outstanding at March 31, 2004 and 2003
are partially secured with interest of 0.39% to 3.25% per
annum, respectively.

Long-term debt at March 31, 2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Partially secured loans from
banks and unsecured loans from
insurance companies and other
financial institution, 0.32% to
5.20% maturing serially
through 2021 ¥29,001 ¥33,607 $274,397
2.10% unsecured Yen straight
bonds due in 2003 — 5,000 —
1.45% unsecured Yen straight
bonds due in 2005 10,000 10,000 94,616
1.01% unsecured Yen straight
bonds due in 2007 10,000 10,000 94,616
0.51% unsecured Yen straight
bonds due in 2008 10,000 — 94,616
59,001 58,607 558,245
Less current maturities (9,036) (9,454) (85,495)
Total ¥49,965 ¥49,153 $472,750

The annual maturities of long-term debt at March 31,
2004 are as follows:
Thousands of

Year ending March 31, Millions of yen ~ U.S. dollars
2005 ¥ 9,036 $ 85,495
2006 12,886 121,923
2007 7,173 67,868
2008 13,613 128,801
2009 14,254 134,866
2010 and thereafter 2,039 19,292

¥59,001 $558,245

Note 8—Contingent Liabilities

Contingent liabilities at March 31, 2004 for loans guaranteed
by the Companies on behalf of third parties amount to ¥767
million ($7,257 thousand), which includes ¥696 million
($6,585 thousand), the Company’s guarantee portion of
¥52,166 million ($493,576 thousand) loans jointly guaran-
teed by the investors including the Company on behalf of a

joint venture.
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Note 9—Shareholders’ Equity

Under the Japanese Commercial Code (hereafter, “the
Code”), at least 50% of the issue price of new shares is
required to be designated as common stock. The portion
which is not transferred to common stock is determined by
resolution of the Board of Directors. Proceeds not transferred
to common stock are credited to additional paid-in capital,
which is included in capital surplus.

Effective October 1, 2001, the Code was revised that an
amount equal to at least 10% of cash dividends and other
cash appropriations shall be appropriated and set aside as a
legal earnings reserve until the total amount of additional
paid-in capital and legal earnings reserve equals 25% of the
common stock issued. [The total amount of legal earnings
reserve and additional paid-in capital of the Company has
been reached to 25% of common stock, and therefore the
Company is not required to provide legal earnings reserve any
more.] This reserve is not available for dividends, but may
be used to reduce a deficit by resolution of the stockholders’
meeting or may be capitalized by resolution of the Board of
Directors. On condition that the total amount of additional
paid-in capital and legal earnings reserve remains being equals
to or exceeding 25% of common stock, they are available for
distribution by the resolution of stockholders’ meeting.

The maximum amount that the Company can distribute
as dividends is calculated based on the non-consolidated
financial statements of the Company in accordance with the

Code.

Note 10—Income Taxes
The Companies are subject to a number of taxes levied on
income, which, in the aggregate, resulted in normal statutory
income tax rates of approximately 39.5%, 40.8% and 40.8%
for the years ended March 31, 2004, 2003 and 2002,
respectively.

The following table summarizes the significant differences
between the statutory tax rate and the Companies’ effective

tax rate for financial statement purpose for the year ended
March 31, 2003:

2003
Statutory tax rate 40.8%
Non-deductible expenses 1.3
Dividends received not taxable (1.1)
Per capital inhabitants tax 0.6
Adjustment on deferred tax assets due to change in
income tax rate 0.8
Other 2.0
Effective tax rate 44.4%
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Differences between statutory tax rates and the effective tax
rates for the years ended March 31, 2004 and 2002 are not
disclosed as differences are immaterial.

Effective for years commencing on April 1, 2004 or later,
according to the revised local tax law, income tax rates for
enterprise taxes will be reduced as a result of introducing the
assessment by estimation on the basis of the size of business.
Based on the change of income tax rates, for calculation of
deferred income tax assets and liabilities, the Company and
consolidated domestic subsidiaries used the aggregate statu-
tory income tax rates of 40.8% and 39.5% for current items
and non-current items, respectively, at March 31, 2003. As a
result of this change, the amount of deferred tax assets
decreased by ¥52 million, the amount of provision for
income taxes-deferred increased by ¥44 million and the
amount of net unrealized holding loss on securities, net of tax
increased by ¥8 million.

Significant components of deferred income tax assets and
liabilities at March 31, 2004 and 2003 are as follows.

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Current
Deferred income tax assets:
Unrealized gain from sales
of inventories between
the Companies ¥322 ¥293 $3,047
Accrued enterprise taxes 308 212 2,914
Accrued bonuses 768 655 7,266
Other 171 59 1,618
Total deferred income tax assets ~ ¥1,569 ¥1,219 $14,845
Non-current
Deferred income tax assets:
Employees’ severance and
retirement benefits ¥2,331 ¥2,126 $22,055
Retirement benefits for directors
and corporate auditors 351 401 3,321
Unrealized gain from sales
of fixed assets between
the Companies 1,314 1,278 12,433
Net unrealized holding loss
on securities — 256 —
Other 322 391 3,046
Total deferred income tax assets 4,318 4,452 40,855
Deferred income tax liabilities:
Reserve deductible for Japanese
tax purpose (551) (745) (5,213)
Reserve for deferred gain on sales
of fixed assets for tax purpose (652) (660) (6,169)
Net unrealized holding loss
on securities (2,419) —_ (22,888)
Other (28) (34) (265)
Total deferred income tax
liabilities (3,650) (1,439) (34,535)
Net deferred income tax assets ¥668 ¥3,013 $6,320
Net deferred income tax assets ¥2,237 ¥4,232 $21,165

Note 11—Sales to and Purchases from Affiliates
Sales to and purchases from affiliates for the years ended

March 31, 2004, 2003 and 2002 are as follows:
Thousands of

Millions of yen U.S. dollars

2004 2003 2002 2004
Sales ¥33,326 ¥31,952 ¥30,041 $315,318
Purchases 2,938 2,434 1,598 27,798

Note 12—Lease Transactions

Lease transactions for the years ended March 31, 2004 and

2003 are as follows:

Finance lease transactions without ownership transfer to lessee

(a) Purchase price equivalent, accumulated depreciation
equivalent, and book value equivalent:

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Machinery and equipment,
and others

Purchase price equivalent ¥1,974 ¥2,160 $18,677
Accumulated depreciation equivalent 1,204 1,125 11,392
Book value equivalent 770 1,035 7,285

Purchase price equivalent is calculated using the inclusive-
of-interest method.

(b) Lease commitments:
Thousands of

Millions of yen U.S. dollars

2004 2003 2004
Due within one year ¥289 ¥ 324 $2,734
Due after one year 481 711 4,551
¥770 ¥1,035 $7,285

Lease commitments are calculated using the inclusive-of-
interest method.

(c) Lease payments and depreciation equivalent:
Thousands of

Millions of yen U.S. dollars
2004 2003 2002 2004
Lease payments ¥335 ¥302 ¥298 $3,170
Depreciation
equivalent 335 302 298 3,170

(d) Calculation method of depreciation equivalent:
Depreciation equivalent is computed on the straight-line
method over the lease period without residual value.

Operating lease transactions
Lease commitments under non-cancelable operating leases for

the years ended March 31, 2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars

2004 2003 2004
Due within one year ¥ 39 ¥ 39 $ 369
Due after one year 307 346 2,905
¥346 ¥385 $3,274

Note 13—Derivative Transactions

Derivative financial instruments currently utilized by the
Companies include foreign currency forward contracts,
foreign currency options and interest rate swap contracts, all
of which are for hedging purposes.

The Companies use foreign currency forward contracts
and foreign currency options to offset exposure to market
risks arising from changes in foreign exchange rates, and
interest rate swap contracts to lower the interest costs related
to debts and reduce the Companies’ exposure to adverse
movements in interest rates.

Forward foreign exchange contracts, foreign currency
options and interest rate swap contracts are subject to risks
of foreign exchange rate changes and interest rate changes,
respectively.

The derivative transactions are executed and managed by
the Company’s Corporate Planning and Finance Department
in accordance with the established policies and within the
specified limits on the amounts of derivative transactions
allowed. The Manager of the Corporate Planning and Finance
Department reports information on derivative transactions to
the Board of Directors quarterly.

The following summarizes hedging derivative financial
instruments used by the Companies and hedged items:
Hedged items:

Forward foreign exchange  Foreign currency trade

Hedging instruments:

contracts and foreign payables
currency options
Interest rate swap Interest on loans payable

contracts
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The Companies evaluate hedge effectiveness by comparing
the cumulative changes in cash flows from or the changes in
fair value of hedged items and the corresponding changes in
the hedging derivative instruments. If the percentage changes
of hedged items and hedging instruments, approximately
range from 80% to 125%, hedging transactions are considered
to be effective.

The Companies had no outstanding forward foreign
exchange contracts, foreign currency options and interest rate
swap contracts for which hedge accounting had not been
applied at March 31, 2004 and 2003.

Note 14—Employees’ Severance and Retirement Benefits
As explained in Note 2(j), the liabilities and expenses for
severance and retirement benefits are determined based on
the amounts obtained by actuarial calculations.

The liability for severance and retirement benefits included
in the liability section of the consolidated balance sheets as of
March 31, 2004 and 2003 consists of the following:

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Projected benefit obligation ¥(10,327) ¥(9,090)  $(97,710)
Unrecognized actuarial differences 1,065 475 10,077
Less fair value of pension assets 3,297 2,786 31,195
Prepaid pension costs (474) (347) (4,485)
Liability for severance and
retirement benefits ¥ (6,439) ¥(6,176)  $(60,923)

Included in the consolidated statement of income for the
years ended March 31, 2004, 2003 and 2002 are severance
and retirement benefit expenses comprised of the following:

Thousands of
Millions of yen U.S. dollars
2004 2003 2002 2004
Service costs — benefits
earned during the year ¥555 ¥590 ¥ 526 $5,251
Interest cost on projected
benefit obligation 205 208 199 1,940
Expected return on pension
assets (23) (19) (15) (217)
Amortization of actuarial
differences 98 176 85 927
One-time amortization of
prior service costs 94 — 681 889
Severance and retirement
benefit expenses ¥929 ¥955 ¥1,476 $8,790
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The discount rates used by the Companies are mainly 2%,
mainly 2.5% and 2.5% for the years ended March 31, 2004,
2003 and 2002, respectively. The rates of expected return on
pension assets used by the Companies are mainly 1.0%,
mainly 1.0% and 1.0% for the years ended March 31, 2004,
2003 and 2002, respectively. The estimated amount of all
retirement benefits to be paid at the future retirement date
is allocated equally to each service year using the estimated
number of total service years. Actuarial gains/losses are recog-
nized in statement of income using the declining-balance
method over mainly 10 years, beginning the following
fiscal year of recognition, and prior service costs are expensed

as incurred.

Note 15—Segment Information
Business segment information
The Companies are primarily in operation with the following
three businesses.
(1) Pulp related products:
Manufacture and sale of pulp, paper products

(2) Paper process products:
Manufacture and sale of paper process products

(3) Other:
Operations in businesses of timber, construction, manu-
facture and sale of machinery, import and sale of materials
including pulp, real estate, insurance agency, transporta-
tion and warehouse, wholesale of used paper and other.

During the year ended March 31, 2003, the Companies regrouped its business segments as above in order to reflect actual

business circumstances more precisely and to disclose segment business information more obviously. Previously, this business

segment was divided into “Pulp related products” and “Other”, and “Paper process products” was included in “Pulp related

products”. The previously reported business segment information has been restated to conform to current presentation.

Millions of yen
2004
Pulp related Paper process Corporate or
products products Other Total elimination Consolidated
Sales:
Unaffiliated customer ¥129,395 ¥11,754 ¥ 6,430 ¥147,579 ¥ J— ¥147,579
Intersegment 875 75 19,020 19,970 (19,970) —
Net sales 130,270 11,829 25,450 167,549 (19,970) 147,579
Operating expenses 118,760 11,158 24,684 154,602 (20,217) 134,385
Operating income ¥ 11,510 ¥ 671 ¥ 766 ¥ 12,947 ¥ 247 ¥ 13,194
Identifiable assets ¥204,220 ¥ 9,410 ¥14,548 ¥228,178 ¥ (3,222) ¥224,956
Depreciation and amortization ¥ 12,708 ¥ 488 ¥ 399 ¥ 13,595 ¥ (346) ¥ 13,249
Capital expenditures ¥ 15,115 ¥ 1,093 ¥ 324 ¥ 16,532 ¥ (483) ¥ 16,049
Millions of yen
2003
Pulp related Paper process Corporate or
products products Other Total elimination Consolidated
Sales:
Unaffiliated customer ¥124,936 ¥10,864 ¥ 6,356 ¥142,156 ¥ — ¥142,156
Intersegment 918 67 17,226 18,211 (18,211) —
Net sales 125,854 10,931 23,582 160,367 (18,211) 142,156
Operating expenses 116,491 10,346 22,987 149,824 (18,383) 131,441
Operating income ¥ 9,363 ¥ 585 ¥ 595 ¥ 10,543 ¥ 172 ¥ 10,715
Identifiable assets ¥197,065 ¥ 8,261 ¥13,561 ¥218,887 ¥ (5,591) ¥213,296
Depreciation and amortization ¥ 13,460 ¥ 401 ¥ 409 ¥ 14,270 ¥ (333) ¥ 13,937
Capital expenditures ¥ 10,442 ¥ 748 ¥ 1,122 ¥ 12,312 ¥ (516) ¥ 11,796
Millions of yen
2002
Pulp related Paper process Corporate or
products products Other Total elimination Consolidated
Sales:
Unaffiliated customer ¥118,731 ¥10,200 ¥ 7,241 ¥136,172 ¥ — ¥136,172
Intersegment 848 43 19,164 20,055 (20,055) —
Net sales 119,579 10,243 26,405 156,227 (20,055) 136,172
Operating expenses 110,803 9,914 25,600 146,317 (20,209) 126,108
Operating income ¥ 8,776 ¥ 329 ¥ 805 ¥ 9910 ¥ 154 ¥ 10,064
Identifiable assets ¥203,437 ¥ 8,053 ¥14,221 ¥225,711 ¥ (4,821) ¥220,890
Depreciation and amortization ¥ 13,539 ¥ 429 ¥ 439 ¥ 14,407 ¥ (316) ¥ 14,091
Capital expenditures ¥ 14,767 ¥ 410 ¥ 369 ¥ 15,546 ¥ (524) ¥ 15,022
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Thousands of U.S. dollars

2004
Pulp related Paper process Corporate or

products products Other Total elimination Consolidated
Sales:
Unaffiliated customer $1,224,288 $111,212 $ 60,838 $1,396,338 $ — $1,396,338
Intersegment 8,279 710 179,960 188,949 (188,949) —
Net sales 1,232,567 111,922 240,798 1,585,287 (188,949) 1,396,338
Operating expenses 1,123,664 105,573 233,550 1,462,787 (191,286) 1,271,501
Operating income $ 108,903 $ 6,349 $ 7,248 $ 122,500 $ 2,337 $ 124,837
Identifiable assets $1,932,255 $ 89,034 $137,648 $2,158,937 $ (30,486) $2,128,451
Depreciation and amortization $ 120,239 $ 4,617 $ 3,775 $ 128,631 $ (3,274) $ 125,357
Capital expenditures $ 143,013 $ 10,341 $ 3,066 $ 156,420 $ (4,570) $ 151,850

Geographic segment information
Geographic segment information is omitted due to no overseas subsidiaries and significant overseas branches.

Overseas sales information

Overseas sales information is omitted as overseas sales are less than 10% of consolidated net sales.

Note 16—Subsequent Event

The followings are approved at the annual shareholders’ (b) Payment of bonuses to directors of ¥67 million ($634
meeting of the Company held on June 29, 2004: thousand)
The 0.92% unsecured yen straight bonds in the aggre-
(a) Payment of a cash dividend of ¥6.00 ($0.06) per share to gate principal amount of ¥10,000 million ($94,616 thou-
shareholders as of March 31, 2004 or a total of ¥984 mil- sand) due in 2009 were issued by the Company on June
lion ($9,310 thousand). 22,2004.

RS 56

Independent Auditors’ Report

To the Shareholders and Board of Directors of
HOKUETSU PAPER MILLS, LTD.:

We have audited the accompanying consolidated balance sheets of HOKUETSU PAPER MILLS, LTD. (a Japanese corporation)
and consolidated subsidiaries as of March 31, 2004 and 2003, and the related consolidated statements of income, shareholders’
equity and cash flows for each of the three years in the period ended March 31, 2004, expressed in Japanese yen. These consoli-
dated financial statements are the responsibility of the Company’s management. Our responsibility is to independently express
an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of HOKUETSU PAPER MILLS, LTD. and subsidiaries as of March 31, 2004 and 2003, and the consolidated
results of their operations and their cash flows for each of the three years in the period ended March 31, 2004, in conformity
with accounting principles generally accepted in Japan.

Without qualifying our opinion, we draw attention to the following.
As discussed in Note 2(e) to the consolidated financial statements, effective April 1, 2001, HOKUETSU PAPER MILLS,
LTD. and domestic subsidiaries adopted the new Japanese accounting requirement for available-for-sale securities with
available fair market values under the accounting standard for financial instruments, which was adopted in the previous year.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31,

2004 are presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts
and, in our opinion, such translation has been made on the basis described in Note 1 to the consolidated financial statements.

APr1g Cgam x Co.

Tokyo, Japan
June 29, 2004
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Non-Consolidated Balance Sheets
|
HOKUETSU PAPER MILLES, LTD.

March 31, 2004 and 2003

Thousand of Thousand of
U.S. dollars U.S. dollars
Millions of yen (Note 1) Millions of yen (Note 1)
ASSETS 2004 2003 2004 LIABILITIES AND SHAREHOLDERS’ EQUITY 2004 2003 2004
CURRENT ASSETS: CURRENT LIABILITIES:
Cash and deposits ¥ 6,239 ¥ 3520 $ 59,031 Short-term loans (Note 6) ¥ 17,800 ¥ 18,400 $ 168,417
Notes and accounts receivable: Current maturities of long-term debt (Note 6) 8,330 8,748 78,815
Trade 29,909 28,773 282,988 Notes and accounts payable:
Subsidiaries and affiliates 13,842 13,739 130,968 Trade 11,662 11,445 110,342
Other 261 353 2,469 Subsidiaries and affiliates 1,692 3,265 16,009
Allowance for doubtful accounts (30) (30) (284) Other 4,330 1,691 40,969
Inventories (Note 4) 6,268 7,759 59,306 Income taxes payable (Note 10) 3,190 2,057 30,183
Prepaid expenses and other (Note 10) 2,966 2,107 28,063 Accrued expenses 4,683 4,510 44,309
TOTAL CURRENT ASSETS 59,455 56,221 562,541 Other 1,738 1,954 16,444
TOTAL CURRENT LIABILITIES 53,425 52,070 505,488
LONG-TERM LIABILITIES:
Long-term debt (Note 6), less current maturities 48,396 46,726 457,905
PROPERTY, PLANT AND EQUIPMENT: Employees’ severance and retirement benefits 5,635 5,426 53,316
Land and timberland 8,292 7,986 78,456 Retirement benefits for directors and corporate auditors 750 834 7,096
Buildings and structures 44,546 43,620 421,478 Other 1,151 144 10,891
Machinery and equipment 237,689 234,048 2,248,926
Construction in progress 9,527 4,929 90,141 CONTINGENT LIABILITIES (Note 7)
300,054 290,583 2,839,001
Less accumulated depreciation (188,168) (180,458) (1,780,377) SHAREHOLDERS’ EQUITY:
NET PROPERTY, PLANT AND EQUIPMENT 111,886 110,125 1,058,624 Common stock (Note 8):
authorized—260,000,000 shares;
issued and outstanding—164,052,054 shares 26,821 26,821 253,770
Capital surplus:
Additional paid-in capital (Note 8) 25,094 25,094 237,430
INVESTMENTS AND OTHER ASSETS: 25,094 25,094 237,430
Investments in securities (Note 5) 21,311 14,180 201,637 Retained earnings:
Investments in and receivables from subsidiaries and affiliates (Note 3) 5,117 4,018 48,415 Legal earnings reserve (Note 9) 2,260 2,260 21,383
Long-term loans receivable 332 347 3,141 Other retained earnings 37,218 33,256 352,143
Guarantee deposits 2,845 3,065 26,918 39,478 35,516 373,526
Other (Note 10) 3,759 4,577 35,567 Net unrealized holding gain (loss) on securities, net of tax 3,686 (389) 34,876
Allowance for doubtful accounts (328) (340) (3,103) Treasury stock (59) (49) (558)
TOTAL INVESTMENTS AND OTHER ASSETS 33,036 25,847 312,575 TOTAL SHAREHOLDERS’ EQUITY 95,020 86,993 899,044
¥204,377 ¥192,193  $1,933,740 ¥204,377 ¥192,193 $1,933,740

The accompanying notes are an integral part of these statements.
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Non-Consolidated Statements of Income
|
HOKUETSU PAPER MILLES, LTD.

Years ended March 31, 2004, 2003 and 2002

Thousand of
U.S. dollars
Millions of yen (Note 1)
2004 2003 2002 2004
NET SALES (Note 11) ¥130,326  ¥125,763  ¥119,477 $1,233,097
COST OF SALES (Note 11) 101,204 99,601 94,626 957,555
Gross Profit 29,122 26,162 24,851 275,542
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 18,016 17,354 16,543 170,461
Operating Income 11,106 8,808 8,308 105,081
OTHER INCOME (EXPENSES):
Interest and dividend income 324 371 432 3,065
Interest expenses (923) (1,178) (1,375) (8,733)
Loss on devaluation of investments in securities — (4,055) (2,580) —
Loss on disposal of property, plant and equipment (1,103) (525) (1,124) (10,436)
One-time amortization of prior service costs 94) — (681) (889)
Other, net 259 639 788 2,450
(1,537) (4,748) (4,540) (14,543)
INCOME BEFORE INCOME TAXES 9,569 4,060 3,768 90,538
INCOME TAXES (Note 10):
Current 4,472 2,558 957 42,312
Deferred (568) (785) 554 (5,374)
3,904 1,773 1,511 36,938
NET INCOME ¥ 5,665 ¥ 2,287 ¥ 2257 $ 53,600
U.S. dollars
Yen (Note 1)
2004 2003 2002 2004
Amounts per share of common stock (Note 2):
Net income ¥34.14 ¥13.56 ¥13.76 $0.32
Diluted net income —_ — — —_
Cash dividends applicable to the year 10.00 10.00 10.00 0.09

The accompanying notes are an integral part of these statements.
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Non-Consolidated Statements of Shareholders’ Equity
______________________________________________________________________________________________________________________|
HOKUETSU PAPER MILLES, LTD.

Years ended March 31, 2004, 2003 and 2002

Millions of yen
Number of Common Aggiictii—?sal ezf;ﬁ%ilgs rg;i}:ferd hol(Ii\iIsrgL;irr:a(lli(z)zg on  Treasury
shares stock capital reserve carnings securities, net of tax stock
Balance at March 31, 2001 164,052,054 ¥26,821 ¥25,094 ¥2,154 ¥32,231 ¥ — ¥ (1)
Net income — — — — 2,257 — —
Adoption of new accounting standard
for financial instruments — — — — — (683) —
Purchases of treasury stock, net — — — — — — (6)
Cash dividends paid (¥10.00 per share) — — — — (1,641) — —
Transfer to legal earnings reserve
(Note 9) — — — 106 (106) — —
Bonuses to directors — — — — (70) — —
Balance at March 31, 2002 164,052,054 26,821 25,094 2,260 32,671 (683) (7)
Net income — — — — 2,287 — —
Adjustment of net unrealized holding
gain on securities, net of tax — — — — — 294 —
Purchases of treasury stock, net — — — — — — (42)
Cash dividends paid (¥10.00 per share) — — — — (1,639) — —
Bonuses to directors — — — — (63) — —
Balance at March 31, 2003 164,052,054 26,821 25,094 2,260 33,256 (389) (49)
Net income —_ — — — 5,665 — —
Adjustment of net unrealized holding
gain on securities, net of tax — — — — — 4,075 —
Purchases of treasury stock, net — — — — — — (10)
Cash dividends paid (¥10.00 per share) — — — — (1,640) — —
Bonuses to directors — — — — (63) — —
Balance at March 31, 2004 164,052,054 ¥26,821 ¥25,094 ¥2,260 ¥37,218 ¥3,686 ¥(59)
Thousands of U.S. dollars (Note 1)
Additional Legal Other Net unrealized
Number of Common paid-in earnings retained  holding gain (loss) on  Treasury
shares stock capital reserve earnings  securities, net of tax stock
Balance at March 31, 2003 164,052,054  $253,770  $237,430 $21,383  $314,656 $ (3,681) $(464)
Net income — — — — 53,600 — —
Adjustment of net unrealized holding
gain on securities, net of tax — — — — — 38,557 —
Purchases of treasury stock, net — — — — — — (94)
Cash dividends paid ($0.09 per share) — — — — (15,517) — —
Bonuses to directors — — — — (596) — —
Balance at March 31, 2004 164,052,054 $253,770 $237,430 $21,383  $352,143 $34,876 $(558)

The accompanying notes are an integral part of these statements.
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Notes to Non-Consolidated Financial Statements
|

HOKUETSU PAPER MILLES, LTD.

Note 1—Basis of Presenting Non-consolidated
Financial Statements
The accompanying non-consolidated financial statements
have been prepared in accordance with the provisions set
forth in the Japanese Securities and Exchange Law and its
related accounting regulations, and in conformity with
accounting principles generally accepted in Japan (hereafter,
“Japanese GAAP”), which are different in certain respects as
to application and disclosure requirements of International
Financial Reporting Standards. The accompanying non-
consolidated financial statements include the accounts of
Hokuetsu Paper Mills, Ltd. (hereafter, “the Company”) only.
Investments in subsidiaries and affiliated companies are not
consolidated or accounted for using the equity method. They
are stated at costs.

The accompanying non-consolidated financial statements
have been restructured and translated into English (with some
expanded descriptions and the inclusion of non-consolidated
statements of sharcholders’ equity) from the non-consolidated
financial statements of the Company prepared in accordance
with Japanese GAAP and filed with the appropriate Local
Finance Bureau of the Ministry of Finance as required by the
Securities and Exchange Law. Some supplementary information
included in the statutory Japanese language non-consolidated
financial statements, but not required for fair presentation,
is not presented in the accompanying non-consolidated
financial statements.

The translations of the Japanese yen amounts into U.S.
dollars are included solely for the convenience of readers out-
side Japan, using the prevailing exchange rate at March 31,
2004, which was ¥105.69 to U.S. $ 1.00. The convenience
translations should not be construed as representations that
the Japanese yen amounts have been, could have been, or
could in the future be, converted into U.S. dollars at this or
any other rate of exchange.

Note 2—Summary of Significant Accounting Policies
(a) Impairment for Fixed Assets

In the year ended March 31, 2004, the Company did not
adopt early the new accounting standard for impairment

of fixed assets (“Opinion Concerning Establishment of
Accounting Standard for Impairment of Fixed Assets” issued
by the Business Accounting Deliberation Council on August
9, 2002) and the implementation guidance for the account-
ing standard for impairment of fixed assets (the Financial
Accounting Standard Implementation Guidance No. 6 issued
by the Accounting Standards Board of Japan on October
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31, 2003). The new accounting standard is required to be
adopted in periods beginning on or after April 1, 2005, but
the standard does not prohibit earlier adoption. The Com-
pany does not believe that adoption of this new accounting
standard will have a material impact on its non-consolidated

financial statements.

(b) Translation of Foreign Currencies

Monetary assets and liabilities denominated in foreign cur-
rencies are translated into Japanese yen at the exchange rates
at the balance sheet date with the resulting gain or loss
included in the current statements of income.

(c) Securities
Under Japanese accounting standard for financial instruments,
all companies are required to examine the intent of holding
each security and classify those securities as (a) securities held
for trading purposes (hereafter, “trading securities”), (b) debt
securities intended to be held to maturity (hereafter, “held-to-
maturity debt securities”), (c) equity securities issued by sub-
sidiaries and affiliates, or (d) all other securities that are not
classified in any of the above categories (hereafter, “available-
for-sale securities”). The Company did not have the securities
defined as (a) above in the years ended March 31, 2004,
2003 and 2002. Also, the Company had no securities defined
as (b) above in the years ended March 31, 2004 and 2003.

Held-to-maturity debt securities are stated using the
amortized interest cost method. Equity securities issued by
subsidiaries and affiliates are stated at the moving-average cost.

If the market value of held-to-maturity debt securities,
equity securities issued by subsidiaries and affiliates, and
available-for-sale securities, declines significantly, such securi-
ties are stated at fair market value and the difference between
fair market value and the carrying amount is recognized as
loss in the period of the decline. Debt securities with no avail-
able fair market value are stated at the amortized cost, net of
the amount considered not collectible. If the fair market
value of equity securities is not readily available, such securities
should be written down to net asset value with a correspond-
ing charge in the statement of income in the event net asset
value declines significantly. In these cases, such fair market
value or the net asset value will be the carrying amount of the
securities at the beginning of the next year.

Held-to-maturity debt securities and available-for-sale
securities maturing within one year from the balance sheet
date are included in current assets, and other securities are

included in investments and other assets.

Effective April 1, 2001, available-for-sale securities with
available fair market values are stated at fair market value.
Unrealized gain and loss on these securities are reported, net
of applicable income taxes, as a separate component of share-
holders” equity. Realized gain and loss on sale of such securities
are computed using the moving-average cost.

In the year ended March 31, 2002, as a result of adopting
the new accounting standard for market valuation of available-
for-sale securities, net unrealized holding loss on securities,
net of tax and deferred income tax assets amounted to ¥683
million and ¥471 million, respectively.

(d) Inventories

Inventories are stated at cost. Cost is determined by the
monthly average method for raw materials, supplies and fin-
ished goods. Cost of work-in-process is determined using the
FIFO (first-in, first-out) method. The specific identification
method is used to determine the cost of timber.

(e) Property, Plant and Equipment

Property, plant and equipment are stated at cost. Buildings
owned by the Company, machinery and equipments exclud-
ing pulp manufacturing and steam generator equipments
located in Niigata Mill, and fiber board manufacturing
equipments located in Nagaoka Mill are depreciated using
the straight-line method over the useful lives prescribed by
the Japanese tax regulations. The other tangible fixed assets
are depreciated using the declining-balance method at rates
determined based on the useful lives prescribed by the Japan-
ese tax regulations. The cost and accumulated depreciation
applicable to assets retired or disposed of are eliminated from
the related accounts and the gain or loss on the disposal is
credited or charged to income.

Expenditures for new facilities and those that substantially
increase the useful lives of existing plant and equipment are
capitalized. Maintenance, repair and minor renewals are
charged to expenses as incurred.

(f) Allowance for Doubtful Accounts

The Company provides the allowance for doubtful accounts

in an amount sufficient to cover probable losses on collection
by estimating individually uncollectible amounts in addition

to applying an actual rate of bad debts incurred in the past.

(g) Finance Leases
Finance leases, except those leases for which the ownership of
the leased assets is considered to be transferred to the lessee,

are accounted for in the same manner as operating leases.

(h) Employees’ Severance and Retirement Benefits
Employees severing their connections with the Company on
retirement or otherwise are entitled, in most circumstances,
to a lump-sum severance payment and annuity payments
based on current rates of pay, length of service and certain
other factors. Most employees are covered by two retirement
benefit plans, an unfunded lump-sum severance payment plan
and a funded non-contributory defined benefit pension plan.

The liabilities and expenses for severance and retirement
benefits are determined based on the amounts actuarially
calculated using certain assumptions.

The Company provided allowance for employees’ severance
and retirement benefits based on the estimated amounts of
projected benefit obligation and the fair value of the pension
assets at the balance sheet date.

Actuarial gains or losses are recognized as income or
expenses using the declining-balance method in the specific
period (10 years) within the average of the estimated remain-
ing service lives commencing with the following period. Prior
service costs are expensed as incurred.

(1) Retirement Benefits for Directors and Corporate
Auditors
Directors who are the members of the Board of Directors and
corporate auditors severing their connections with the Com-
pany upon retirement or otherwise are entitled, in most
circumstances, to lump-sum severance payments based on
current rates of pay, length of services and certain other fac-
tors, including contributions to the Company. The Company
accrues 100% of obligations based on the Company’s rules
under the assumption that all directors and corporate auditors
retired at the balance sheet date.

(j) Issuance Costs of Bonds

Issuance costs of bonds are expensed as incurred.

(k) Derivatives and hedge accounting

The Company states derivative financial instruments at fair
value and recognizes changes in the fair value as gain or loss
unless derivative financial instruments are used for hedging
purposes.

If derivative financial instruments are used as hedges and
meet certain hedging criteria, the Company defers recogni-
tion of gain or loss resulting from changes in fair value of
derivative financial instruments until the related loss or gain
on the hedged items is recognized.

Also, if interest rate swap contracts are used as hedges and

meet certain hedging criteria, the net amount to be paid or
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received under the interest rate swap contract is added to or
deducted from the interest on the assets or liabilities for
which the swap contract was executed.

(1) Income Taxes

The Company recognizes tax effects of temporary differences
between the carrying amounts of assets and liabilities for tax
and financial reporting. The provision for income taxes is
computed based on the pretax income included in the non-
consolidated statements of income. The asset and liability
approach is used to recognize deferred tax assets and liabilities
for the expected future tax consequences of temporary
differences.

(m)Bonuses to Directors and Corporate Auditors
Bonuses to directors and corporate auditors are subject to
approval by the sharcholders’ meeting and are accounted for
as an appropriation of retained earnings for the period in
which payment is made.

(n)Per Share Information

Net income per share is computed based upon the average
number of shares of common stock outstanding during each
year. The Company has not had any notes with warrants or
convertible bonds for the years ended March 31, 2004, 2003
and 2002.

Effective April 1, 2002, the Company adopted the new
accounting standard for earnings per share and related guidance
(Accounting Standards Board Statement No. 2, “Accounting
Standard for Earnings Per Share” and Financial Standards
Implementation Guidance No. 4, “Implementation Guidance

for Accounting Standard for Earnings Per Share”, issued
by the Accounting Standards Board of Japan on September
25, 2002).

Earnings per share for the year ended March 31, 2002
would have been reported as follows, if this new accounting
standard were applied retroactively.

2002

Net income ¥13.37

Diluted net income —

Cash dividends per share have been presented on an
accrual basis and include dividends to be approved after the
balance sheet date, but applicable to the year then ended.

(0)Accounting Standard for Treasury Stock and
Reversal of Statutory Reserves
Effective April 1, 2002, the Company adopted the new
accounting standard for treasury stock and reversal of statu-
tory reserves (Accounting Standards Board Statement No. 1,
“Accounting Standard for Treasury Stock and Reversal of
Statutory Reserves”, issued by the Accounting Standards Board
of Japan on February 21, 2002). The effect of adopting the
new accounting standard on the non-consolidated statement
of income for the year ended March 31, 2003 was immaterial.

(p)Reclassifications

Certain prior year amounts have been reclassified to conform
to the current year’s presentation. These changes had no
impact on previously reported results of operations or
shareholders’ equity.

Note 3—Equity Securities Issued by Subsidiaries and Affiliates
At March 31, 2004 and 2003 book value, market value and net unrealized gain (loss) of equity securities issued by affiliates, with

available market values, are as follows:

Millions of yen Thousands of U.S. dollars
2004 2003 2004
Unrealized Unrealized Unrealized
Book value  Market value  gain (loss) Book value  Market value  gain (loss) Book value  Market value  gain (loss)
Equity securities issued by affiliates ¥— y— ¥— ¥36 ¥414 ¥378 $— $— $—

Equity securities issued by subsidiaries had no available market values.
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Note 4—Inventories
Inventories at March 31, 2004 and 2003 are summarized as

follows:
Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Finished goods ¥2,477 ¥3,123 $23,436
Work-in-process 594 767 5,621
Raw materials and supplies 3,197 3,868 30,249
Timber — 1 —
¥6,268 ¥7,759 $59,306

Note 5—Assets Pledged
Assets pledged as collateral for long-term debt of the subsidiary
to the amount of ¥100 million ($832 thousand) at March 31,

2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Investments in securities ¥90 ¥55 $852

Note 6—Short-Term Loans and Long-Term Debt
All of short-term loans outstanding at March 31, 2004 and
2003 are unsecured with interest of 0.39% to 0.60% per
annum, respectively.

Long-term debt at March 31, 2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Unsecured loans from banks,
insurance companies and other
financial institutions, 0.72% to
5.20%, maturing serially
through 2021 ¥26,726 ¥30,474 $252,872
2.10% unsecured Yen straight
bonds due in 2003 — 5,000 —
1.45% unsecured Yen straight
bonds due in 2005 10,000 10,000 94,616
1.01% unsecured Yen straight
bonds due in 2007 10,000 10,000 94,616
0.51% unsecured Yen straight
bonds due in 2008 10,000 — 94,616
56,726 55,474 536,720
Less current maturities (8,330) (8,748) (78,815)
Total ¥48,396 ¥46,726  $457,905

The annual maturities of long-term debt at March 31,
2004 are as follows:
Thousands of

Year ending March 31, Millions of yen ~ U.S. dollars
2005 ¥ 8,330 $ 78,815
2006 12,453 117,826
2007 6,852 64,831
2008 13,302 125,859
2009 14,053 132,964
2010 and thereafter 1,736 16,425

¥56,726 $536,720

Note 7—Contingent Liabilities

Contingent liabilities at March 31, 2004 for loans guaranteed
by the Company on behalf of its subsidiaries, affiliates and
third parties amount to ¥2,049 million ($19,387 thousand),
which includes ¥696 million ($6,585 thousand), the Com-
pany’s guarantee portion of ¥52,166 million ($493,576 thou-
sand) loans jointly guaranteed by the investors including the
Company on behalf of a joint venture.

Note 8—Common Stock and Additional Paid-In Capital
Under the Japanese Commercial Code (hereafter, “the Code”),
at least 50% of the issue price of new shares is required to be
designated as common stock. The portion which is not trans-
ferred to common stock is determined by resolution of the
Board of Directors. Proceeds not transferred to common
stock are credited to additional paid-in capital.

Note 9—Legal Earnings Reserve

Effective October 1, 2001, the Code was revised that an
amount equal to at least 10% of cash dividends and other
cash appropriations shall be appropriated and set aside as a
legal earnings reserve until the total amount of additional
paid-in capital and legal earnings reserve equals 25% of the
common stock issued. [The total amount of legal earnings
reserve and additional paid-in capital of the Company has
been reached to 25% of common stock, and therefore the
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Company is not required to provide legal earnings reserve any
more.] This reserve is not available for dividends, but may

be used to reduce a deficit by resolution of the stockholders’
meeting or may be capitalized by resolution of the Board of
Directors. On condition that the total amount of additional
paid-in capital and legal earnings reserve remains being equal
to or exceeding 25% of common stock, they are available for
distribution by the resolution of stockholders’ meeting.

Note 10—Income Taxes

The Company is subject to a number of taxes levied on income,

which, in the aggregate, resulted in normal statutory income

tax rates of approximately 39.5%, 40.8% and 40.8% for the

years ended March 31, 2004, 2003 and 2002, respectively.
The following table summarizes the significant differences

between the statutory tax rate and the Company’s effective

tax rate for financial statement purpose for the year ended
March 31, 2003:

2003
Statutory tax rate 40.8%
Non-deductible expenses 1.2
Dividends received not taxable (1.4)
Per capital inhabitants tax 0.6
Adjustment on deferred tax assets due to change in

income tax rate 0.9

Other 1.6
Effective tax rate 43.7%

Differences between statutory tax rates and the effective tax
rates for the years ended March 31, 2004 and 2002 are not
disclosed as differences are immaterial.

Effective for years commencing on April 1, 2004 or later,
according to the revised local tax law, income tax rates for
enterprise taxes will be reduced as a result of introducing the
assessment by estimation on the basis of the size of business.
Based on the change of income tax rates, for calculation of
deferred income tax assets and liabilities, the Company used
the aggregate statutory income tax rates of 40.8% and 39.5%
for current items and non-current items, respectively, at
March 31, 2003. As a result of this change, the amount of
deferred tax assets which are included in “Other” in invest-
ments and other assets section decreased by ¥45 million, the
amount of provision for income taxes-deferred increased by
¥36 million and the amount of net unrealized holding loss
on securities, net of tax increased by ¥8 million.
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Significant components of deferred income tax assets and
liabilities as of March 31, 2004 and 2003 are as follows:

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Current
Deferred income tax assets:
Accrued enterprise taxes ¥ 276 ¥ 165 $ 2,611
Accrued bonuses 413 330 3,908
Other 118 57 1,117
Total deferred income tax assets ¥ 807 ¥ 552 $ 7,636
Non-current
Deferred income tax assets:
Employees’ severance and
retirement benefits ¥2,076 ¥1,881 $19,642
Retirement benefits for directors
and corporate auditors 296 330 2,801
Net unrealized holding loss
on securities — 254 —
Other 277 331 2,621
Total deferred income tax assets 2,649 2,796 25,064
Deferred income tax liabilities:
Reserve deductible for Japanese
tax purpose (552) (745) (5,223)
Reserve for deferred gain on sales
of fixed assets for tax purpose (652) (660) (6,169)
Net unrealized holding gain on
securities (2,406) — (22,765)
Other (28) (32) (265)
Total deferred income tax
liabilities (3,638) (1,437) (34,422)
Net deferred income tax
assets (liabilities) ¥ (989) ¥1,359 $ (9,358)
Net deferred income tax
assets (liabilities) ¥ (182) ¥1,911 $(1,722)

The total of current deferred income tax assets are included
in “Prepaid expenses and other” in the current assets section.
Non-current net deferred income tax liabilities and assets are
included in “Other” in the non-current liabilities section and
“Other” in investments and other assets section on the balance
sheets as of March 31, 2004 and 2003, respectively.

Note 11—Sales to and Purchases from Subsidiaries
and Affiliates

Sales to and purchases from subsidiaries and affiliates for the

years ended March 31, 2004, 2003 and 2002 are as follows:

Thousands of
Millions of yen U.S. dollars
2004 2003 2002 2004
Sales ¥33,380 ¥32,032 ¥30,099 $315,829
Purchases 24,933 23,911 22,794 235,907

Note 12—Lease Transactions
Lease transactions for the years ended March 31, 2004 and
2003 are as follows:
Finance lease transactions without ownership transfer to lessee
(a) Purchase price equivalent, accumulated depreciation
equivalent and book value equivalent:
Thousands of

Millions of yen U.S. dollars
2004 2003 2004
Machinery and equipment,
and others

Purchase price equivalent ¥1,417 ¥1,574 $13,407

Accumulated depreciation
equivalent 958 890 9,064
Book value equivalent 459 684 4,343

Purchase price equivalent is calculated using the inclusive-
of-interest method.

(b) Lease commitments:

Thousands of
Millions of yen U.S. dollars
2004 2003 2004
Due within one year ¥186 ¥228 $1,760
Due after one year 273 456 2,583
¥459 ¥684 $4,343

Lease commitments are calculated using the inclusive-of-
interest method.

(c) Lease payments and depreciation equivalent:
Thousands of

Millions of yen U.S. dollars

2004 2003 2002 2004
Lease payments ¥228 ¥226 ¥235 $2,157
Depreciation equivalent 228 226 235 2,157

(d) Calculation method of depreciation equivalent:
Depreciation equivalent is computed on the straight-line
method over the lease period without residual value.

Operating lease transactions

Lease commitments under non-cancelable operating leases for

the years ended March 31, 2004 and 2003 are as follows:
Thousands of

Millions of yen U.S. dollars

2004 2003 2004
Due within one year ¥ 39 ¥ 39 $ 369
Due after one year 307 346 2,905
¥346 ¥385 $3,274

Note 13—Subsequent Event
The followings are approved at the annual sharecholders’ meeting
of the Company held on June 29, 2004:

(a) Payment of a cash dividend of ¥6.00 ($0.06) per share
to shareholders as of March 31, 2004, or a total of ¥984
million ($9,310 thousand).

(b) Payment of bonuses to directors of ¥67 million ($634
thousand).

The 0.92% unsecured yen straight bonds in the aggregate

principal amount of ¥10,000 million ($94,616 thousand)
due in 2009 were issued by the Company on June 22, 2004.
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Independent Auditors’ Report

To the Shareholders and Board of Directors of
HOKUETSU PAPER MILLS, LTD.:

We have audited the accompanying non-consolidated balance sheets of HOKUETSU PAPER MILLS, LTD. (a Japanese
corporation) as of March 31, 2004 and 2003, and the related non-consolidated statements of income and shareholders’ equity
for each of the three years in the period ended March 31, 2004, expressed in Japanese yen. These non-consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to independently express an opinion on
these non-consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material respects, the non-
consolidated financial position of HOKUETSU PAPER MILLS, LTD. as of March 31, 2004 and 2003, and the non-consolidated
results of their operations for each of the three years in the period ended March 31, 2004, in conformity with accounting
principles generally accepted in Japan.

Without qualifying our opinion, we draw attention to the following,.
As discussed in Note 2(c) to the non-consolidated financial statements, effective April 1, 2001, HOKUETSU PAPER
MILLS, LTD. adopted the new Japanese accounting requirement for available-for-sale securities with available fair market
values under the accounting standard for financial instruments, which was adopted in the previous year.

The U.S. dollar amounts in the accompanying non-consolidated financial statements with respect to the year ended March

31, 2004 are presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts
and, in our opinion, such translation has been made on the basis described in Note 1 to the non-consolidated financial statements.

KPMG ghen s o

Tokyo, Japan
June 29, 2004
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