A B SR AR N =71 it
20065F3A% —EMOHE |




_%%&Eﬂgﬁémﬁﬁ?6ﬁ¥ﬁ&thk%ifﬁbfﬁ 2

7a 74—
Profile

190745, LB AT, BORELE At LT Sh L7,
PEME, MO, BB O B 2 S, X542 LVWREZHBELTVES
Bl Sk, 741 54— DR B 2 0% E MBI 5 W T Al ok
SHICELET, 2 bid. BERIOMA L EVET THHES
272, FEOMFIE, WO EOZ0ID, 20 TR & THY

Hokuetsu Paper Mills, Ltd. was established in 1907 as a papgrb
producer. Today, with core operations in printing paper, paperboard and
specialty paper, the Company is continually enhancing its operating
efficiency and profitability. Renowned for its state-of-the-art technology,
Hokuetsu Paper Mills paﬁvides customers with a stable supply of high-
quality proo‘icts. The Cémpany is committed to contributing to the 21st
century society as a corporate entity by protecting the global environment
through resource preservation and afforestation.
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Consolidated Financial Highlights

200653 A31RICHET LA-15RM
Year ended March 31

BhEH FKRILGEE)
Wpei o4 st Sl
(B252) i (B350
Millions of yen 0.3 SoTars ote)
(exceap;]gsgtsshare) % change (exceapr;gsgtssham)
2006 2005 2006/2005 2006
KAt For the year
5t ks Net sales ¥ 153,692 ¥ 151,205 1.6% $ 1,308,351
e oy 3| Pas Operating income 6,932 12,909 A46.3 59,011
BRI Ordinary income 7,205 12,548 2426 61,338
W) 25 Net income 3,238 6,959 A53.5 27,564
ROE Return on equity 2.9% 6.7% A\3.8 points 2.9%
1B%720: Per share data
R Net income ¥19.31 ¥ 41.92 A53.9% $0.16
B 24 4x Cash dividends 12.00 12.00 00.0 0.10
SRR AR ¢ At year-end
WBEE Total assets ¥ 232,486 ¥ 221,438 4.9% $ 1,979,110
BARLE Total shareholders' equity 112,800 107,212 5.2% 960,245

RS K PVSERIE, fEE 2006 £3A31BREDRRINDAETIS TOMEET 00K FL=117 47ATHELTVE T,
Note: U.S. dollar amounts are converted from Japanese yen for convenience only, at the rate of ¥117.47 to U.S.$1.00, the approximate exchange rate prevailing on March 31, 2006.
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Pulp and paper manufacturing business

o LEmL ;
Composition of sales 8 " Z %

RO Lo BEE F5E

Paper processing business

ST AR
Composition of sales 8 " 8%

ZDMDFZE

Other businesses

Polla 104 ‘ |
Composition of sales [ O %

Hokuetsu Paper Mills, Ltd.

FEFEm Main Products

AT Printing paper

I—HE Coated paper

PR T Light weight coated paper
AR Wood free paper

R Ground wood (medium grade) paper

BItRHE White paperboard

7—hKRA Art post
TR EIARE Ivory board
TR EIAGEE Card board
a—HER—V Duplex board

ST Specialty paper

IT B IT-related materials
TEHIRE Industrial paper

TRk Communication paper

T WA AR Design paper

BREL IR b Mixed materials for molding
Fx A —MHk Cast-coated paper

SWoh—kr R AR 4

Milk cartons Paper containers for various types of liquid

S=x—hk 7 34— ML
Laminated paper Laminated paper

i fohh— KA LBER

]
Packaging Food containers, cosmetic cases

EYRRATH+—LA MR, SN - T — )b

Business forms and
pUstnesslionn st Report paper, label seals

e HHEREREYE 2 — T4 > 7
Functional materials Various types of functional
coating products

IRIBER A REBRBE IS RE T
Environmentally-friendly Various types of environmentally-
products friendly products

PN ESE S

AR HMENE - Aot - B
X - ERER

Z fth

Wood business

Construction, machinery production,
sales and maintenance

Transportation and warehousing business

Others

ﬁJ:EI_ (B7A wMillions of yen)
Sales

129,395 132,152 133,951

2004/3  2005/3  2006/3

ﬁJ:.l% (B Millions of yen)
Sales 13,474

11,754 12‘09 ‘

2004/3  2005/3  2006/3

%J:E (B7A  Millions of yen)
Sales

6,430 6,644 6,267

2004/3  2005/3  2006/3

EEWE  Business Overview
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Printing paper is the core operation of Hokuetsu Paper Mills
Group. The Group concentrates on its business with printing and
communication paper, which is in the highest demand of all
printing paper. The Group has achieved a high growth rate by
giving especially high priority to coated paper, which has a fast-
growing demand.

The Company’s white paperboard boasts the No.2 share in
the industry and is a stable product field. Its product lineup
can support all possible uses, including packaging,
commercial printed matters, publications and processed
stencils.

The Company has selected and diversified products in the
field of specialty paper that has small lots, various other
products and high added-value products that closely
match customer needs. Not to be restricted by the concept
of general paper, the Company supplies “functional
materials,” including glass fiber filters that are used in
clean rooms in semiconductor plants, and mixed materials
with resin and paper that have been attracting attention as
environmentally-friendly products.

The paper processing business is mainly carried out by Hokuetsu
Package Co., Ltd., with milk cartons accounting for half of its sales.
The company distinguishes its milk cartons from those of other firms
by using its advanced technology, thorough quality management,
history management utilizing information systems and its transport
system that is kind to the environment. It has focused on the design
field in recent years and completed a structure that enables it to
handle both printing design and form design in-house. As a result,
the company makes integrated proposals covering all processes to
the completion of products, satisfying needs of customers through
supply chain management (SCM).

Hokuetsu Package is also aggressively pushing forward with
overseas operations. It has signed agreements with Kosaido
Co., Ltd. and three Chinese firms on the establishment of a joint
venture company (Samsung Hokuetsu Kosaido Packaging Co.,
Ltd.) to turn out packaging products in Shandong Province, with
a view to starting up the joint venture in spring 2007. The new
firm is Hokuetsu Package's second joint venture, following the
one in Shanghai (Totaku Shanghai Electric Materials Co., Ltd.)

Various business activities are carried out by the group
companies, including Hokuetsu Forest Co., Ltd., which not
only manufactures chips, but also manufactures and
markets bark compost and sawdust for mushroom
cultivation; Hokuetsu Engineering Co., Ltd., which
operates in the construction and maintenance of
machinery, both inside and outside the Group; Hokuetsu
Logistics Co., Ltd., which mainly stores and transports
products of the Company; and Hokuetsu Trading
Corporation, which operates in various business areas such
as real estate, property and the casualty insurance agency
and driving school businesses.

Hokuetsu Paper Mills, Ltd.
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4 Hokuetsu Paper Mills, Ltd.

= EB
Representative Director & President
Masaaki Miwa
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Challenge toward the new growth stage with
an autonomous and independent spirit
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Message to Stakeholders
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Domestic demand for printing and communication paper (Thousands of tons)

BB 11,984
Communication paper ses 11,670 1 980
BT 10,706 (220 1,937 ’
Non-coated paper 1,724
W BT 3,510 3,139
Coated paper ’ 3,195
3,966
6,462 6,538 B
5,016
1995 2000 2003 2005

For sustainable growth

We will cerebrate our 100th anniversary next year.
Taking this opportunity, we decided this fiscal year to
install a coated paper production facility (N9), which
will be our fourth on-machine coater, at the Niigata
Mill based on the results of the medium-term
management plan “J-100", which is currently under
way, looking at the business from a long-term
perspective.

As an information transmission and recording medium
at present, paper is getting lighter and the use of color
and visual features are becoming increasingly popular,
which is boosting domestic demand for coated paper as
a whole. We have mainly focused on the production
and sales of coated paper and succeeded in increasing
the sales volume since we introduced the No. 6 paper
machine, the first on-machine coater in the world, in
the Niigata Mill in 1986. Our output capacity of some
coated paper products has failed to keep up with
demand, partly because customers have appreciated
our advanced efforts to improve quality and cope with
environmental issues.

Meanwhile, imported paper and the expansion of
output capacity brought about by large-scale, state-of-
the-art facilities in China and other Asian regions have
expanded to overall printing and communication paper,
bringing about the integration of the domestic market
and Asian markets outside of Japan.

Taking such situations into account and giving

I IHEMEEES )

Hokuetsu Paper Mills’ production volume (Thousands of tons)

=louid
White paperboard
. 1,295
Z DK 1,230
Other printing paper 326
5 1,116 305
W 2T
Coated paper 272
815 322 202
258 296
661
603
285 547
I 271
1995 2000 2003 2005

comprehensive consideration to the market conditions
and how the Japanese manufacturing industries should
be, we have decided to invest in the latest machine.

Though net sales for fiscal 2005 were the highest
ever for the second consecutive year, income declined
due to sharp hikes in prices of materials, raw materials
and fossil fuels. Though we are facing this harsh
operating environment, all of us at the Company will
strive to improve efficiency, reduce costs and deal with
environmental issues in a bid to achieve the
management goals set in the “J-100" plan in the year
ending March 2008.

To be a more stable and attractive company for our
shareholders as well as all other stakeholders, a
corporation must continue to grow. Sustainable
growth will serve as the driving force of social
contributions. We will aim to create a new Hokuetsu
Paper Mill Group, which can enhance international
competitiveness, by positioning the new machine that
we have just announced as the core strategy of the
Group’s sustainable growth.

Summary for fiscal 2005

Consolidated net sales of Hokuetsu Paper Mills Group
for fiscal 2005 were ¥153,692 million, up 1.6% over
the previous year, an all time high for the second
consecutive year. Consolidated operating income
decreased by 46.3% year-on-year to ¥6,932 million,

Hokuetsu Paper Mills, Ltd.
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The factors of consolidated year-on-year increases and decreases for ordinary income (gillions of yen)

[20064E38488 72.1{EM —2005%F 3888 125.5(8M — A53f&M] [7.21 billion yen in March 2006 to 12.55 billion yen in March 2005 — a decrease of 5.3 billion yen]

YA+ AR (A8448M) minus factor (8.4 billion yen)

HRSEAAS - miEEE i
Sales price and product class ratio

BT
Material price

RS

Raw wood price
&R

Production and sales
#Em £

Efficiency improvement

EEE
Fixed cost

hEge I
Selling, general and administrative expenses

SR

Non-operating revenue

EREER
Consolidation factor

I I I
A30 A25 220 A15

. b=V ELUTHELTRSUEN & 72 % 8238 2 380K
HLEL7Z. L2 LAAS, 20044E B P XD BHFE L
e o T ETZEEM - BERR Ol A% b 5 0> 528 R0 3 i B 18
WX EABAM, 2L THROBLEIC XY FIsERL T
KIBUBM O WAL BN RA L. HIB I THiHZ LT
XIHATL,

20064F BE b A& M - BURBHliAg ORI 0 A3 PR S h
9%, B TIGI  LB e OV HE T CoHi A
FRXARAT—OBRBRRW L TORAT—DH A4k
BWXDBREBROBIRICED, SOLDEIANT T L)
K b, RS OB XD, 5 EREIZDWTIX1,580
AN &R 2.8% OB, #% A2 13 1004& P~ &
388% DHiE & WLAATEIE T,

T+ 71005HEIDERICE (1T

200344 HICA Y — L7 IR E B T ] - 100 0 b &,
7N =T [ EI S 12O, Frbigk Rk
DEBNZIDNFEOHZWEMZ KL EF LI L EZHE
W, 2001 LR R EBEHES ) 2 mib L., B H
% BAAELLTESHIIMRIE T XA EGEH 217 ->THY
9 200643 AN TR EBRBEOEBALIZID ., BL VN
BEHRoTBNE T, RHAEED20084E3 HIHIIC B W T
Z, P TBE 60 DR BAEHEEDE X[ J-100]
Ou=Y TIZE) o REL EZTEES, HiH, A4

Hokuetsu Paper Mills, Ltd.

[printing paper: 9, paperboard: 4, others: (2)]

TSZAER +31{8H) plus factor (3.1 billion yen)
D A7 AR A7 fh:ad]
[printing paper: (7), paperboard: (7), others: (4)]
[ABE A3 EmA8, JULT +1]
[fuel: (23), chemicals: (8), pulp: 1]

EAE +9. RiK:+4. ZDh:A2]

A10 A5 0 5 10 15

FRAZANF —EAIIZEZRE N L. 25 vIid AR
RO KL, CREITORMBZEN RO
DU HEAFIT XD BN A % 24F 1 CO8M& M & LA &
20084E3 MNCITHEL @AY . FEH AR L1706 o FHm & L
TBVET. M. FERRLI LB KB REE TN i,
[J-100] D EBHEOREILBEERX—-2LTHLDOTHY.
ORI E % R INTEL 72 o I o M b I &7
W—TERTOHBGERICH I ZLTENDE T,

Message to Stakeholders

J- 1005 EDEHRIKR
J-100 Plan Progress

2003371 2004375 2005371 2006F3AH 200831 BRICHITD
S-215tESEEE  J-1005tE 148 J-1005tE2FH J-1005tE3EFH BiR ERE
FY2002 FY2003 FY2004 FY2005 FY2007 % to targets
The final year of The first year of The second year of The third year of Targets
S-21 Plan J-100 Plan -100 Plan J-100 Plan
BEFEE  Oordinary income 10,118 12,468 12,548 7,205 17,000 42.4%
5o LERERERE Ordinary income to net sales 7.1% 8.4% 8.3% 4.7% 1(1)(/)%1—)U: 47.0%
% or more
ROA Return on assets 4.7% 5.5% 5.7% 2.9% 7Z%L\/lJ: 41.4%
% or more
BHCEALE Equity ratio 44.1% 45.2% 48.4% 48.5% sgg%r,u: 97.0%
% or more
D/EL 27 Debt/equity ratio 0.85 0.79 0.67 0.65 ost'rr?é?i':)\l;ls:s 92.3%
.6 ti
55 F=EBITDALEZR  EBITDA/net sales 17.8% 18.5% 17.5% 14.0% 18% U E 77.8%

18% or more

EBITDA : #2HE7|#E -+ 32H0FI 2+ R EAE

EBITDA: Ordinary income + interest expenses paid + depreciation and amortization

while consolidated ordinary income declined 42.6%
year-on-year to ¥7,205 million. Consolidated net
income after tax fell 53.5% year-on-year to ¥3,238
million.

As a result of our continued efforts in fiscal 2005 to
enhance our management base in accordance with the
medium-term management plan “J-100", we achieved
a total year-on-year increase of about ¥3.1 billion in
income: about 2 billion yen through cost reductions
particularly resulting from the effect and improved
efficiency of the No. 8 boiler, which came on-stream at
the Niigata Mill; and some ¥1.1 billion on production
and sales increases. However, our income declined
about ¥8.4 billion over the previous year due to a price
hike in various materials, raw materials and fossil fuels,
depreciation expenses following the start of operations
of facilities and the weakening of the market. The
income decreases could not be covered by our self-help
efforts.

Though prices of materials, raw materials and fossil
fuels are projected to remain high in fiscal 2006, we
expect net sales to increase 2.8% year-on-year to ¥158
billion and ordinary income to soar 38.8% year-on-year
to ¥10 billion as a result of our continued efforts to
reduce costs, improve efficiency and expand sales. To
reduce costs, we will strive to slash fuel costs by
starting up new biomass boilers at the Kanto Mill
Katsuta Factory and the Niigata Mill and switching the
boiler fuel at the Nagaoka Mill to gas.

(&M / Millions of yen)

Toward the achievement of J-100 plan

Under the medium-term management plan “J-100",
which started in April 2003, we aim to achieve
corporate social contributions through the realization
of sustainable growth, following the “Hokuetsu Paper
Mills Corporate Philosophy.” We are enhancing
international competitiveness necessary to achieve this
goal and are engaging in corporate activities to make
further progress as an attractive papermaking
company. Though the results of our operations for the
fiscal year ended March 2006 were not satisfactory
because of the worsened management environment,
we believe that we can attain the six numerical
management goals set in the “J-100" plan in the fiscal
year through March 2008, the final year of the
program, by rolling the plan forward. In other words,
we project an earnings increase of ¥9.8 billion in two
years through the effects of past capital investments,
including the improved efficiency resulting from the
introduction of biomass energy and the expansion of
production and sales volume, and measures to cope
with market conditions. \We expect to post ordinary
income of ¥17 billion in the fiscal year ending March
2008, as planned. The new, large papermaking
machine “N9” is based on the management base to be
realized after successful execution of the “J-100" plan.
To make this large-scale investment successful, we will
strive to attain our objectives toward the enhancement
of the management base.

Hokuetsu Paper Mills, Ltd.
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Imported paper and its percentage in domestic demand (thousands of tons/%)

BRI
Communication paper 1,164 1,174
JEETHR 308 382
Non-coated paper
W ETH 9% 193%
Coated paper
768 255
“w_ 8o% 22
618 7.5% 7.3%
- —0.79
11 il 0.7% 325
9
8.8% 9-3%
B 8.2%
I5‘1 % 4.7%
1995 2000 2003 2005
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LEL 7
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Hokuetsu Paper Mills, Ltd.

REIMWRAICIIDZH D FIREEHR” DRMHIBE

Our “Selective and Concentrated” development of
facilities with a long-term scope

W HARIZ 32 A pE A C RIS ) % F6 0

Obtain competitive strength internationally from the
production bases in Japan

W = 2 A AR & B AR REYE D 1) |
Improve the productivity by having a high-quality
production structure

R ER) 2R LT R T A M) 2 4 5

Establish a low-cost structure and secure our growth
capacity

T AR DL PERET) % B RS ISR AE S & % 5B T
B R TRERBOEAZMZIEITLD ., ZIEICH
L72EERGE 2T o TEVD T T,

BBK IV —T 3 E5HED. RN EHMCE S,
W & T AN W B 5 EEESES ) 2L, BEO
B oz RS2 8ICX) . HhintKkES
BKLETTOEXWEEZTBNET, TRAZID B R
WRBEA R L&, SBYU IV —-TIINETUL
WL WERFICSHEINTYWZ LR b vwET, L
PLEBLTFRENLDHLOWBEZHSO T TG
XHEERICHELTOLZEIZED, XD HLLIBMT
ORI 2 LB N — T 2 HHZ LT,
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A part of domestic market growth

O %L EH B AN TV ARV F v —F — =4
The carry-over portion that could not meet the
customer’s request

(3 RUZANIIRZ2aNOL (JiiE /DN

Expansion in exports to off-shore markets

Outline of plan to install large
papermaking machine (N9)
Behind this plan, which is aimed at operating the
fourth on-machine coater at the Niigata Mill at the end
of 2008, is a management judgment from a long-term
standpoint intended to survive competition both at
home and abroad, which is expected to get keener.

Though total demand in the Japanese printing and
communication paper market has remained almost
unchanged in recent years, demand for various types of
coated paper has been increasing, with the rate of
increase in demand for lightweight coated paper the
largest in the market. The Company cannot fully meet
demand from customers for some types of lightweight
coated paper. On the other hand, the domestic market
is becoming more and more integrated with the
markets in East Asia. The supply and demand balance
and prices tend to be decided in the context of the
integration of market. Against this backdrop, we need
to further enhance our international competitiveness in
both quality and cost. With international competition
intensifying, we have concluded that installing a new
machine for, or concentrating our management
resources on, the lightweight coated paper market,
which has growth potential and in which we have
expertise, is an essential management policy as a
“manufacturing corporation.”

Under this plan, we will push forward with original
equipment manufacturing (OEM) for domestic and

Sales Plan: Our view toward the domestic market and

measures against the market condition
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OEM with domestic and foreign companies
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Scrap-and-build plans with domestic and foreign
companies
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Step-by-step approach in preparing the
responsiveness of facility capacities

overseas corporations and scrap-and-build beyond the
boundaries of domestic and overseas companies, and
develop new overseas users in addition to the existing
users in Southeast Asia, Oceania and North America.
We will also produce and market products once we
receive orders by introducing material process/finishing
process facilities that make the output capacity of the
new paper machine function in stages.

Hokuetsu Paper Mills Group will strive to achieve
sustainable growth by enhancing international
competitiveness in both quality and cost from a long-
term viewpoint and by providing products developed
from the standpoint of customers. Considering the
management environment surrounding us, we expect
the group to face keener competition than ever before.
However, we are prepared to build a new, strong and
innovative Hokuetsu Paper Mills Group by surmounting
all expected difficulties and work toward the
achievement of goals.

We would like to ask for the continued
understanding and support of our stakeholders in all
our future endeavors.
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Masaaki Miwa
Representative Director & President

Hokuetsu Paper Mills, Ltd.





