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SAB1RICIR TUABRETEE
Years ended March 31
BAEH
Millions of Yen
2002 2003 2004 2005 2006
KAt For the year
D= Net sales ¥ 136,172 ¥ 142,156 ¥ 147,579 ¥ 151,205 ¥ 153,692
B SR Operating income 10,064 10,715 13,194 12,909 6,932
A A Ordinary income 9,299 10,118 12,468 12,548 7,205
LIRS Net income 2,772 2,979 6,451 6,959 3,238
ROE Return on equity 3.0% 3.2% 6.6% 6.7% 2.9%
1B57:0 ¢ Per share data
e IR Net income ¥ 16.90 ¥ 17.65 ¥ 38.81 ¥ 41.92 ¥ 19.31
fic 24 4> Cash dividends 10.00 10.00 10.00 12.00 12.00
DAHEHER ¢ At year-end
LR Total assets ¥ 220,890 ¥ 213,296 ¥ 224,956 ¥ 221,438 ¥ 232,486
‘EARAE Total shareholders' equity 92,737 94,039 101,801 107,212 112,800
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Financial Review

Results of Operations

(1) Results of Operations

During fiscal 2005 that ended March 31, 2006, the
Japanese economy regained its momentum due to
an increase in capital investments on improved
corporate earnings and due to a moderate rise in
consumer spending. However, continued surges in
prices of raw materials and fossil fuels including
crude oil are unsettling factors for the business.

In such an economic environment, while demand
for paper and paperboard generally remained firm
in the paper and pulp industry, the soaring prices
of raw materials and fossil fuels and changes in
market conditions had a great influence on
earnings of the industry.

Hokuetsu Paper Mills Group achieved a 1.6%
increase in revenue thanks to brisk production and
sales, realized through our efforts to offer
customer-oriented, high-quality products and
services. However, despite the efforts of all
departments to further improve efficiency and
reduce costs and measures to increase profitability,
we saw earnings decline largely as a result of a
price hike in raw materials and fossil fuels and
changes in market conditions.

We posted ¥343 million in impairment losses as
extraordinary losses as we adopted impairment
accounting in fiscal 2005.

The Group’s consolidated results for operations
in fiscal 2005, the year ended March 2006, are as
follows:

Net sales: ¥153,692 million, up 1.6% year-on-year
Operating income:

¥6,932 million, down 46.3% year-on-year
Ordinary income:

¥7,205 million, down 42.6% year-on-year
Net income:

¥3,238 million, down 53.5% year-on-year

Performance by business segment is as follows.
(Sales are all sales to outside customers. Figures
for the previous consolidated fiscal year are
presented based on year-on-year changes in sales
to outside customers.)

Pulp and Paper Manufacturing

[Printing paper]

- Wood-free paper

Wood-free paper has a wide variety of uses, with
steady demand for various reports, prospectus,
instruction manuals, etc. However, the overall
demand for wood-free paper remains unchanged
due in part to a shift from wood-free paper to PPC
paper as small-lot printed matter is being prepared
in-house by corporations.

- Ground wood (medium grade) paper

The market climate for the publishing industry,
which is a major source of demand for ground
wood paper, remained severe. While sales of our
mainstay ground wood paper for comic books are
brisk, demand is switching from the currently-
produced medium-grade cream-color paper for
books to the new, bulky wood-free cream-color
paper for books. With many government and
public agencies, municipal offices, and schools
shifting from ground wood paper to recycled
paper, overall ground wood paper demand is
falling.

- Coated paper

Following a recovery in consumer spending,
demand for coated paper remained robust mainly
for use in commercial printed matter including
flyers, catalogues, and pamphlets for digital
household electric appliances, automobiles,
condominiums, travel and free magazines.

Meanwhile, the volume of imported paper
decreased from fiscal 2004 mainly due to the
weak yen, sluggish domestic markets and a labor
dispute in Finland.

In May 2005, we upgraded the “ uCoat,” our
main A2 coated paper, and launched it under the
name of “ uCoat Neos,” which is whiter, has a
higher printing gloss and dries more quickly. This
new paper has been favorably received. We also
strived to boost sales of the Blanc d'Aile series,
Delta Soft and the Omega series for publishing,
releasing “Omega Bulky” in November 2005 to
enhance the lineup. We also focused on sales
activities of environmentally friendly products that

Hokuetsu Paper Mills, Ltd.
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carry the afforestation and eco-ring mark.

[Paperboard]

In general, demand for white paperboard is firm.
Despite a continuing grade shift (from high-grade
paperboard to specialty paperboard and A2
coated paper), the shipment volume grew slightly
from fiscal 2004 due in part to a recovery of
business. Although there is steady demand for
paper containers for the food industry and paper
for commercial printing, including POP
advertisements and sales promotional articles, the
publishing and study guide continue to face harsh
conditions because of declining birthrates and a
fall in circulations.

[Specialty paper and others]

- Specialty paper

It was difficult to win orders for information
technology (IT)-related products, as adjustments in
liquid crystal and semiconductor investment
demand were under way. Though demand has
been gradually picking up since last summer,
uncertainty over the future is expected to remain.
In the field of fancy paper, demand for “colored
paper” is still tending to fall. Although there is
growing demand for “white paper,” of which
high-grade printing paper is an example, this
growth is not large enough to cover the reduced
demand for colored paper.

In the category of industrial paper, we received
strong orders thanks to the brisk market of
stencils for sandpaper, mainly in China.

- Fibers and Pasco (fiberboard)

Sales of fibers declined from fiscal 2004, since our
mainstay exports are struggling in terms of both
volume and price. Sales of Pasco remained almost
unchanged from fiscal 2004.

- Casting paper

A shift of casting paper production from Kanto
Mill Ichikawa Factory to Kanto Mill Katsuta Factory
was largely completed in May 2005, and
operations have been smooth since then. We are
also concentrating our energies on the development

of new fields.

As a result of all the factors above, results of
operations of the pulp and paper manufacturing
business are as follows:

Sales: ¥133,951 million, up 1.4% year-on-year
Operating income:
¥5,504 million, down 49.4% year-on-year

Paper Processing

Sales in the paper processing business surged
because Hokuetsu Package Co., Ltd.’s sales of the
primary packaging products of printed-paper
containers expanded and its sales of processed
paper were strong. However, operating profit
declined due to a rise in prices of milk carton base
sheets and large fixed expenses of both the
Kanagawa Mill, which came on-stream in fiscal
2005, and the functional materials.

As a result of all of the abovementioned factors,
the results of the paper processing product-
manufacturing operations are as follows:

Sales: ¥13,473 million, up 8.6% year-on-year
Operating income:
¥444 million, down 46.5% year-on-year

Other businesses

[Wood Business]

While the sales volume of broadleaf tree chips for
papermaking and coniferous tree materials and
chips at Hokuetsu Forest Co., Ltd. increased,
declining sales volume and sales prices of
broadleaf tree materials, sawdust and bark
compost became prominent. Also, with an
increase in the initial expenses of preparations for
the establishment of a system to supply fuel chips
to the biomass power generation business at
Kanto Mill Kanto Factory of the Company, sales
and operating income of the wood business
decreased.

As a result of all the abovementioned factors,
performance in the wood business is as follows:
Sales: ¥641 million, down 33.1% year-on-year
Operating income:

¥23 million, down 57.9% year-on-year

Hokuetsu Paper Mills, Ltd.
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[Transportation and Warehousing Businesses]

In the transportation and warehousing businesses,
sales increased thanks to an increase in sales at
Hokuetsu Logistics Co., Ltd. However, operating
income decreased, since the unit price of gas oil
rose and expenses such as labor costs and
depreciation increased.

As a result of all the abovementioned factors,
the performance of the transportation and
warehousing businesses is as follows:

Sales: ¥1,332 million, up 6.5% year-on-year
Operating income:
¥164 million, down 25.4% year-on-year

[Construction, Machinery Production, Sales and
Maintenance]
In the construction, machinery production, sales
and maintenance of machinery businesses, both
sales and operating income decreased, since the
pace of growth in orders received by Hokuetsu
Engineering Co., Ltd. from outside the Group
slowed both in the public and private sectors.

As a result of all the abovementioned factors,
the performance of the construction,
manufacturing, and sales and maintenance of
machinery businesses is as follows:
Sales: ¥2,283 million, down 19.5% year-on-year
Operating income:

¥185 million, down 15.6% year-on-year

As a result, the performance of other businesses is
as follows:
Sales: ¥6,266 million, down 5.7% year-on-year
Operating income:

¥468 million, down 20.5% year-on-year

Please note that the monetary amounts mentioned
above do not include consumption tax, etc.

(2) Cash Flows

Consolidated cash and cash equivalents decreased
by ¥320 million, or 4.2%, year-on-year, to ¥7,319
million.

(Cash Flows from Operating Activities)

Net cash provided by operating activities was
¥16,065 million, down ¥3,054 million year-on-
year. This decrease was the result of the decrease
of ¥5,091 million, or 44.2% year-on-year, in net
income before income taxes and minority interests
to ¥6,418 million despite the decrease of ¥3,006
million year-on-year to ¥2,906 million in payments
of corporate taxes.

(Cash Flows from Investing Activities)

Net cash used in investing activities was ¥15,830
million, up ¥5,331 million year-on-year. This was
mainly because the expenditures for acquisitions
of tangible fixed assets, including the No. 8
recovery boiler newly installed at the Niigata Mill
and biomass power generator facility installed at
the Kanto Mill, increased by ¥6,650 million, or
65.4% year-on-year to ¥16,825 million.

(Cash Flows from Financing Activities)

Net cash used in financing activities was ¥607
million, down ¥9,920 million year-on-year. This
was the result of the net increase of ¥3,000
million in commercial paper and the decrease of
¥6,267 million in payments of long-term loans.

Hokuetsu Paper Mills, Ltd.
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CONSOLIDATED BALANCE SHEETS

HOKUETSU PAPER MILLS, LTD.
March 31, 2006 and 2005

Thousands of

U.S. dollars
Millions of yen (Note 1)
ASSETS 2006 2005 2006
CURRENT ASSETS:
Cash and deposits (Note 3) ¥ 7,422 ¥ 7,761 $ 63,182
Notes and accounts receivable:
Trade 36,657 36,136 312,054
Unconsolidated subsidiaries and affiliates 14,729 14,363 125,385
Other 501 337 4,265
Allowance for doubtful accounts (96) (95) (817)
Inventories (Note 5) 11,222 10,161 95,531
Deferred income taxes (Note 10) 1,401 1,485 11,926
Prepaid expenses and other 1,720 1,697 14,642
TOTAL CURRENT ASSETS 73,556 71,845 626,168
PROPERTY, PLANT AND EQUIPMENT (Note 6):
Land and timberland 10,990 11,366 93,556
Buildings and structures 50,067 48,534 426,211
Machinery and equipment 269,414 253,182 2,293,471
Construction in progress 8,960 12,589 76,275
339,431 325,671 2,889,513
Less accumulated depreciation (220,693) (209,053) (1,878,718)
NET PROPERTY, PLANT AND EQUIPMENT 118,738 116,618 1,010,795
INVESTMENTS AND OTHER ASSETS:
Investments in securities (Note 4) 29,575 22,408 251,767
Investments in and receivables from unconsolidated subsidiaries and affiliates 3,270 2,894 27,837
Long-term loans receivable 453 491 3,856
Guarantee deposits 2,489 2,708 21,188
Deferred income taxes (Note 10) 1,216 1,282 10,352
Other 3,663 3,688 31,182
Allowance for doubtful accounts (474) (496) (4,035)
TOTAL INVESTMENTS AND OTHER ASSETS 40,192 32,975 342,147
¥ 232,486 ¥ 221,438 $1,979,110

The accompanying notes are an integral part of the consolidated financial statements.
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Thousands of

Millions of yen U(.,S\I.Oczgl|16>rs
LIABILITIES AND SHAREHOLDERS' EQUITY 5006 5005 5006
CURRENT LIABILITIES:
Short-term loans (Note 7) ¥ 26,112 ¥ 21,260 $ 222,287
Current maturities of long-term debt (Note 7) 7,272 2,885 61,905
Notes and accounts payable:
Trade 19,568 19,753 166,579
Unconsolidated subsidiaries and affiliates 2,150 1,007 18,303
Other 2,518 3,286 21,435
Income taxes payable (Note 10) 897 2,309 7,636
Accrued expenses 5,083 5,048 43,270
Other 1,715 1,988 14,599
TOTAL CURRENT LIABILITIES 65,315 57,536 556,014
LONG-TERM LIABILITIES:
Long-term debt (Note 7), less current maturities 40,266 47,301 342,777
Deferred income taxes (Note 10) 5,371 540 45,722
Employees' severance and retirement benefits (Note 16) 7,098 6,960 60,424
Retirement benefits for directors and corporate auditors 793 961 6,751
Other 213 199 1,814
MINORITY INTERESTS 630 729 5,363
CONTINGENT LIABILITIES (Note 8)
SHAREHOLDERS' EQUITY (Note 9):
Common stock:
authorized — 260,000,000 shares;
issued and outstanding — 164,052,054 shares 26,821 26,821 228,322
Capital surplus 25,094 25,094 213,620
Retained earnings 52,417 51,400 446,216
Net unrealized holding gain on securities, net of tax 9,339 4,084 79,501
Treasury stock (871) (187) (7,414)
TOTAL SHAREHOLDERS' EQUITY 112,800 107,212 960,245
¥ 232,486 ¥ 221,438 $ 1,979,110

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

HOKUETSU PAPER MILLS, LTD.
Years ended March 31, 2006, 2005 and 2004

Thousands of

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

HOKUETSU PAPER MILLS, LTD.
Years ended March 31, 2006, 2005 and 2004

Millions of yen

Common stock

Net unrealized

U.S. dollars
Millions of yen (Note 1)
2006 2005 2004 2006
NET SALES (Notes 11 & 17) ¥ 153,692 ¥ 151,205 ¥ 147,579 $ 1,308,351
COST OF SALES (Note 11) 125,112 116,729 113,473 1,065,055
Gross Profit 28,580 34,476 34,106 243,296
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES (Note 12) 21,648 21,567 20,912 184,285
Operating Income 6,932 12,909 13,194 59,011
OTHER INCOME (EXPENSES):
Interest and dividend income 343 313 248 2,920
Interest expenses (684) (942) (1,004) (5,823)
Equity in income of affiliates 105 73 88 894
Loss on devaluation of investments in securities (22) — (5) (187)
Loss on disposal of property, plant and equipment (444) (536) (1,113) (3,780)
Impairment loss of fixed assets (Note 13) (344) — — (2,928)
One-time amortization of prior service costs - (154) (94) -
Loss on dissolution of employee's pension fund — — (113) -
Loss from earthquake damage — (657) — —
Other, net 532 504 (73) 4,528
(514) (1,399) (2,066) (4,376)
INCOME BEFORE INCOME TAXES AND MINORITY INTERESTS 6,418 11,510 11,128 54,635
INCOME TAXES (Note 10):
Current 1,496 4,676 5,261 12,735
Deferred 1,645 (238) (679) 14,004
3,141 4,438 4,582 26,739
INCOME BEFORE MINORITY INTERESTS 3,277 7,072 6,546 27,896
MINORITY INTERESTS 39 113 95 332
NET INCOME ¥ 3,238 ¥ 6,959 ¥ 6,451 $ 27,564
U.S. dollars
Yen (Note 1)
2006 2005 2004 2006
Amounts per share of common stock (Note 2):
Net income ¥ 19.31 ¥ 41.92 ¥ 38.81 $ 0.16
Diluted net income — - - -
Cash dividends applicable to the year 12.00 12.00 10.00 0.10

The accompanying notes are an integral part of the consolidated financial statements.
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Number of Capital surplus ~ Retained earnings holding gain (loss)on  Treasury stock
shares securities, net of tax
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 — — — 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)
Net income — - - 6,959 - -
Adjustment of net unrealized holding gain
on securities, net of tax — — — — 341 —
Sales of treasury stock, net — - - — - 12
Cash dividends paid (¥11.00 per share) — — — (1,804) — —
Bonuses to directors — — — (96) — —
Loss on disposal of treasury stock — - - (1 - -
Balance at March 31, 2005 164,052,054 26,821 25,094 51,400 4,084 (187)
Net income — - - 3,238 — —
Adjustment of net unrealized holding gain
on securities, net of tax — — — — 5,255 —
Purchases of treasury stock, net — - - — — (684)
Cash dividends paid (¥13.00 per share) — — — (2,125) — —
Bonuses to directors — — — (96) — —
Balance at March 31, 2006 164,052,054 ¥ 26,821 ¥ 25,094 ¥ 52,417 ¥ 9,339 ¥ (871)
Thousands of U.S. dollars (Note 1)
Nusrr?;)rzrsof Common stock Capital surplus  Retained earnings holt,i\::;ugr;riia(l;éig) on  Treasury stock
securities, net of tax
Balance at March 31, 2005 164,052,054 $ 228,322 $ 213,620 $ 437,559 $ 34,766 $ (1,592)
Net income - — - 27,564 — -
Adjustment of net unrealized holding
gain on securities, net of tax — — — — 44,735 —
Purchases of treasury stock, net — — - — — (5,822)
Cash dividends paid ($0.11 per share) — — - (18,090) — -
Bonuses to directors — — — (817) — —
Balance at March 31, 2006 164,052,054 $ 228,322 $ 213,620 $ 446,216 $ 79,501 $ (7,414)

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
HOKUETSU PAPER MILLS, LTD.
Years ended March 31, 2006, 2005 and 2004
Thousands of
U.S. dollars
Millions of yen (Note 1)
2006 2005 2004 2006
CASH FLOWS FROM OPERATING ACTIVITIES:
Income before income taxes and minority interests ¥ 6,418 ¥ 11,510 ¥ 11,128 $ 54,635
Depreciation and amortization 13,663 12,950 13,249 116,311
Loss on devaluation of investments in securities — — 5 —
Impairment loss of fixed assets 344 — — 2,928
Loss on disposal of property, plant and equipment 507 536 1,113 4,316
Interest and dividend income (343) (313) (248) (2,920)
Interest expenses 684 942 1,004 5,823
(Increase) Decrease in notes and accounts receivable (807) (987) (2,217) (6,870)
(Increase) Decrease in inventories (1,089) (1,350) 992 (9,270)
Increase (Decrease) in notes and accounts payable 65 1,474 37 553
Increase (Decrease) in employees' severance and retirement benefits 138 521 263 1,175
Increase (Decrease) in retirement benefits for directors and corporate auditors (167) 73 (124) (1,422)
Other, net (107) 354 (643) (911)
Sub-total 19,306 25,710 24,559 164,348
Interest and dividend income received 363 333 268 3,091
Interest paid (696) (1,010) (1,041) (5,925)
Income taxes paid (2,907) (5,913) (4,324) (24,747)
NET CASH PROVIDED BY OPERATING ACTIVITIES 16,066 19,120 19,462 136,767
CASH FLOWS FROM INVESTING ACTIVITIES:
Payments for time deposits (35) (30) (46) (298)
Proceeds from time deposits 54 46 66 460
Payment for purchases of securities (512) (391) (410) (4,359)
Proceeds from sales of securities 538 388 3 4,580
Proceeds from redemption of investment securities 1,000 — — 8,513
Payments for acquisition of shares of consolidated subsidiary (73) — — (621)
Payment for purchases of property, plant and equipment (16,825) (10,174) (14,458) (143,228)
Proceeds from sales of property, plant and equipment 204 85 133 1,737
Other, net (182) (424) (539) (1,550)
NET CASH USED IN INVESTING ACTIVITIES (15,831) (10,500) (15,251) (134,766)
CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (Decrease) in short-term loans 4,852 78 (152) 41,304
Proceeds from long-term loans 300 400 300 2,554
Repayments of long-term loans (2,948) (9,215) (4,906) (25,096)
Proceeds from issuance of unsecured yen straight bonds - 10,000 10,000 —
Redemption of unsecured yen straight bonds — (10,000) (5,000) —
Dividends paid (2,125) (1,803) (1,639) (18,090)
Payments for purchases of treasury stock (680) (20) (10) (5,789)
Other, net (7) 32 (8) (59)
NET CASH USED IN FINANCING ACTIVITIES (608) (10,528) (1,415) (5,176)
TRANSLATION LOSS OF CASH AND CASH EQUIVALENTS 52 2 (26) 442
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (321) (1,906) 2,770 (2,733)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 7,640 9,546 6,776 65,038
CASH AND CASH EQUIVALENTS AT END OF YEAR (Note 3) ¥ 7,319 ¥ 7,640 ¥ 9,546 $ 62,305

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

HOKUETSU PAPER MILLS, 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 application 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 statements, 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
outside Japan, using the prevailing exchange rate at
March 31, 2006, which was ¥117.47 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 include the

accounts of the Company and its significant

subsidiaries (hereafter, “the Companies”). All

significant inter-company balances, transactions and

unrealized profits have been eliminated in

consolidation.

In the elimination of investments in subsidiaries, the
assets and liabilities of the subsidiaries, including the
portion attributable to minority shareholders, are
evaluated using the fair value at the time the Company
acquired control of the respective subsidiaries. The
differences between the investment cost and net assets
of subsidiaries acquired are amortized 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.

Investments in certain significant unconsolidated
subsidiaries and affiliates are accounted for by the
equity method.

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

Number of Companies

2006 2005 2004

Consolidated subsidiaries 10 11 10
Unconsolidated subsidiaries and

affiliates applied by equity method 6 6 5

Hokuetsu Suiun Co., Ltd., which was established on
April 1, 2004, is included in the consolidated financial
statements from the year ended March 31, 2005.

Iwate Mokuzai Kogyo Co., Ltd., which had been
included in the consolidated financial statements until the
year ended March 31, 2005, was excluded from the scope
of consolidation for the year ended March 31, 2006 since
the Company sold all shares.

Staff Saito Co., Ltd., which was newly invested and
became an affiliate, has been accounted for by the equity
method from the year ended March 31, 2005.

(b) Consolidated Statements of Cash Flows

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

Hokuetsu Paper Mills, Ltd.
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(c) Translation of Foreign Currencies

Monetary assets and liabilities denominated in foreign
currencies 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.

(d) 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”), () equity securities issued by subsidiaries and
affiliates or (d) all other securities that are not classified in
any of the above categories (hereafter, “available-for-sale
securities”). The Companies did not have the securities
defined as (a) and (b) above in the years ended March 31,
2006, 2005 and 2004.

Equity securities issued by unconsolidated subsidiaries
and affiliates not accounted for by the equity method are
stated at the moving-average cost.

If the market value of available-for-sale securities
declines significantly, such securities 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 available 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
corresponding 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.

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.

Available-for-sale securities with available fair market

Hokuetsu Paper Mills, Ltd.

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 shareholders’
equity. Realized gain and loss on sale of such securities
are computed using the moving-average cost.

(e) 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.

(f) 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 determined using the FIFO (first-in, first-out)
method. The specific identification method is used to
determine the cost of timber and land for sale.

(g) Property, Plant and Equipment
Property, plant and equipment are stated at cost.
Buildings owned by the Company, machinery and
equipments excluding pulp manufacturing and steam
generator equipments located in Niigata Mill, fiber board
manufacturing equipments 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
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.

(h) Impairment of Fixed Assets

Effective from the year ended March 31, 2006, the
Companies adopted 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
“Implementation Guidance for the Accounting 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).

As a result, income before income taxes and minority
interests decreased by ¥344 million ($2,928 thousand) for
the year ended March 31, 2006. Accumulated
impairment loss is deducted directly from the acquisition
costs of the related assets in accordance with the revised
disclosure requirements.

(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’
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 over a

certain period (10 years) within the average of the
estimated remaining service lives commencing with the
following period. Prior service costs are expensed as
incurred.

Effective from the year ended March 31, 2006, the
Companies adopted new accounting standard for
employees’ pension and retirement benefits and related
guidance (Accounting Standards Board Statement No.3,
“Partial Revision of Accounting Standard for Retirement
Benefits” and Financial Accounting Standard
Implementation Guidance No.7, “Implementation
Guidance for Partial Revision of Accounting Standard for
Retirement Benefits”, issued on March 16, 2005). The
effect of adopting this new accounting standard on the
consolidated statement of income for the year ended
March 31, 2006 is immaterial.

(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
Companies 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 factors, including contributions to the
Companies. The Companies accrue 100% of obligations
based on their rules under the assumption that all
directors and corporate auditors retired at the balance
sheet date.

(I) Issuance Costs of Bonds
Issuance costs of bonds are expensed as incurred.
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(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
recognition 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 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.

(o) Appropriation of Retained Earnings

Cash dividends and bonuses to directors are recorded in
the fiscal year when the proposed appropriation of
retained earnings is approved at the general meeting of
stockholders.

(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 average number of common shares

used in the computation was 162,852,894 shares,
163,631,886 shares and 163,624,199 shares in 2006,
2005 and 2004, respectively. Diluted net income per

share is not disclosed because potentially dilutive securities

are not issued.
Cash dividends per share have been presented on an
accrual basis and include dividends to be approved after

Hokuetsu Paper Mills, Ltd.

the balance sheet date, but applicable to the year then
ended.

(q) Reclassifications

Certain prior year amounts have been reclassified to
conform to the current year’s presentation. These
changes 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
consolidated balance sheets and cash and cash
equivalents shown in the consolidated statements of cash
flows at March 31, 2006 and 2005 is as follows:

Millions of yen lla

Millions of yen

2005

Type Acquisition cost Book value Difference

Equity securities:
with book value (fair
value) exceeding
acquisition costs
with book value (fair
value) not exceeding
acquisition costs 857 733 (124)
¥ 9911 ¥ 16,662 ¥ 6,751

¥ 9,054 ¥ 15929 ¥ 6,875

Thousands of U.S.
dollars

2006 2005 2006

Cash and deposits ¥ 7,422 ¥ 7,761 $ 63,182
Less time deposits with

maturities exceeding three months (103) (121) (877)

Cash and cash equivalents ¥ 7,319 ¥ 7,640 $ 62,305

Note 4—Securities

The following tables summarize acquisition costs and
book value of securities with available fair value as of
March 31, 2006 and 2005:

Available-for-sale securities:

Millions of yen

2006

Type Acquisition cost Book value Difference

Equity securities:
with book value (fair
value) exceeding
acquisition costs ¥ 9924 ¥ 25,119 ¥ 15,195
with book value (fair
value) not exceeding
acquisition costs 22 21 (1)

¥ 9,946 ¥ 25,140 ¥ 15,194

Thousands of U.S. dollars

2006

Type Acquisition cost Book value Difference

Equity securities:
with book value (fair
value) exceeding
acquisition costs $ 84,481 $ 213,833 $ 129,352
with book value (fair
value) not exceeding
acquisition costs 187 179 (8)
$ 84,668 $ 214,012 $ 129,344

The following table summarizes book value of securities
with no available fair value as of March 31, 2006 and
2005:

Available-for-sale securities:
Thousands of U.S.

Millions of yen doliars
Type 2006 2005 2006
Subordinated debenture ¥ — ¥ 1,000 $ —
Non-listed equity securities 4,435 4,746 37,755

The following table summarizes information of maturities
of available-for-sale debt securities at March 31, 2006 and
2005:

Thousands of U.S.

Millions of yen dollars
Type 2006 2005 2006
Bank debenture
Over five years but within
ten years ¥ — ¥1,000 $ —

Total sales of available-for-sale securities sold in the year
ended March 31, 2006 amounted to ¥528 million ($4,495
thousand) and the related gains amounted to ¥52 million
($443 thousand). Total sales of available-for-sale securities
sold in the year ended March 31, 2005 amounted to ¥388

million and the related gains amounted to ¥183 million.
Total sales of available-for-sale securities sold in the year
ended March 31, 2004 amounted to ¥3 million and the
related losses amounted to ¥3 million, respectively.

Note 5—Inventories
Inventories at March 31, 2006 and 2005 are summarized
as follows:

Thousands of U.S.

Millions of yen dollars

2006 2005 2006
Finished goods ¥ 4014 ¥ 3,829 $ 34,170
Work-in-process 983 772 8,368
Raw materials and supplies 6,171 5,503 52,533
Timber 35 38 298
Land for sale 19 19 162

¥11,222 ¥ 10,161 § 95,531

Note 6—Assets Pledged

Assets pledged as collateral for short-term bank loans and
long-term debt totaling ¥1,125 million ($9,577 thousand)
and ¥1,483 million, respectively, at March 31, 2006 and
2005 are as follows:

Thousands of U.S.

Millions of yen dollars

2006 2005 2006
Building ¥ 201 ¥ 289 $ 1,711
Equipment 456 557 3,882
Land 1,780 1,957 15,153

¥ 2,437 ¥ 2,803 § 20,746
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Note 7—Short-Term Loans and Long-Term Debt
Short-term loans outstanding at March 31, 2006 and
2005 are partially secured with interest of 0.41% to
3.25% per annum and 0.40% to 3.25% per annum,
respectively.

Long-term debt at March 31, 2006 and 2005 are as
follows:

Millions of yen Thousggﬁasrgf Us.

2006 2005 2006

Partially secured loans from

banks and unsecured loans

from insurance companies

and other financial institution,

0.32% to 4.73% maturing

serially through 2016 ¥ 17,538 ¥ 20,186 § 149,298
1.01% unsecured Yen

straight bonds due in 2007 10,000 10,000 85,128
0.51% unsecured Yen

straight bonds due in 2008 10,000 10,000 85,128
0.92% unsecured Yen

straight bonds due in 2009 10,000 10,000 85,128

47,538 50,186 404,682

Less current maturities (7,272) (2,885) (61,905)

Total ¥ 40,266 ¥ 47,301 $ 342,777

The annual maturities of long-term debt at March 31,
2006 are as follows:

Year ending March 31, Millions of yen Thousggﬁi;r?f us.
2007 ¥ 7272 $ 61,905
2008 13,812 117,579
2009 14,353 122,184
2010 11,534 98,187
2011 205 1,745
2012 and thereafter 362 3,082

¥ 47,538 $ 404,682

Note 8 —Contingent Liabilities

Contingent liabilities at March 31, 2006 for loans
guaranteed by the Companies on behalf of third parties
amount to ¥37,752 million ($321,376 thousand), which
includes ¥37,670 million ($320,678 thousand) loans
jointly guaranteed by the investors including the Company
on behalf of a joint venture. The Company’s guarantee
portion of the joint guaranty is ¥397 million ($3,380
thousand).
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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.

The Code provides 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, which is included in retained
earnings, equals 25% of the common stock issued. [The
total amount of additional paid-in capital and legal
earnings reserve 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
effective statutory tax rates of approximately 39.5% for
the years ended March 31, 2006, 2005 and 2004.

The following table summarizes the significant
differences between the normal effective statutory tax
rate and the actual effective tax rate reflected in the
accompanying consolidated statements of income for the
year ended March 31, 2006:

2006
Normal effective statutory tax rate 39.5%
Non-deductible expenses 0.9
Dividends received not taxable (1.4)
Per capita inhabitants taxes 0.5
Valuation allowance 8.1
Other 1.3
Actual effective tax rate 48.9%

Differences between the normal effective statutory tax
rates and the actual effective tax rates for the years ended
March 31, 2005 and 2004 are not disclosed as differences
are immaterial.

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

Thousands of U.S.
dollars

Millions of yen a

Note 11—Sales to and Purchases from
Unconsolidated Subsidiaries and
Affiliates

Sales to and purchases from unconsolidated subsidiaries

and affiliates for the years ended March 31, 2006, 2005

and 2004 are as follows:
Thousands of U.S.

2006 2005 2006

Current
Deferred income tax assets:
Unrealized gain from sales of
inventories between the Companies ¥ 315 ¥ 314 $ 2,682

Accrued enterprise taxes 94 187 800
Accrued bonuses 790 790 6,725
Other 272 194 2,315
Sub-total deferred income tax assets 1,471 1,485 12,522

Valuation allowance (70) — (596)

Total deferred income tax assets ¥ 1,401 ¥ 1,485 $ 11,926

Non-current
Deferred income tax assets:
Employees’ sevaerance
and retirement benefits ¥ 2,764 ¥ 2,643 $ 23,530
Retirement benefits for directors

and corporate auditors 314 380 2,673
Unrealized gain from sales of fixed

assets between the Companies 1,206 958 10,266
Other 296 478 2,520
Sub-total deferred income tax assets 4,580 4,459 38,989
Valuation allowance (462) — (3,933)

Total deferred income tax assets ¥ 4,118 ¥ 4,459 $ 35,056

Deferred income tax liabilities:
Reserve deductible for

Japanese tax purpose ¥ (1,563) ¥ (376) $ (13,306)
Reserve for deferred gain on sales of

fixed assets for tax purpose (635) (644) (5,406)
Net unrealized holding

gain on securities (6,002) (2,667) (51,093)
Other (73) (30) (621)

Total deferred income tax liabilites ¥ (8,273) ¥ (3,717) $ (70,426)

Net deferred income tax

assets (liabilities) ¥ (4,155) ¥ 742 $ (35,370)

Net deferred income tax
assets (liabilities) ¥ (2,754) ¥ 2,227 $ (23,444)

Millions of yen dollars

2006 2005 2004 2006
Sales ¥ 35565 ¥ 34,489 ¥ 33,326 $ 302,758
Purchases 3,696 3,144 2,938 31,463

Note 12—Research and Development Expenses
Research and development expenses are recognized in the
consolidated statements of income in the year when
incurred. Research and development expenses included in
selling, general and administrative expenses are ¥1,060
million ($9,024 thousand), ¥1,201 million and ¥1,196
million for the years ended March 31, 2006, 2005 and
2004, respectively.

Note 13—Impairment Loss of Fixed Assets

In the year ended March 31, 2006, the Companies
recorded impairment loss of fixed assets for the following
group of assets:

Amount

Thousands of U.S.

Use Location Type Millions of yen dollars

Idle property Agano, Niigata

and others Land ¥ 53 $ 451
Real estate Ichihara, Chiba
for rent and others Land 286 2,435
Buildings 1 8
Other Ichikawa,Chiba
and others Equipments
and others 4 34

¥ 344 $ 2,928

The Companies classify fixed assets into groups based on
the place of business and the products with mutual
supplementation. However, the Companies classify real
estates for rent and idle properties which are not expected
to be used in the future individually.

Carrying amounts of idle properties are reduced to their
recoverable amounts due to substantial decline in the fair
market value. Carrying amounts of real estates for rent and
others are reduced to their recoverable amounts due to
decrease in profitability. The amount of the reduction is
recognized in other expenses as impairment loss of fixed assets.
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Recoverable amount of real estates for rent and others
is value in use which is calculated by discounting future
cash flows at interest rate 7.22%, and recoverable
amount of idle properties is net selling price which is
measured based on their assessed value of fixed assets.

Note 14—Lease Transactions
Lease transactions for the years ended March 31, 2006
and 2005 are as follows:

Finance lease transactions without ownership transfer
to lessee
(a) Purchase price equivalent, accumulated
depreciation equivalent and book value equivalent:

Thousands of U.S.
dollars

Millions of yen a

2006 2005 2006
Machinery, equipment and others

Purchase price equivalent ¥ 1,608 ¥ 1,775 $ 13,689
Accumulated depreciation equivalent 1,041 991 8,862
Book value equivalent 567 784 4,827

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

(b) Lease commitments:

Thousands of U.S.

Millions of yen ‘dollars

2006 2005 2006
Due within one year ¥ 210 ¥ 242 $ 1,788
Due after one year 357 542 3,039

¥ 567 ¥ 784 $ 4,827

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

(c) Lease payments and depreciation equivalent:
Millions of yen Thousggﬁigrgf us.

2006 2005 2004 2006

Lease payments ¥ 298 ¥ 337 ¥ 335 $ 2,537
Depreciation
equivalent 298 337 335 2,537

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

Hokuetsu Paper Mills, Ltd.

Operating lease transactions

Lease commitments under non-cancelable operating
leases for the years ended March 31, 2006 and 2005 are
as follows:

Thousands of U.S.

Millions of yen dollars

2006 2005 2006
Due within one year ¥ 39 ¥ 39 $ 332
Due after one year 230 268 1,958

¥ 269 ¥ 307 $ 2,290

Note 15—Derivative Transactions

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

The Companies use forward foreign exchange
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:

Hedging instruments Hedged items

Forward foreign exchange contracts  Foreign currency trade payables
and foreign currency options

Interest rate swap contracts Interest on loans payable

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, 2006 and 2005.

Note 16 —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, 2006 and 2005 consists of the

following:
Millions of yen Thousgglcligr?f us.
2006 2005 2006
Projected benefit obligation ¥ (11,013) ¥ (10,422) $ (93,752)
Unrecognized actuarial differences 276 437 2,350
Less fair value of pension assets 4,300 3,579 36,605
Prepaid pension costs (661) (554) (5,627)
Liability for severance and
retirement benefits ¥ (7,098) ¥ (6,960) $ (60,424)

Included in the consolidated statement of income for
the years ended March 31, 2006, 2005 and 2004 are
severance and retirement benefit expenses comprised of
the following:

Thousands of U.S.

Millions of yen dollars
2006 2005 2004 2006
Service costs — benefits
eamed during the year ¥ 475 ¥ 590 ¥ 555 $ 4,043
Interest cost on projected
benefit obligation 197 187 205 1,677
Expected return
on pension assets (30) (28) (23) (255)
Amortization of
actuarial differences 90 219 98 766
One-time amortization
of prior service costs — 154 94 —
Severance and
retirement
benefit expenses ¥ 732 ¥ 1,122 ¥ 929 $ 6,231

The discount rates used by the Companies are 2.0%,
2.0% and mainly 2.0% for the years ended March 31,
2006, 2005 and 2004, respectively. The rates of expected
return on pension assets used by the Companies are
mainly 1.0% for the years ended March 31, 2006, 2005
and 2004. 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
recognized in statement of income using the declining-
balance method over 10 years, beginning the following
fiscal year of recognition, and prior service costs are
expensed as incurred.

Note 17—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) Others:
Operations in businesses of timber, construction,
manufacture, sale, repairs and utilities of machinery,
import and sale of materials including pulp, real estate,
insurance agency, transportation and warehouse,
wholesale of used paper and others.
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Millions of yen

2006

Pulp related

Paper process

Corporate or

products products Others Total elimination Consolidated

Sales:
Outside customers ¥ 133,951 ¥ 13,474 ¥ 6,267 ¥ 153,692 ¥ — ¥ 153,692
Intersegment 1,174 53 21,957 23,184 (23,184) —
Net sales 135,125 13,527 28,224 176,876 (23,184) 153,692
Operating expenses 129,620 13,082 27,756 170,458 (23,698) 146,760
Operating income ¥ 5,505 ¥ 445 ¥ 468 ¥ 6,418 ¥ 514 ¥ 6,932
Identifiable assets ¥ 203,968 ¥ 11,654 ¥14,830 ¥ 230,452 ¥ 2,034 ¥ 232,486
Depreciation and amortization ¥ 12,967 ¥ 621 ¥ 440 ¥ 14,028 ¥  (365) ¥ 13,663
Capital expenditures ¥ 15,722 ¥ 779 ¥ 511 ¥ 17,012 ¥  (466) ¥ 16,546

Millions of yen
2005

Puplfoﬁiid Pagfcr)g:;csess Others Total Ceohrrz?nyg:i%r?r Consolidated

Sales:
Outside customers ¥ 132,152 ¥ 12,409 ¥ 6,644 ¥ 151,205 ¥ — ¥ 151,205
Intersegment 972 73 22,178 23,223 (23,223) —
Net sales 133,124 12,482 28,822 174,428 (23,223) 151,205
Operating expenses 122,247 11,650 28,233 162,130 (23,834) 138,296
Operating income ¥ 10,877 ¥ 832 ¥ 589 ¥ 12,298 ¥ 611 ¥ 12,909
Identifiable assets ¥ 198,564 ¥ 10,682 ¥14,722 ¥ 223,968 ¥ (2,530) ¥ 221,438
Depreciation and amortization ¥ 12,347 ¥ 569 ¥ 427 ¥ 13,343 ¥ (393) ¥ 12,950
Capital expenditures ¥ 7,602 ¥ 1,411 ¥ 464 ¥ 9,477 ¥  (282) ¥ 9,195

Millions of yen
2004
Pulp related Paper process Others Total Corporat_e or Consolidated
products products elimination

Sales:
Outside customers ¥129,395 ¥ 11,754 ¥ 6,430 ¥ 147,579 ¥ — ¥ 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
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Thousands of U.S. dollars

2006

Pulp related Paper process
products products

Corporate or

Others Total elimination

Consolidated

Sales:

Outside customers $ 1,140,300 $ 114,702 $ 53,349 $ 1,308,351 $ — $ 1,308,351

Intersegment 9,994 186,916 197,361 (197,361) -
Net sales 1,150,294 115,153 240,265 1,505,712 (197,361) 1,308,351
Operating expenses 1,103,431 111,365 236,281 1,451,077 (201,737) 1,249,340
Operating income $ 46,863 $ $ 3,984 $ 54,635 $ 4376 $ 59,011
Identifiable assets $ 1,736,341 $ 99,209 $ 126,245 $ 1,961,795 $ 17,315 $1,979,110
Depreciation and amortization $ 110,386 $ $ 3,746 $ 119,418 $  (3,107) $ 116,311
Capital expenditures $ 133,838 $ $ 4,350 $ 144,820 $ (3,967) $ 140,853

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 18 —Subsequent Event
The followings were approved at the annual shareholders’
meeting of the Company held on June 28, 2006:

(a) Payment of a cash dividend of ¥6.00 ($0.05) per share
to shareholders as of March 31, 2006 or a total of ¥977
million ($8,317 thousand).

(b) Payment of bonuses to directors of ¥63 million ($536
thousand)

The Company made the following decision of a capital
investment plan at the Board of Directors meeting held on
May 18, 2006:

Content of capital Timetable of Amount of Producti it
investment installation capital investment roduction capacity
Construction of A imatel
new oncoated T dof F:gs Eﬁrlw_a N 350 000 t
paper machine and ZeO%ns*o rmon o
its related facilities (Approx@étely perannum
$468 million)

in Niigata Mill

*The Company plans to begin operations in the end of 2008.
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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, 2006 and 2005, and the related
consolidated statements of income, shareholders’ equity and cash flows for each of the three years
in the period ended March 31, 2006, expressed in Japanese yen. These consolidated 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 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 consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of HOKUETSU PAPER MILLS, LTD. and consolidated
subsidiaries as of March 31, 2006 and 2005, and the consolidated results of their operations and
their cash flows for each of the three years in the period ended March 31, 2006, in conformity with
accounting principles generally accepted in Japan.

Without qualifying our opinion, we draw attention to Note 2(h) to the consolidated financial
statements, effective from the year ended March 31, 2006, HOKUETSU PAPER MILLS, LTD. and
consolidated subsidiaries adopted the accounting standard for impairment of fixed assets.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the
year ended March 31, 2006 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.

Kpro Qesa & (0.

Tokyo, Japan
June 28, 2006
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