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References in this Tender Offer Explanatory Statement (this “Statement™) to the “Tender Offeror,”

“Qji” or the “Company” shall mean Oji Paper Co., Ltd.

References in this Statement to the “Subject Company” or “Hokuetsu” shall mean Hokuetsu Paper

Mills, Ltd.

When a number is rounded off or rounded down in this Statement, the amount indicated as a total may

not always coincide with the aggregate of the relevant figures.

References in this Statement to the “SEL” shall mean the Securities and Exchange Law of Japan (Law

No. 25 of 1948).

References in this Statement to the “Order” shall mean the Securities and Exchange Law Enforcement

Order (Order No. 321 of 1965).



(Note 6)

(Note 7)

(Note 8)

(Note 9)

References in this Statement to the “Cabinet Ordinance” shall mean the Cabinet Ordinance relating to
Disclosure of Tender Offers for Shares, etc. by a Person other than the Company Issuing Securities
(Ministry of Finance No. 38 of 1990).

Except as indicated otherwise, reference in this Statement to a date and time shall mean such date and
time in Japan. Except as described otherwise, any procedures required for the tender offer made
pursuant to this Statement (the “Tender Offer”) shall be carried out in the Japanese language. Where a
part of the documents for the Tender Offer is prepared in English and any discrepancies exist between
the English and Japanese documents, the Japanese documents shall control.

The Tender Offer is made for the common shares (the “Common Shares”) of Hokuetsu Paper Mills,
Ltd., a company incorporated in Japan. The Tender Offer will be conducted in compliance with
procedures and disclosure requirements provided under the SEL, which may not necessarily be
identical to the procedures and disclosure requirements applicable in the United States.  In particular,
Section 14(d) of the U.S. Securities Exchange Act of 1934 and the rules and regulations promul gated
thereunder do not apply to the Tender Offer and the Tender Offer is not conducted in accordance with
the procedures and requirements thereunder. Consolidated financial statements contained in this
document have been prepared in accordance with Japanese accounting standards that may not be
comparable to the consolidated financial statements of U.S. companies. It may be difficult to
enforce any right or claim arising under U.S. federal securities laws, since the Tender Offeror is
incorporated outside the United States.  Furthermore, shareholders may not be able to sue a non-U.S.
company in anon-U.S. court for violations of the U.S. securities laws. It may be difficult to compel
anon-U.S. company and its subsidiaries and affiliates to subject themselves to the jurisdiction of U.S.
courts.

This Statement contains forward-looking statements as defined under the U.S. Private Securities
Litigation Reform Act of 1995. No assurance can be given that the results in any such
forward-looking statement will be achieved and actual results could differ materialy.



Terms and Conditions of Tender Offer

1.

Name of Subject Company

Hokuetsu Paper Mills, Ltd.

Class of Shares, etc. to be Purchased

Common stock
Purpose of the Tender Offer
(1) Overview

The purpose of the Tender Offer isfor Qji to integrate its business with that of Hokuetsu
through an acquisition by Oji of 100% of the Common Shares (the “Business Integration”).
Oji aimsto promote efficiency in business operations by sharing the management know-how
and resources of the two companies to form a new corporate group with sufficient scale and
global competitivenessin the rapidly integrating East Asian market.

In carrying out the Business Integration, Oji intends to acquire 100% of the Common Shares
by a Tender Offer followed by a statutory share exchange or other similar means to acquire

any remaining Common Shares.  After the Business Integration, the Company will consider
Hokuetsu asits most important subsidiary and plans to carry out the policies set forth below.

Toward this end, Oji will carry out the Tender Offer so asto acquire all of the Common Shares
(excluding the Common Shares held by Hokuetsu, those already held by Oji and those held by
Japan Trustee Services Bank, Ltd., i.e., the portion re-trusted with The Sumitomo Trust and
Banking Company for the Oji Pension Trust accounts) and to ensure that the Tender Offer
provides all Hokuetsu shareholders with afair and equal opportunity to sell their Common
Shares. If Qji failsto purchase 100% of the Common Shares through the Tender Offer, Oji
will seek to acquire the remaining Common Shares through a second step transaction.  Due
care will be given to the interests of the minority shareholders. Further, tax, accounting and
other factors will be taken into account in connection with the formulation of such transaction.
Oji has not yet decided the second step acquisition method. However, if a statutory share
exchangeis used, Oji plansto calculate the share exchange ratio based on the purchase price
per share offered in the Tender Offer, assuming that there will be no issuance of Common
Shares other than that by the Placement (as defined in (4) below) or any other anal ogous event.
The same pricing approach will aso be used if another acquisition method is adopted.

2 Background of the Tender Offer

a Need for Business Integration
() The Rise of the East Asian Markets and their Integration with the
Japanese Domestic Market

The printing and communi cations paper market is rapidly growing in East Asia, especialy in
China where demand has shown a marked increase. Leading paper and pulp manufacturersin
Europe and North America and growth-stage companies in East Asia have achieved economies
of scale and a high level of efficiency by installing large, state-of-the-art and efficient facilities
in the region and are expected to implement further expansion plansin anticipation of afurther
increase in demand in the near future. These companies, having highly efficient facilities and
high output capabilities, find the Japanese market attractive because of its geographical
proximity and large size. At the same time, Japanese domestic paper and pulp manufacturers,
including Qji, are aiming to develop further in neighboring markets. These forces, Oji
believes, will cause arapid integration of the Japanese domestic market and the East Asian
markets.



(i) Challenges for Japanese Domestic Pulp and Paper Manufacturers

Asindicated, Japanese domestic manufacturers, who had previously operated in a somewhat
closed domestic market, are now being forced to compete with foreign manufacturers owning
highly efficient facilitiesin a unified and broader market and will be forced to introduce large
and state-of -the-art facilitiesin order to achieve structural cost reduction.  On the other hand,
demand in the Japanese domestic market has not moved in tandem with domestic GDP in
recent years and, due in part to the proliferation of information technology, has peaked even as
the domestic economy continuesto grow. Oji believesit is essential to improve efficiency
and expand through further reorganization of the industry, such as business integration, to be
recognized as aleading paper and pulp manufacturer and to continue to enhance
corporate/shareholder value.  In addition, since the demand for paper products is expected to
grow significantly on aworldwide basis, securing forestry resources (e.g., wood chips) will be
a decisive factor in the competition between Oji and other major paper and pulp manufacturers.

Oji believesthat it will need to have the scale and financial wherewithal supported by reliable
revenue sources to secure forestry resources, for example, through large-scal e forest plantation
projects in various parts of the world.

b. The Effect of the Business Integration

Q) Securing Sufficient Corporate Scale and Financial Ability in the Face of
Globa Competition and Need for Adequate Investment in Resources

Given Hokuetsu’s track record of highly efficient business operations and Oji’s extensive
management resources, the combination of Oji and Hokuetsu represents an ideal strategic fit.
The Business Integration will make it possible to simultaneously achieve economies of scale
and improvementsin efficiency. Asaresult of the Business Integration, Oji will be able to
establish a structure to make large-scal e investments based on abundant cash flows, which is
essential to compete globally.

(i) Synergy Effects including Cost Reductions

Considering factors such as product lines, distribution of manufacturing sites and technical
capabilities of both companies, the Business Integration will bring about a wide range of
synergiesin various areas, such as optimizing production and sales operations, streamlining
logistics including the rationalization of transportation resources, as well as technical exchange,
the effect of which is expected to be very significant.

(iii) Establishment of Efficient Manufacturing System by way of “Scrap &
Build”

The coordination in the expansion of manufacturing facilities for coated paper that is planned
at Hokuetsu with the disposition of aging, small facilities of Oji will lead to the development
of efficient manufacturing facilities. On the part of Hokuetsu, the establishment of large
facilitieswill help it realize increases in manufacturing capability sooner than planned and the
rates of operation of the new facilities, which have been expected to be low for the time being
under the current plan, will be raised in a short time which will alow for efficient
manufacturing based on high rates of operation. In addition, Oji will be able to enhance its
cost competitiveness, which has been one of Oji’s issues in recent years, by the “Scrap &
Build” policy, and as aresult, will be able to establish production facilitiesin the most
advantageous area for sale in the greater Tokyo metropolitan area.



(iv) Implementation of Appropriate Production and Sales Policies based on
Market Trends

Domestic demand in Japan has peaked, but there may be temporary fluctuations in demand or
variation among products. In such cases, the more a company relies on certain leading
products, the more profits fluctuate and the more difficult it becomes to secure stability in cash
flow. Therealization of the Business Integration will diversify product lines and will enable
Qji to implement appropriate production/sales policies by keeping up with market trends,
which will stabilize profitability and enhance the business foundation of the new corporate
group.

C. Enhancement of Corporate Vaue by Business Integration

Qji expectsto achieve an annual cost reduction of 7.5 billion yen (before tax) after the initial
three-year period following the Business Integration. Also, asaresult of the Business
Integration, Oji will become the fifth largest paper and pulp manufacturer in the world in terms
of revenues and will strive to improve its ROA and ROE.

3 Management Policies for the Post-Integration Oji/Hokuetsu Group
a Business Operation Policy to Improve Post-Integration Corporate Value

() “Scrap & Build” Policy for Production Facilities to be Implemented
through Cooperation between Both Companies

Hokuetsu’s Niigata Mill will be the core production base for the printing and communications
paper business of the Oji/Hokuetsu Group. By scrapping its aging facilities, Oji plansto
concentrate as much as possible on the production capability of the Niigata Mill to maximize
its cost competitiveness.

(i) Enhancement of Joint Activities for the Procurement of Resourcesin the
Future

Oji’s forest plantation activity in various parts of the world isacritical factor in gaining a
competitive position in the global market.  Oji will further concentrate its efforts to increase
its ability to procure the necessary raw materials for the new corporate group through the
expansion of forest plantation areas.

(i) Cost Reduction through Joint Purchase of Raw Materials and Fuels

In order to reduce the procurement cost of raw materials and fuels (i.e., wood chips, used
paper, heavy oil and coal), Oji plansto make joint purchase arrangements with Hokuetsu and
further improve its ability to purchase such items on more favorable terms.

(iv) Enhancing Efficienciesin Logistics

Through the optimization of Oji’s logistics network (focusing on the Western part of Japan)
and Hokuetsu’s network (near the greater Tokyo metropolitan area), Oji plansto enhance
efficiency by streamlining logistics, including the rationalization of transportation resources.

(v) Utilization of Oji's R&D Capabilities

By utilizing its patents and R&D capabilities, Oji plans to enhance the quality of Oji/Hokuetsu
Group products and thereby achieve superiority in product quality over those made by
overseas competitors.  Oji also expects synergies from the Business | ntegration in the
development of new products and in the research of various areas, such as new planting and
environmental technologies.



b. Post-I ntegration Management Structure

The Post-Integration management structure has not yet been determined.  The company name
of “Hokuetsu Paper Mills, Ltd.” will not be changed.

C. Post-I ntegration Human Resource Policy
() Preservation of Employment

Oji highly values the advanced skills and wealth of experience and knowledge possessed by
Hokuetsu’s employees, and Oji hopes that they will play a central role in the printing and
communications paper business not only for Hokuetsu but also for the entire Oji/Hokuetsu
Group. Therefore, Oji is planning to maintain the employment of Hokuetsu’s personnel in
implementing the Business Integration.

(i) Preservation of Pay Scale

Oji believesthat the salary structure of a company is the backbone of the business operations
and corporate culture of acompany. Accordingly, Oji isnot planning to change the current
salary structure of Hokuetsu employees by virtue of the Business Integration.

(i) Preservation of Work Locations

Oji plansto regard Hokuetsu’s Niigata Mill as the core production base for the integrated
printing and communications paper business of the Oji/Hokuetsu Group. Thus, Oji is not
planning to implement any large-scale personnel relocation of Hokuetsu employees.

(iv) Stable Employment and Contribution to the Local Economy

Oji plans to support the possibility of further expanding Hokuetsu’s Niigata Mill. Thus, Oji
believes that the Business Integration will contribute to stable employment at the Niigata Mill
aswell as the maintenance of job opportunities in Niigata Prefecture through devel opment of
the Niigata Mill.

d. Maintaining Relationships with Customers and Business Partners

In principle, Oji will maintain relationships with existing customers and trading partners of
Hokuetsu.

4 Information Regarding the Tender Offer

The purchase price of the Tender Offer (800 yen per share, the “Tender Offer Price”) is based
on aprice (860 yen per share) that represents an approximately 34% premium over the average
closing price of the Common Shares on the Tokyo Stock Exchange, Inc. (“Tokyo Stock
Exchange” or “TSE”) for the one-month period (June 1, 2006 to June 30, 2006) immediately
preceding the date on which Oji submitted a proposal (the “Proposal”) for the Business
Integration to Hokuetsu (July 3, 2006), but takes into account the impact of the proposed
placement of shares (the “Placement”) and the proposed business alliance (the “Business
Alliance”) with Mitsubishi Corporation (“Mitsubishi”) resolved by the board of directors of
Hokuetsu on July 21, 2006.

a Tender Offer Price prior to Announcement of the Placement

The Tender Offer Price prior to the announcement of the Placement (the “Unadjusted Tender
Offer Price”) was 860 yen per share, representing an approximately 34% premium over the
average closing price of the Common Shares on the TSE for the one-month period (June 1,
2006 to June 30, 2006) prior to the date of the Proposal. The Unadjusted Tender Offer Price
also represents an approximately 32% premium over the average closing price of the Common
Shares on the TSE for the one-month period (June 22, 2006 to July 21, 2006) prior to the date
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of Oji’s pressrelease entitled “Proposal of Business Integration with Hokuetsu Paper,” dated
July 23, 2006. In addition, the enterprise value of Hokuetsu cal culated on the basis of the
Unadjusted Tender Offer Price amounts to 9.9 times Hokuetsu’s EBITDA of 20,594 million
yen (for the fiscal year ending March 2006). The equity value of Hokuetsu calculated on the
basis of the Unadjusted Tender Offer Price amounts to 28.1 times the estimated net income
(for the fiscal year ending March 2007), and 24.4 times the estimated adjusted net income (for
the fiscal year ending March 2007) (all figures on a consolidated basis).

(Notel) EBITDA = operating profit + depreciation expense + amortization of consolidated
account adjustment. The financial data is based on the Securities Report for the
168" Term filed by Hokuetsu on June 28, 2006.

(Note2)  Adjusted net income = ordinary income x (1 - effective tax rate).

(Note3) The estimated net income (for the fiscal year ending March 2007) and the
estimated adjusted net income (for the fiscal year ending March 2007) are based
on average analyst estimatesin the Institutional Brokers Estimate System (I/B/E/S)
from May 19, 2006 (the day after Hokuetsu’s press release [in Japanese] entitled
“Expansion of Coated Paper Production Facilities,” dated May 18, 2006) to June
30, 2006.

b. The Tender Offer Price after the Placement

According to Hokuetsu’s press release [in Japanese] entitled “Notice Relating to Third-Party
Allotment, Change in Major Shareholders, and Business Alliance with Major Shareholder,”
dated July 21, 2006, the Placement will involve the purchase of 50,000,000 Common Shares
by Mitsubishi at a purchase price of 607 yen per share, for atotal purchase price of 30.35
billion yen (“Mitsubishi Purchase Price”). The equity value of Hokuetsu based on the
Unadjusted Tender Offer Price is approximately 140 billion yen. The Tender Offer Price of
800 yen per share is based on the sum of the Mitsubishi Purchase Price and the equity value,
or approximately 170 billion yen, divided by the total number of issued Common Shares of
Hokuetsu following the Placement.

If Hokuetsu withdraws the Placement and the Business Alliance and there are no special
circumstances that adversely impact the implementation of the Tender Offer, Oji will raise the
Tender Offer Priceto 860 yen. In such event, Oji plansto recalculate and lower the
minimum number of shares to be purchased (the “Tender Offer Minimum”) with the
assumption that the Placement will not be made.

Hokuetsu announced in its press release [in Japanese] entitled “Regarding the Press Release by
Oji Paper Co., Ltd.” dated July 24, 2006 and in its press release [in Japanese] entitled “Certain
Media Reports Regarding Tender Offer” dated July 29, 2006 that it has no intention to
withdraw the Placement and the Business Alliance, and as of August 1, 2006, Oji does not
have Hokuetsu’s endorsement for the Tender Offer and the Business I ntegration.

Oji will continue its efforts to obtain the understanding and support of Hokuetsu to
consummate the Business I ntegration.

Because the Tender Offer does not set a maximum number of Common Shares to be acquired,
if Mitsubishi becomes alarge shareholder by holding 24.44% (based on voting rights) upon
the consummation of the Placement, the Common Shares may be delisted in accordance with
the delisting rules of the TSE or Osaka Securities Exchange Co., Ltd., depending on the result
and by virtue of the Tender Offer. In addition, if Oji has acquired al of the Common Shares
by statutory share exchange or other means following the Tender Offer, the Common Shares
will be delisted.  Once delisted, the Common Shares may not be traded on any stock
exchange where they are delisted.



Duration, Price, Number of Share Certificates, etc., and Other Details as to the Tender Offer

(1) Duration | From August 2, Date of August 2, 2006 (Wednesday)

2006 public

(Wednesday) to notice

September 4, Name of Electronic public announcement will

2006 (Monday) newspaper | be made (at https://info.edinet.go.jp/

(34 days) that EdiHtml/main.htm) and announcement
publishes to such effect will be made in the
such public | Nihon Keizai Shimbun.
notice

(2) Purchase | Shares 800 yen per share
price

Stock N/A

subscription

rights

Certificates N/A

representing

stock warrants

Bonds with stock N/A

warrants

Depositary N/A

receipts

(for shares, etc.)

Basis of
calculation

The Tender Offer Price of 800 yen is based on aprice
(860 yen per share) that represents an approximately
34% premium over the average closing price of the
Common Shares on the TSE for the one-month period
(June 1, 2006 to June 30, 2006) immediately
preceding the date on which Oji submitted the
Proposal to Hokuetsu (July 3, 2006), but takes into
account the impact of the Placement and the Business
Alliance.

a Tender Offer Price prior to Announcement of
the Placement

The Tender Offer Price prior to the announcement of
the Placement (the “Unadjusted Tender Offer Price”)
was 860 yen per share, representing an approximately
34% premium over the average closing price of the
Common Shares on the TSE for the one-month period
(June 1, 2006 to June 30, 2006) prior to the date of
Oji’s Proposal to Hokuetsu on July 3, 2006 and
determined based on a comprehensive analysis of
various factors, such as historic stock price
movements, financial performance and forecast of
future earnings of Hokuetsu. The Unadjusted
Tender Offer Price also represents an approximately
32% premium over the average closing price of the
Common Shares on the TSE for the one-month period
(June 22, 2006 to July 21, 2006) prior to the date of
Oji’s press release entitled “Proposal of Business
Integration with Hokuetsu Paper,” dated July 23,
2006. Inaddition, the enterprise value of Hokuetsu
calculated on the basis of the Unadjusted Tender
Offer Price amounts to 9.9 times Hokuetsu’s
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EBITDA of 20,594 million yen (for the fiscal year
ending March 2006). The equity value of Hokuetsu
calculated on the basis of the Unadjusted Tender
Offer Price amounts to 28.1 times estimated net
income (for the fiscal year ending March 2007), and
24 .4 times estimated adjusted net income (for the
fiscal year ending March 2007) (all figureson a
consolidated basis).

(Note 1) EBITDA = operating profit + depreciation
expense + amortization of consolidated account
adjustment. The financial datais based on the
Securities Report for the 168" Term filed by
Hokuetsu on June 28, 2006.

(Note 2) Adjusted net income = ordinary income x (1
- effective tax rate).

(Note 3) The estimated net income (for the fiscal year
ending March 2007) and the estimated adjusted net
income (for the fiscal year ending March 2007) are
based on average analyst estimates in the I nstitutional
Brokers Estimate System (I/B/E/S) from May 19,
2006 (the day after Hokuetsu’s press release [in
Japanese] entitled “Expansion of Coated Paper
Production Facilities,” dated May 18, 2006) to June
30, 2006.

b. The Tender Offer Price after the Placement

According to Hokuetsu’s press release [in Japanese]
entitled “Notice Relating to Third-Party Allotment,
Change in Mgjor Shareholders, and Business Alliance
with Major Shareholder,” dated July 21, 2006, the
Placement will involve a purchase of 50,000,000
Common Shares by Mitsubishi at a purchase price of
607 yen per share, for atotal purchase price of 30.35
billion yen (the “Mitsubishi Purchase Price”). The
equity value (the “Equity Value) of Hokuetsu based
on the Unadjusted Tender Offer Priceis
approximately 140 billion yen. The Tender Offer
Price of 800 yen per share is based on the sum of the
Mitsubishi Purchase Price and the Equity Value, or
approximately 170 hillion yen, divided by the
prospective number of issued Common Shares of
Hokuetsu.




C. Premium of Tender Offer Price

The Tender Offer Price of 800 yen per share
represents an approximately 24% premium over the
average closing price of the Common Shares on the
TSE for June 1, 2006 to June 30, 2006 and an
approximately 23% premium over the average closing
price of Common Shares on the TSE for the most
recent one-month period (June 22, 2006 to July 21,
2006) prior to the date of Oji’s press release entitled
“Proposal of Business Integration with Hokuetsu
Paper” (July 23, 2006). The Tender Offer Price of
800 yen per share is an approximately 26% premium
over the closing price of the Common Shares of 635
yen as of July 21, 2006, one business day
immediately preceding the date of its press release
entitled “Proposal of Business Integration with
Hokuetsu Paper,” dated July 23, 2006.




(Note 1)

(Note 2)

(Note 3)

(Note 4)

(Note5)

(3) Number Number of shares
of Shares, Minimum Number | Total number
etc. to be number of of shares
Purchased | Type sharesto be that may
purchased exceed
such
number
Shares 100,818,239 N/A 100,818,239 shares
shares
Stock N/A N/A N/A
subscription
rights
Certificates N/A N/A N/A
representing
stock
warrants
Bonds with N/A N/A N/A
stock
warrants
Depositary N/A N/A N/A
receipts
(for shares,
etc.)
Total 100,818,239 shares
number
(Total N/A
number of
latent shares,
etc.)

The Tender Offer Minimum of 100,818,239 shares is equal to (i) 50% of al issued
Common Shares of Hokuetsu as of June 28, 2006 (164,052,054 shares as stated in the
Securities Report for the 168" Term filed by Hokuestu on June 28, 2006) plus
50,000,000 shares to be newly issued pursuant to the Placement (based on Hokuetsu’s
press release [in Japanese] entitled “Notice Relating to Third-Party Allotment, Change
in Major Shareholders, and Business Alliance with Major Shareholder,” dated July 21,
2006) minus the number of Common Shares held by Hokuetsu as of March 31, 2006
(1,187,576 shares), or 212,864,478 shares, minus (ii) the number of Common Shares
held by Japan Trustee Services Bank, Ltd., i.e, the portion re-trusted with The
Sumitomo Trust and Banking Company for the Oji Pension Trust accounts (5,614,000
shares).

If the total number of tendered shares is less than the Tender Offer Minimum
(100,818,239 shares), such tendered shares will not be purchased.

If the total number of tendered shares exceeds the Tender Offer Minimum
(100,818,239 shares), all such tendered shares will be purchased.

Common Shares constituting less than a whole unit will also be purchased through the
Tender Offer if the share certificates are submitted. (If the share certificates are
deposited with Japan Securities Depository Center, Inc. (“JASDEC”) by the Tender
Offer Agent, share certificates need not be submitted.)

The calculations are based on the assumption that the Common Shares held by
Hokuetsu (1,187,576 shares) will not be acquired through the Tender Offer.



(Note 6)

If Hokuetsu withdraws the Placement and Business Alliance, absent specia

circumstances that adversely impact the implementation of the Tender Offer, Oji will

raise the Tender Offer Price to 860 yen per share.

In such event, the Tender Offer

Minimum will be reduced to reflect the assumption that the Placement will not be
implemented.  Specifically, the Tender Offer Minimum will be (i) 50% of al issued
Common Shares of Hokuetsu minus the number of Common Shares held by Hokuetsu,
minus (ii) the number of Common Shares held by Japan Trustee Services Bank, Ltd.,
i.e., the portion re-trusted with The Sumitomo Trust and Banking Company for the Oji
Pension Trust accounts (5,614,000 shares) (based on the information set forth in this
Statement, the reduced Tender Offer Minimum will be 75,818,239 shares).

5. Ownership Percentage of Shares, etc. after Tender Offer
Category Number of
Voting Rights
Number of Voting Rights represented by the Shares, etc. to be purchased (a) 100,818
Of (a), the Number of Voting Rights represented by Latent Shares, etc. (b) -
Of (b), the Number of Voting Rights represented by Depositary Receipt for Shares, etc. (c) ,
Number of Voting Rights represented by the Shares Certificates, etc. held by the Tender
Offeror as of the date hereof (d) 5,615
Of (d), the Number of Voting Rights represented by Latent Shares, etc. (€) -
Of (e), the Number of Voting Rights represented by Depositary Receipt for Shares, etc. (f) ,
Number of Voting Rights represented by the Shares, etc. held by Specially Related Parties as
of the date hereof (g) 373
Of (g), the Number of Voting Rights represented by Latent Shares, etc. (h) -
Of (h), the Number of Voting Rights represented by Depositary Receipt for Shares, etc. (i) ,
Total Number of Voting Rights of the Shareholders of the Subject Company as of March 31,
2006 (j) 160,933
Ratio of Voting Rights represented by the Shares, etc. to be purchased to the total number of
Voting Rights of the Shareholders ((a)/(j)) (%) 61.90
Ownership Percentage of Shares, etc. after Tender Offer
50.00

((a+d+g)/(j+(b-c)+(e-f)+(h-i))x100) (%)

(Note 1)

The “Number of Voting Rights represented by the Shares Certificates, etc. held by the

Tender Offeror as of the date hereof (d)” includes 5,614 voting rights represented by
Common Shares held by Japan Trustee Services Bank, Ltd. (the portion re-trusted with
The Sumitomo Trust and Banking Company for the Oji Pension Trust accounts), in
accordance with Article 27-2, Paragraph 1, Item 3 of the SEL and Article 7, Paragraph

3, Item 2 of the Orders.

(Note 2)

The “Total Number of Vaoting Rights of the Shareholders of the Subject Company as of

March 31, 2006 (j)” is as stated in the Securities Report for the 168™ Term filed by

Hokuetsu on June 28, 2006 (with each unit representing 1,000 shares).

However,

because the Tender Offer is also made for Common Shares constituting less than a
whole unit and Common Shares held under a cross-shareholding arrangement, the
“Total Number of Voting Rights of the Shareholders of the Subject Company as of
March 31, 2006 (j)” is deemed to be 162,864 by adding the number of voting rights
represented by the shares constituting less than a whole unit (tangen-miman kabu) (960
voting rights representing 960,478 shares (961,054 shares constituting less than a
whole unit appearing on the Securities Report for the 168™ Term filed by Hokuetsu on
June 28, 2006 minus 576 Common Shares held by Hokuetsu)) and the 971 voting
rights with respect to Common Shares held under a cross-shareholding arrangement for
purposes of calculating the “Ratio of Voting Rights represented by the Shares, etc. to
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(Note 3)

(Note 4)

(Note 5)

(Note 6)

be purchased to the total number of Voting Rights of the Shareholders” and the
“Ownership Percentage of Shares, etc. after Tender Offer.”

The “Number of Voting Rights represented by the Shares, etc. held by Specialy
Related Parties as of the date hereof (g)” sets forth the aggregate number of voting
rights corresponding to shares owned by each specially related party. However, for
purposes of calculating the “Ownership Percentage of Shares, etc. after Tender Offer,”
shares, etc. held by specialy related parties will not be added to the numerator due to
the fact that such shares, etc. are also the subject of the Tender Offer.

According to Hokuetsu’s press release [in Japanese] entitled “Notice Relating to
Third-Party Allotment, Change in Mgjor Shareholders, and Business Alliance with
Major Shareholder,” dated July 21, 2006, the board of directors of Hokuetsu resolved
to issue 50,000,000 Common Shares by way of placement to Mitsubishi which will be
paid in on August 7, 2006. In calculating the “Ownership Percentage of Shares, etc.
after Tender Offer,” we added the 50,000 voting rights represented by the shares to be
issued in the Placement to Mitsubishi, to the denominator.

Figures for the “Ratio of Voting Rights represented by the Shares, etc. to be purchased
to the total number of Voting Rights of the Shareholders” and “Ownership Percentage
of Shares, etc. after Tender Offer” have been rounded off to the nearest two decimal
places.

Since the Tender Offeror will purchase all tendered shares, etc. if such number exceeds
the Tender Offer Minimum, the Ownership Percentage of Shares, etc. after Tender
Offer may exceed 50.00% and reach 100.00%.

Approvals, etc. Concerning Acquisition of Shares, etc.

oy

Class of Shares, etc.

Common stock

@)

Relevant Law

Act concerning Prohibition of Private Monopolization and Maintenance of Fair Trade (Law
No. 54, 1947) (the “Antimonopoly Act”)

Under the Antimonopoly Act, an acquisition of shares that would serve to effectively restrict
competition in a certain area of trade is prohibited. The Tender Offeror is currently in
consultations with the Japan Fair Trade Commission regarding the acquisition of shares of
Hokuetsu contemplated in the Tender Offer (the “Share Acquisition”). If the Japan Fair
Trade Commission concludes that the Share Acquisition would not present any issues under
the Antimonopoly Act, Oji will be so notified.
3 Date and Number relating to such Approvals, etc.
N/A
Procedure for Tendering the Shares and Termination of Agreement
(1) Procedure for Tendering the Shares

a Tender Offer Agent (“Tender Offer Agent™)

Nomura Securities Co., Ltd.
9-1, Nihonbashi 1-chome, Chuo-ku, Tokyo
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Tendering shareholders must fill out the prescribed “Tender Offer
Application Form” and submit such form together with the relevant share
certificates to the head office or any branch office in Japan of the Tender
Offer Agent, on or prior to 3:30 PM on the last day of the period of the
Tender Offer (the “Tender Offer Period”). A seal will be required upon
such application.  In addition, identification documents may be required
upon application. (See Note 1).

In the Tender Offer, no tenders through securities companies other than the
Tender Offer Agent will be accepted.

If share certificates are already deposited with the Tender Offer Agent (or
with JASDEC through the Tender Offer Agent), such share certificates need
not be submitted with the Tender Offer Application Form. |If adepositary
receipt has been issued for such deposited share certificate, such depositary
receipt must also be submitted.

Shareholders (including corporate shareholders) residing outside of Japan
who do not have an account through which a transaction can be made with
the Tender Offer Agent (“Non-Japanese Shareholders”) must tender through
their standing agent residing in Japan.

For individual resident shareholders, the difference between the price of the
shares sold through the Tender Offer and the purchase cost of such shares
will be subject to self-assessment taxation separate from other income with
regard to capital gains from the disposition of shares, etc. (Note 2)

Upon acceptance of atender, the Tender Offer Agent will deliver atender
receipt to the tendering shareholder.

If al or any of the tendered shares, etc. are not purchased, share certificates
for such shares not purchased will be returned to the relevant shareholders.
However, if any of the share certificates submitted for the application
represents shares constituting less than a whole unit (1,000 shares), the name
on the returned share certificates may differ from that on the submitted share
certificates.  Any shareholder requiring that the name on the share
certificates be identical to that on the submitted share certificates is asked to
ensure that all the share certificates, etc. he/she submits constitute one unit.

I dentification Documents

Shareholders who open a new account at Nomura Securities Co., Ltd. must submit
identification documents such as those set forth below.  Shareholders who have an
existing account must also submit such identification documents in certain cases.
Please contact the Tender Offer Agent for details regarding the required identification
documents.

Individual Shareholders: Original copy of a certified copy of residence

certificate, certificate of registered mattersin the
residence certificate and/or certificate of registered
seal (inkan-touroku shoumeisho), each issued within
the past six months.

Original, unexpired copy of a health insurance card
(kenkou-hoken-sho), drivers license, resident
registration card (including name, address and date of
birth), disability certificate, certificate of alien
registration, passport and/or book of government
pension (delivered on or before December 31, 1996).
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@)

3)

*  |dentification documents must be valid.
*  |dentification documents must confirm the
following points:
(i) valid term of the identification document itself;
and
(if) name, address and date of birth entered in the
application form.

Corporate Shareholders: Certificate of corporate registry or documents issued
by governmental authorities, etc.

| dentification documents must confirm the following:
corporate name and location of headquarters or main
office.

In addition to the identification of the company itself,
identification documents of the representative or
agent/person in charge (person authorized to sign
contracts, etc.) are required.

Non-Japanese A non-Japanese person (excluding residents of Japan)

Shareholders: or acompany with its head office or principal office
located outside of Japan must submit identification
documents issued by aforeign government or an
international institution recognized by the Japanese
government which are similar to the identification
documents required for Japanese residents.

(Note 2) Self-assessment taxation (shinkoku bunri-kazei) with regard to capital gains
from sale of shares, etc. for individual shareholders

With respect to capital gainsfrom sale of shares, etc., individual shareholdersresiding
in Japan are subject to self-assessment taxation separate from other income.

Individual shareholders are encouraged to contact a tax accountant or other expert for
any questions relating to such tax and make their own decision based upon such advice.

Procedure for Termination of Agreement

Tendering shareholders may, at any time during the Tender Offer Period, terminate any
agreement relating to the Tender Offer.  In order to terminate any such agreement, the
terminating shareholder must deliver or mail the tender receipt and a document
providing for the termination of the agreements related to the Tender Offer
(“Termination Document”) to the head office or a branch office in Japan of the Tender
Offer Agent designated below by 3:30 PM of the last day of the Tender Offer Period.
Mailed Termination Documents must be delivered by 3:30 PM of the last day of the
Tender Offer Period.

Person who has the authority to receive the Termination Document

Nomura Securities Co., Ltd.

9-1 Nihonbashi 1-chome, Chuo-ku, Tokyo

(Other branch offices in Japan of Nomura Securities Co., Ltd.)
Procedure for Returning Share Certificates, etc.
In the event that a tendering shareholder requests the termination of any agreement

relating to the Tender Offer in accordance with section 7(2) “Procedure for
Termination of Agreement,” the relevant share certificates, etc. will be returned
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8.

(4)

promptly after the completion of the termination procedures in accordance with section

10(4) “Method of Returning the Share Certificates, etc.”

Returning Share Certificates, etc.

Nomura Securities Co., Ltd.
9-1 Nihonbashi 1-chome, Chuo-ku, Tokyo

Name and Location of the Head Office of Securities Company/Bank, etc. Holding and

Funds Required for Tender Offer

(@D} Funds, etc. required for Tender Offer

Aggregate purchase price (a) 80,654,591,200 yen
Consideration other than cash

(type) —
Consideration other than cash (total

number) —
Commissions (b) 650,000,000 yen
Others (c) 10,000,000 yen
Total of (a)+(b)+(c) 81,314,591,200 yen

(Note 1)

(Note 2)

(Note 3)

(Note 4)

(Note5)

The “Aggregate purchase price (a)” above represents the
product of the Tender Offer Minimum (100,818,239 shares) and
the purchase price per share. If the total number of tendered
shares exceeds the Tender Offer Minimum (100,818,239 shares),
all such tendered shares will be purchased. If the sum of all
issued Common Shares of Hokuetsu as of June 28, 2006
(164,052,054 shares) and the planned increase in the Placement
(50,000,000 shares) excluding Common Shares held by
Hokuetsu (1,187,576 shares as of March 31, 2006), the shares
held by the Tender Offeror (1,045 shares) and the Common
Shares held by Japan Trustee Services Bank, Ltd. (5,614,000
shares, the portion re-trusted with The Sumitomo Trust and
Banking Company for the Oji Pension Trust accounts) are
purchased (i.e., 207,249,433 shares), the maximum aggregate
purchase price will amount to 165,799,546,400 yen.

In such event, the sum of the above maximum aggregate
purchase price, commissions and other fees will amount to
166,459,546,400 yen.

“Commissions (b)” is comprised of estimated commissions to be
paid to the Tender Offer Agent.

“Others (c)” is comprised of estimated fees and expenses for
placing public notices in newspapers, printing this Statement and
other necessary documents, and other related expenses.
Expenses to be incurred by the Tender Offer Agent and fees for
legal counsels will be paid. However, these amounts are not
yet determined.

Consumption tax, etc. is not included.
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@)

Deposits, Loans, etc. Available to Finance the Purchase, etc.

Deposits as Amount
of the day Type of Deposits (thousands of
immediately yen)
preceding or - -
two days
preceding the Total (a) -
date hereof
Amount
Type of Lender Name of Lender Contract Terms (thousands of
Borrowings yen)
prior to the Financia Institution - - -
date hereof Totl -
Others: | - | - -
Total -
Amount
Type of Lender Name of Lender Contract Terms (thousands of
yen)
Financial Ingtitution - - -
Fundsto be
borrowed Total (b) )
after the date Nomura Capital
hereof Investment Co.,
Money | Ltd., 2-2, Borrowing of fundsto
Others lending | Otemachi be applied to finance the 170,000,000
business | 2-chome, purchase, etc.
Chiyoda-ku,
Tokyo
Total (c) 170,000,000
Amount
Other Description (thousands of
Method of yen)
Financing - -
Total (d) -
Total
Deposits,
Loans, etc.
Available to
Finance the
Purchase, 170,000,000
etc.
(thousands of
yen)
(@ + (b) +
(© +(d)
(Notel) Asfor the “Contract Terms,” the specific timing, method, term

and rate, etc. of the borrowings will be separately determined
based on further discussion. The Tender Offeror has obtained
a certificate from Nomura Capital Investment Co., Ltd., as
evidence of the commitment to advance a loan of up to 170
billion yen.
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10.

11.

3 Relationship between the Tender Offeror and the Company Issuing Securities to be
Used as Consideration for the Tender Offer

N/A

The Company Issuing Securities to be Used as Consideration for the Tender Offer
N/A

Method of Settlement

(1) Name and Address of Head Office of Securities Company/Bank. etc. in Charge of
Settlement

Nomura Securities Co., Ltd.
9-1 Nihonbashi 1-chome, Chuo-ku, Tokyo

2 Commencement Date of Settlement
September 8, 2006 (Friday)
3 Method of Settlement

A notification of purchase will be mailed to the address of each tendering shareholder (in the
case of a Non-Japanese Shareholder, to the address of its standing agent) without delay after
the expiry of the Tender Offer Period. Payment for the purchase of the shares will be made
in cash. The Tender Offer Agent will, without delay after the date on which the settlement
procedures commence, remit the purchase price to each tendering shareholder to the place
designated by each tendering shareholder in accordance with the instructions given by each
such shareholder, or pay the purchase price at the head office or branch office at which the
Tender Offer Agent handled the application acceptance procedures.

4 Method of Returning Share Certificates, etc.

In the event that all or any of the tendered share certificates, etc. are not purchased under the
terms set forth in the subsections entitled “(1) Conditions set forth in each Item of Article
27-13(4) of the SEL” or “(2) Withdrawal of Tender Offer; Conditions, Terms and Method of
Disclosure” of the section titled “11.  Other Conditions and Methods of Purchase,” the share
certificates etc. required to be returned will be returned to the tendering shareholders pursuant
to the shareholders’ instruction immediately after the commencement date of settlement (after
the date of withdrawal in the event of a withdrawal, etc. of the Tender Offer) by delivering to
the applying shareholders, or by mailing to the address of the applying shareholders (or the
standing agent of the Non-Japanese Shareholders), or in the case where the share certificates of
the shares tendered are kept in custody by the Tender Offer Agent (or by JASDEC through the
Tender Offer Agent), the share certificates will be returned so that such shares are held under
the same conditions as at the time the application was made.

Other Conditions and Methods of Purchase

(@D} Conditions set forth in each Item of Article 27-13(4) of the SEL

If the total number of tendered shares is less than the Tender Offer Minimum (100,818,239
shares), none of the tendered shares will be purchased. If the total number of tendered shares

isegual to or exceeds the Tender Offer Minimum (100,818,239 shares), al the tendered shares
will be purchased.
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2 Withdrawal of Tender Offer; Conditions, Terms and Method of Disclosure

The Tender Offeror may withdraw the Tender Offer upon the occurrence of any of the events
set forth in Article 14(1)(i)(a) to (i), Article 14(21)(ii) (a) to (h), and Article 14(2)(iii) to (vi), in
each case, of the Order.

In addition, the Tender Offeror may withdraw the Tender Offer if, the Japan Fair Trade
Commission has not notified the Tender Offeror by the day next preceding the last day of the
Tender Offer Period to the effect that the Share Acquisition would not present any issues under
the Antimonopoly Law, a condition described in Article 14(2)(iii) of the Order.

Furthermore, the Tender Offeror may also withdraw the Tender Offer upon the occurrence of
any of the following events, which are those set forth in a notice regarding tender offer and in
the related tender offer statement within the meaning of Article 14(1)(i)(l) of the Order, if such
events materially interfere with the fulfillment of the purpose of the Tender Offer:

() during the Tender Offer Period, the board of directors of the Subject
Company resolves to solicit, from the shareholders of its Common Shares, offersto
purchase its shares representing not less than 10% of the sum of all the issued Common
Shares as of June 28, 2006 and the Common Shares issued under the Placement (or, if
the Placement is withdrawn, not less than 10% of all the issued Common Shares as of
June 28, 2006) by granting aright to subscribe for its shares or to alot shares to the
shareholders of its common stock by way of gratisissue, and the record date to
determine its sharehol ders entitled to such subscription rights (or the last date for the
application to subscribe for such shares) or the record date to determine the
shareholders entitled to the right to receive shares (or the effective date), as the case
may be, is or precedes the date on which the settlement of the Tender Offer
commences,

(i) during the Tender Offer Period, the board of directors of the Subject
Company resolves to solicit, from the shareholders of its Common Shares, offersto
subscribe for stock warrants entitling their holders to purchase its shares representing
not less than 10% of the sum of all the issued Common Shares as of June 28, 2006 and
the Common Shares issued under the Placement (or, if the Placement is withdrawn, not
less than 10% of all the issued Common Shares as of June 28, 2006) by granting a right
to acquire such stock warrants or to allot such stock warrants to the shareholders of its
Common Shares by way of gratisissue, and the record date to determine the
shareholders entitled to the right to purchase such stock warrants (or the due date for
the application to receive such stock warrants), or the record date to determine the
shareholders entitled to receive such stock warrants (or the effective date thereof), as
the case may be, is or precedes the date on which the settlement of the Tender Offer
COMMENCces,

(iii) during the Tender Offer Period, the board of directors of the Subject
Company resolves to solicit from the shareholders of its Common Shares, offers to
subscribe for stock warrants entitling the holders to purchase its shares representing not
less than 10% of the sum of all the issued Common Shares as of June 28, 2006 and the
Common Shares issued under the Placement (or, if the Placement is withdrawn, not
less than 10% of all the issued Common Shares as of June 28, 2006) with
discriminatory exercise conditions (i.e., conditions restricting certain sharehol ders who
hold at a certain point in time a certain percentage of voting rights or shares of the
Company from exercising such stock warrants; the definition applies in the remainder
of this paragraph (iii)) by granting the right to subscribe for such stock warrants or to
allot to its shareholders such stock warrants by way of gratis issue;

(iv) during the Tender Offer Period, the board of directors of the Subject
Company resolves to solicit from the shareholders of its Common Shares offersto
subscribe for stock warrants entitling the holders to purchase its shares representing not
less than 10% of the sum of all the issued Common Shares as of June 28, 2006 and the
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3

(4)

(5)

Common Shares issued under the Placement (or, if the Placement is withdrawn, not
less than 10% of all the issued Common Shares as of June 28, 2006) with
discriminatory acquisition conditions (i.e., terms making it permissible to discriminate
between the holders of such stock warrants who hold at a certain point in time a certain
percentage of voting rights or shares of the Company and other holders of such stock
warrants; the definition appliesin the remainder of this paragraph (iv)) by granting the
right to acquire such stock warrants or to allot such stock warrants by way of gratis
iSsue;

(v) during the Tender Offer Period, the board of directors of the Subject
Company, resolves to conduct a stock split with respect to the shares of the Subject
Company, and the record date for such stock split (or the effective date thereof) is or
predates the commencement date of the settlement of the Tender Offer; or

(vi) during the Tender Offer Period, the board of directors of the Subject
Company resolves to solicit offersto subscribe for shares representing not less than
10% of the sum of all the issued Common Shares as of June 28, 2006 and the Common
Shares issued under the Placement (or, if the Placement is withdrawn, not less than
10% of all the issued Common Shares as of June 28, 2006) or stock warrants entitling
the holders to purchase its shares representing not less than 10% of the sum of all the
issued Common Shares as of June 28, 2006 and the Common Shares issued under the
Placement (or, if the Placement is withdrawn, not less than 10% of all the issued
Common Shares as of June 28, 2006) (excluding those made by way of allotment to the
shareholders of its Common Stock).

In the event that the Tender Offeror decides to withdraw the Tender Offer, the Tender
Offeror will place a public notice to such effect electronically which will be publicly
announced in the Nihon Keizai Shimbun. However, if there are difficulties in placing
such public notice on or prior to the last day of the Tender Offer Period, the Tender
Offeror will first make a public announcement in the manner set forth in Article 20 of
the Cabinet Ordinance, provided that the Tender Offeror will place the aforementioned
public notice immediately after such public announcement.

Shareholders’ Right of Termination of Agreement

Tendering shareholders may, at any time during the Tender Offer Period, terminate any
agreements relating to the Tender Offer. The method to terminate any such
agreements is set forth in “(2) Procedure for Termination of Agreement” under “7.
Procedure for Tendering the Shares and Termination of Agreement” as described
above.

Please note that the Tender Offeror will not claim for any damages or penalty payments
from the shareholders, etc. who have terminated agreements relating to the Tender
Offer. Moreover, the Tender Offeror will be responsible for any and all expenses that
may arise in returning the share certificates in its custody to the tendering shareholders.

Method of Disclosure if the Conditions, etc. of Tender Offer are Changed

To change any of the terms and conditions of the Tender Offer, the Tender Offeror will
place a notice to such effect in an electronic public announcement and in the Nihon
Keizai Shimbun. However, if it is difficult to place such public notice on or prior to
the last day of the Tender Offer Period, the Tender Offeror will first make a public
announcement in the manner set forth in Article 20 of the Cabinet Ordinance, provided
that the Tender Offeror will place the aforementioned public notice immediately after
such public announcement. The revised terms and conditions, etc. will also apply to
the shares tendered on or prior to the date of such public notice.

Method of Disclosure if Amendment Statement is Filed
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If the Tender Offeror submits amendments to the Director of Kanto Loca Finance
Bureau, the Tender Offeror will immediately make a public announcement regarding
any such amendments to the extent that the amendments relate to any information set
forth in the Public Notice of Commencement of Tender Offer, in a manner set forth in
Article 20 of the Cabinet Ordinance. Furthermore, the Tender Offeror will also
immediately amend the relevant portions of this Statement and deliver the amended
Tender Offer Explanatory Statement to the shareholders who had received this
Statement prior to such amendments. However, if only limited amendments are made,
the Tender Offeror will send only a document setting out the reason for such
amendments, the matters that have been amended and the amended information.

(6) Method of Disclosure of Results of Tender Offer

The Tender Offeror will make a public announcement regarding the results of the
Tender Offer in accordance with Article 9-4 of the Orders of the SEL and Article 30-2
of the Cabinet Ordinance on the day immediately following the last day of the Tender
Offer Period.

. Tender Offeror
1 Corporate Tender Offeror
(@D} Summary Description of Tender Offeror
a History of Tender Offeror

The former Oji Paper Co., Ltd. was established as Shoshi Kaishain February 1873 and
grew to account for more than 80% of paper production in Japan after merging with
Fuji Paper and Karafuto Industries in May 1933, but was dissolved under the Excess
Economic Powers Decentralization Act. The current Oji Paper started as Tomakomai
Paper (one of the companies established as a result of the dissolution), and changed its
trade name to be Qji Paper Industries in June 1952, Oji Paper in December 1960, New
Oji Paper in October 1993 and Oji Paper Co., Ltd. in October 1996. The following is
an outline of its history:

Month/Year | Description

Aug. 1949 | Founded as Tomakomai Paper.

June 1952 The company is renamed Oji Paper Industries.

March 1953 | Kasugai Mill begins operation to start integrated manufacturing of bond paper and packing
paper.

Sept. 1956 | Forest Tree Cultivation Institute (currently, Forestry Research Institute) is established.

Oct. 1957 Center Laboratories (currently, R&D Laboratories Headquarters) is established.

Dec. 1960 | The company isrenamed Oji Paper Co., Ltd.

June 1962 Kasugai Mill starts production of kraft paper and coated paper.

Sept. 1970 | Oji Paper merges with Kita Nippon Paper.

Nov. 1971 | Kasugai Mill introduces equipment for tissue paper.

March 1973 | Carter Oji Kokusaku Pan Pacific Project (currently, Pan Pac Forest Products Ltd.) starts
operation in New Zealand.

April 1975 | Tomakomai Mill introduces equipment for used paper de-inking.

March 1979 | Oji Paper merges with Nippon Pulp Industries.

July 1987 Kasugal Mill introduces equipment for processing paper diapers.

April 1988 | Howe Sound Pulp and Paper Ltd. (currently, Howe Sound Pulp Paper Limited Partnership) is
established in Canada.

April 1989 | Oji Paper mergeswith Toyo Pulp.
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Oct. 1993
Oct. 1996
Oct. 1998

May 2001

Oct. 2001

Oct. 2002

April 2003

Oct. 2004
July 2005

Dec. 2005

Oji Paper and Kanzaki Paper merge to form New Oji Paper Co., Ltd.

Oji Paper and Honshu Paper merge to become Oji Paper Co., Ltd.

Seven cardboard manufacturer subsidiaries are established in seven areas in Japan to take
charge of apart of the cardboard business.

A joint marketing company “Oji Paperboard Co., Ltd.” is established with capital contributions
by Takasaki Sanko Co., Ltd. (affiliated company subject to the equity method), Chuo Paper
Board Co., Ltd. (consolidated subsidiary of Oji Paper) and Hokuyo Paper, Co., Ltd.

Seven cardboard subsidiaries in seven areas in Japan are integrated into one company
involving the cardboard business section of the packaging company of Oji Paper to constitute
“Qji Container Co., Ltd.” (currently, Oji Chiyoda Container Co., Ltd.).

Linerboard production section of Oji Paper, Takasaki Sanko Co., Ltd. (consolidated subsidiary
of Qji Paper), Chuo Paper Board Co., Ltd., Hokuyo Paper, Co., Ltd. and O.1.R. are integrated
into Oji Paperboard Co., Ltd. to centralize the production/sale system of linerboard.

A household use paper sales company Nepia, household product section of Oji Paper and a
consolidated subsidiary of Oji Paper Hoxy are integrated to form “Oji Nepia” in order to
centralize the production/sale system of household paper of Oji Paper Group.

A specialty and white paperboard manufacturing/sale company Fuji Paper and specialty and
film section of Oji Paper are integrated to form Oji Specialty Paper.

An inkjet paper manufacturing/sale company ILFORD Imaging Switzerland GmbH
(Switzerland) is acquired, in relation to the communications paper business of Oji Paper.
Shares of each company of Mori Paper Group (3" largest in the cardboard industry by
production) are acquired in connection with the cardboard business section of Oji Paper
Group.

b. Business Purposes of the Company and its Business
Business Purposes of the Company
The Company’s business purposes are as follows:

(i)  manufacturing, processing and sale/purchase of paper and pulp
products and accessory products;

(i)  manufacturing, processing and sale/purchase of lumber, synthetic resin
processed products, packing materials, chemicals, medicines, quas
drug and bonded-fiber fabric;

(il1) manufacturing, processing and sale/purchase of amylum, glycation
products, marine products and alcoholic beverages;

(iv) businessrelated to chilled water and heat supply including steam;

(v) design, installment and sale/purchase related to each of the above
items and technical guidance;

(vi) forestindustry, mining industry, printing industry, warehousing
business, electricity, transportation, real estate and civil engineering
and construction;

(vii) manufacturing, processing and sale/purchase of equipment for paper
pulp and packing, and materials for civil engineering and construction;

(viii) disposal and recycling of genera waste and industrial waste;

(ix) landscape gardening and greening works, water supply-related
installment works and building interior works;

(x) designing, manufacturing and sale/purchase of system, various kinds
of equipment and machineries related to information processing;

(xi) planning, producing and staging music, art, cinema and drama events;

(xii) management of facilities for education, medical services, sports
accommodation, leisure and sightseeing;

(xiii) sale/purchase of clothing, foods and other daily goods;

(xiv) agency business relating to non-life insurance and life insurance;

(xv) general lease business; and

(xvi) any businessincidental to each of the above.
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The Company’s Business

The Qji Group consists of Oji Paper Co., Ltd., 220 subsidiaries and 86 affiliatesand is
engaged in paper/pulp products business, processed paper business, lumber/greenery business,
real estate business and transportation business, etc.

Business categories and segments by business of the Oji Group are as follows:

Paper and pulp products Qji Paper Co., Ltd., Oji Specialties Paper Co., Ltd., Oji Nepia Co., Ltd.
business and Oji Paperboard Co., Ltd., etc. are engaged in the manufacturing and
sale of paper and pulp products.

Paper products of Bowater Maritimes Inc. are purchased and sold by Oji
Paper Co., Ltd. and pulp and paper products of Pan Pac Forest Products
are purchased and used by Oji Paper Co., Ltd.

Products are sold via Qji Trading Co., Ltd., Kokusai Paper and Pulp

Co., Ltd.,, etc.
Processed paper products | Qji Paper Co., Ltd., Oji Chiyoda Container Co., Ltd., Mori Sigyo Co.,
business Ltd., Qjitack Co., Ltd., Oji Seitai Co., Ltd., Oji Kinocloth Co., Ltd., Oji

Packaging Co., Ltd., etc. are engaged in the manufacturing and sale of
processed paper and packing materials and Oji Paper Co., Ltd. supplies
part of the base paper for processed paper products to each of the above
companies. Yupo Corporation is engaged in the manufacturing and
sale of synthetic paper and part of such synthetic paper is supplied to Oji
Paper Co., Ltd. and Qjitack Co., Ltd. as base paper for processed paper.
Communications paper is manufactured and sold by Kanzaki Specialty
Papers Inc. in the United States and by KANZAN Spezial papiere
GmbH, ILFORD Imaging Switzerland GmbH in Europe.

Oji Paper USA Inc. holds the entire share capital of Kanzaki Specialty

Papers Inc.
Wood resources and Oji Paper Co., Ltd. and Oji Forest & Products Co., Ltd. etc. are engaged
greenery business in the forest plantation business and greenery business to preserve forest

resources, principally focused on the management of the private forests.
Sale of lumber products is mainly conducted by Oji Forest & Products

Co., Ltd., etc. including the purchase, processing and sale of

imported/domestic raw wood. These companies sell/purchase wood

resources through Oji Paper Co., Ltd. and supply wood resources.

In New Zealand, Pan Pac Forest Products Ltd. engagesin forestry

administration and plantation.

Other business In addition, Oji Paper Co., Ltd. isengaged in the sale and lease of real
estate and Oji Real Estate Co., Ltd. isengaged in civil engineering and
construction works, sale and lease of real estate. Qji Logistics Co.,
Ltd. is engaged in the transportation business and warehousing business
and Qji Cornstarch Co., Ltd. is engaged in the manufacturing and sale of
cornstarch.  Also, Oji Engineering Co., Ltd. is engaged in the design
and construction of plants and machineries, etc. and engineering
business, and Maruhiko Watanabe Construction is engaged in civil
engineering and construction works and works contracted by various
group companies.
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Below is a business system diagram:

{Paper and Pulp Product Business)
Base Paper ) P )
[ Production and Distribution of Paper and Pulp » [ Production and Distribution of Synthetic Paper ]
Products] —— Product q o YUPO Corporation
»
©  Oji Spedialty Paper Co,, Ltd. Product/Material
© Pan Pac Forest Products Ltd. :
Oj Nante . P
:Z: oj: xs :T:;zwgd)) Ltd [ Production and Distribution of Paper Processed Products]
O Japan Brazil Paper and Pulp Development Co, | ProductMaterial ©  OJTACCo, Ltd.
Ltd. © KS Systems Inc
(@] Alpac Forest Products Inc. ©  Qji Seitai Co,, Ltd.
[e] Bowater Maritimes Inc. ©  Oji Kinodloth Co., Ltd.
and 1 other affiliated companies © Qji Interpack Co., Ltd.
- ©  APICA Co, Ltd.
[ Distribution of Paper and Pulp Products] o ©  Honsyu Rheem Co,, Ltd.
Product b ©  shinNippon Core Co, Ltd.
©  Oji Trading Co,, Ltd. o - bt 'n Nippon Core 0., Ltd.
© Oji Paper CanadaLtd, <« £ Product © Toyo-Pack Co., Ltd.
O Kokusa Pulp & Paper Co, Ltd. 3 ©  ChuetauCo, Lid
O Kyokuyo Pulp & Paper Co., Ltd. Material ©  Hokuyo Peper Co., Ltd.
and 2 other affiliated companies ! © Shinomura Chemical Industry Co., Ltd.
s > © Saga Paperboard Co., Ltd.
g © Kanzaki Specialty PapersInc.
a © KANZAN Spezial papiere GmbH
[ Production and Distribution of Sanitary Paper 1 Product/Material e ©  ILFORD Imaging Switzerland GmbH
©  Oji NepiaCo,, Ltd. < o O Nakatsushiko Co,, Ltd.
and 1 other unconsolidated subsidiary, 2 other o and 21 other unconsolidated subsidiaries, 9 other affiliates
affiliates
—
N (]
J o
©
[2
[ Distribution of Sanitary Paper ]
© Nepia Trading Co., Ltd. — [ Distribution of Paper Processed Products]
© Nepia Tender Co., Ltd. o © QJI ILFORD USA, INC.
and 2 other unconsolidated subsidiaries O Tokyo Sangyo Yoshi Co., Ltd.
[others] and 4 other affiliated companies
Others:
© Oji Recovered Paper Center Co., Ltd. .
©  Ojisaitou Shigyo Paper Recycle Corporation Material Product [ Production and Distribution of cardboard sheet, cardboard case, cardboard
© Kyoshin Shigyo Paper Recycle Corporation warel
and 4 other unconsolidated subsidiaries, 6 other P o
ffiliates © Qji Chiyoda Container Co., Ltd.
© Qji Packaging Co., Ltd.
Material _| © Shizuoka Oji Container Co., Ltd.
ionand Disriut h — Y O Mor SigyoGrop
[ Production and Distribution of Boxboard] © Kyodou-Shikoh Co., Ltd.
© Oji Boxboard Co,, Ltd. Product Base - o\ Musashi Oji Container Co., Ltd.
| © Mori Kamihanbai Co., Ltd.
. K ©  Qji Packaging Co., Ltd. West Division
{Total of 37 companies) © Sanwa Logistics Co., Ltd.
© Shizuoka Mori Shigyo Co., Ltd.
© Nihon Seikahoso Co., Ltd.
{Wood and Greening Business) © Kyushu Packaging, Co., Ltd.
© Hokkaido Mori Shigyo Co., Ltd.
[ Wood and Greening Related] ©  Toukai Mori Shigyo Co., Ltd.
©  Oji Lumber and Greenery, Co,, Ltd. ©  Nishiko Packaging Co, Ltd.
. P X
©  KashimaLumber Industries Co., Ltd. Material ©  PacksMori Co,, Ltd.
© Sendai Mori Shigyo Co., Ltd.

O Kyoei Lumber Co., Ltd.
and 17 other unconsolidated subsidiaries, 5 other

affiliates
{Total of 25 companies)
© Consolidated Subsidiary
o Equity Method Affiliate

Companiesinvolved in more than one business area, are grouped under its primary business.

Provide various

e il

© Torika Hoso Shizai Co., Ltd.

© Hokuriku Mori Shigyo Co., Ltd.

© Nagano Mori Shigyo Co., Ltd.

© Shikoku Mori Shigyo Co., Ltd.

© Hitachi Mori Shigyo Co., Ltd.

© Kyushu Mori Shigyo Co., Ltd.

O Tohoku Mori Shigyo Co., Ltd.

(@] Shizu Ware Co., Ltd.

and 48 other unconsolidated subsidiaries, 16 other affiliates

services
(Total of 143 companies)
1 Provide various services
|
[ Other business]

© Oji Logistics Co., Ltd. © Oji Salmon Co,, Ltd.
© Oji Cornstarch Co., Ltd. © Mori Corporation
© Oji Engineering Co., Ltd. © Kyodo Hinode Industries Co., Ltd.
© Oji Real Estate Co., Ltd. © Tomakomai Oji Industries Co., Ltd.
© Hotel New Oji Corporation © Qji Hall Co., Ltd.
© Oji Wharf © Kanzaki Oji Industries Co., Ltd.
© Kure Oji Paper Co., Ltd. © Nichinan Corporation
© Oei Industries Co., Ltd. © Oji Paper USA Inc.
© Oji Business Center Co., Ltd. o Maruhiko Watanabe Corporation
© Oji Paper Industries Co., Ltd. o Tomakomai Kyodo Oxygen Co., Ltd.
© Yonago Oji Paper Co., Ltd. o Y ufutsu Dock Co., Ltd.
© Tomioka Oji F&L Co., Ltd. o Hirata Warehousing Co., Ltd.
© Tomakomai Kyowa Services Co., Ltd. o Kikko Transportation Co., Ltd.
© Oji Scientific Instruments
© Ebetsu Oji Paper Co., Ltd.
© Nichinan Qji Paper Co., Ltd.
© Oji Kaiun Corporation
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(i) Amount of Capital and Total Number of Issued Shares of the Company (as of August

2, 2006)
Amount of Capital:

Total Number of Issued Shares:

103,880,897,478 yen
1,064,381,817 shares

(iv) Major Shareholders (as of March 31, 2006)

Shares Held as
Number of Percentage of
Name Address or Location Shares Held o
(thousands) | 1O Issued
Shares (%)
The Master Trust Bank
of Japan, Ltd. (Trust 11-3, Hamamatsiicho 64,951 6.1
2-chome, Minato-ku, Tokyo
Account)
Japan Trustee Services .
Bank, Ltd. (Trust 8-11, Harumi 1-chome, 48,669 46
Chuo-ku, Tokyo
Account)
Japan Trustee Services .
Bank, Ltd. (Trust 8-11, Harumi 1-chome, 32,085 31
Chuo-ku, Tokyo
Account 4)
Sumltomo Mitsui ' 1-2, Yyrakucho 1-chome, 31,668 30
Banking Corporation Chiyoda-ku, Tokyo
Mizuho Corporate 3-3, Marunouchi 1-chome,
Bank, Ltd. Chiyoda-ku, Tokyo 28,498 2.7
: . 13-2, Y urakucho 1-chome,
The Norinchukin Bank Chiyodaku, Tokyo 26,654 25
Nippon Life Insurance 6-6, Marunouchi 1-chome,
Company Chiyoda-ku, Tokyo 25828 24
Japan Pulp and Paper 6-11,
cag Ltd P P Nihombashi-Hongokucho 17,216 1.6
v 4-chome, Chuo-ku, Tokyo
Oji Paper Employee = A i i
stock-holding 7-5, Ginza 4-chome, Chuo-ku, 17,118 16
o Tokyo
Association
The Chuo Mitsui Trust :
. 33-1, Shiba 3-chome,
ﬁrsg Banking Company, Minato-ku, Tokyo 16,478 15
Totd 310,068 29.1

(Note1) Amounts less than 1,000 shares have been disregarded.

(Note2) Common Shares held by The Master Trust Bank of Japan, Ltd. (Trust
Account), Japan Trustee Services Bank, Ltd. (Trust Account) and Japan
Trustee Services Bank, Ltd. (Trust Account 4) are the shares related to trust

business.

(Note 3)

The number of shares held by Oji (61,586,000 shares, representing 5.8% of

total issued shares) is not included in the above table of major shareholders
and corresponds to the figure on the shareholders registry. The actual
number of shares held by Qji is 61,578,000 as of March 31, 2006.
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(v)

Business Background and Number of Shares Held by Directors and Officers (as of

date hereof)
Number
Title Office Name Dgt eof Experience of Shares
Birth
Held
Representative - Shoichiro September | April Joined Oji Paper Co., 115,000
Director and Suzuki 11, 1938 1961 Ltd.
Chairman
June Deputy Manager of
1991 Technology Div.,
Manager of Environment
Management Dept. and
Manager of Technology
Dept.
June Director
1993
October | Managing Director
1996
June Senior Managing
1999 Director
June Representative Director
2000 and Vice President
June Representative Director
2001 and President
August Representative Director
2001 and Chairman of HSPP
General Partner Ltd.
(current position)
June Representative Director
2006 and Chairman of Japan
Brazil Paper And Pulp
Resources Devel opment
Co., Ltd. (current
position)
June Representative Director
2006 and Chairman (current
position)
Representative - Kazuhisa November | April Joined Oji Paper Co., 15,000
Director and Shinoda 15, 1946 1969 Ltd.
President
June Officer and Manager of
2001 Related Business Dept.
June Managing Executive
2003 Officer and Manager of
Corporate
Administration Div.
June Managing Director
2005
June Representative Director
2005 and Chairman of Pan Pac
Forest Products Ltd.
(current position)
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Number

. . Date of . of Shares
Title Office Name . Experience held in the
Birth
Tender
Offeror
June 2006 | Representative Director
and President (current
position)
Representative - Shozo September | April Joined Oji Paper Co., 31,000
Director and Watanabe | 9, 1941 1964 Ltd.
Vice President
June 1997 | Director
June 1999 | Officer and Manager of
Research &
Development Div.
June 2001 | Managing Executive
Officer and Manager of
Kasuga Mill
June 2003 | Managing Director
June 2004 | Senior Managing
Director
June 2005 | Representative Director
and Vice President
(current position)
Senior - Yoshihiro | June 15, April Joined Oji Paper Co., 21,000
Managing Kanamaru | 1945 1968 Ltd.
Director
June 2001 | Officer and Manager of
Tomioka Mill
June 2003 | Managing Executive
Officer and Manager of
Tomioka Mill
June 2004 | Managing Executive
Officer and Manager of
Technology Div.
June 2005 | Managing Director and
Manager of Technology
Div.
June 2006 | Senior Managing
Director (current
position)
June 2006 | Representative Director
and President of Oji
Speciaty Paper Co.,
Ltd. (current position)
Senior - Nobuyoshi | January 3, | April Joined Honshu Paper 32,000
Managing Yamamoto | 1944 1966
Director
June 2000 | Officer and Manager of
Paperboard Div.
June 2004 | Executive Officer
June 2005 | Exective Director
June 2005 | Representative Director
and President of Oji
Paperboard Co., Ltd.
June 2006 | Senior Managing

Director (current
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Number

. . Date of . of Shares
Title Office Name . Experience held in the
Birth
Tender
Offeror
position)
Senior - Shunsuke | March11, | October Joined Oji Paper Co., 13,000
Managing Okushima | 1944 1969 Ltd.
Director
June 2001 | Officer and Manager of
Research &
Development Div.
June 2004 | Executive Officer and
Manager of Specialty
Paper Company
Kanzaki Mill
October Executive Officer and
2004 Manager of Kanzaki
Mill
June 2005 | Executive Director
June 2005 | Representative Director
and President of Japan
Pulp & Paper Research
Ingtitute, Inc. (current
position)
June 2006 | Senior Managing
Director (current
position)
Managing Manager |Yutaka July 15, April Joined Honshu Paper 12,000
Director of Paper | Sekiguchi 1945 1969
Business
Div.
June 2001 | Manager of White
Paperboard/Packing
Paper Div.
June 2003 | Officer and Manager of
White
Paperboard/Packing
Paper Business Div.
June 2005 | Executive Director
June 2006 | Executive Director and
Manager of Paper
Business Div. (current
position)
Managing - Toru Inoue | August 23, | April Joined Honshu Paper 7,000
Director 1943 1967
June 2001 | Officer, Vice President
of Packaging Company
and Manager of
Packaging Sales Div.
October Officer and Vice
2001 President of Packaging
Company
June 2003 | Officer
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Number

. . Date of . of Shares
Title Office Name . Experience held in the
Birth
Tender
Offeror
June Representative Director
2003 of Qji Container Co.,
Ltd. (currently, Oji
Chiyoda Container Co.,
Ltd.) (current position)
January | Representative Director
2004 and Chairman of Ojitex
Haiphong Co., Ltd.
(current position)
June Executive Officer
2004
June Director (current
2006 position)
Managing Manager of | Shinichiro | August 6, April Joined Oji Paper Co., 23,000
Director Technology | Kondo 1946 1970 Ltd.
Div.
June Deputy Manager of
2001 Technology Div. and
Manager of Technology
Dept.
June Officer and Manager of
2003 Technology Div.
June Officer and Manager of
2004 Kushiro Mill
June Executive Director and
2006 Manager of Technology
Div. (current position)
June Representative Director
2006 and President of Oji
Engineering Co., Ltd.
(current position)
Managing - Takashi May 13, April Joined Oji Paper Co., 10,000
Director Ishida 1949 1972 Ltd.
June Deputy Manager of
2001 Planning Div and
General Manager
June Officer, Manager of
2003 Corporate Planning Div.
and Manager of Asia
Research Center
June Officer and Manager of
2004 Corporate Planning Div.
June Officer and Manager of
2005 Corporate
Administration Div.
June Representative Director
2005 and President of Oji

Logistics Co., Ltd.
(current position)
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Number

. . Date of . of Shares
Title Office Name . Experience held in the
Birth
Tender
Offeror
June Executive Director
2006 (current position)
Senior - Shogo July 17, April Joined Oji Paper Co., 11,000
Corporate Sakurai 1942 1967 Ltd.
Auditor
June Officer and Manager of
2000 Finance Dept.
June Corporate Auditor
2003
June Senior Corporate
2005 Auditor (current
position)
Standing - Munehiro | July 31, April Joined Oji Paper Co., 35,000
Auditor Hanada 1945 1968 Ltd.
June Deputy Manager of
2001 Kasugai Mill
June Senior Corporate
2003 Auditor of Oji Container
Co., Ltd.
June Auditor (current
2005 position)
Part-time - Hiroshi September | April Registered as lawyer
Auditor * Takeuchi | 24,1939 1966 i
June Auditor of the company
1994 (current position)
Part-time - Hiroyasu | May 18, April Appointed as counsel for
Auditor * Sugihara | 1938 1963 the prosecution i
June Superintendent Public
1999 Prosecutor of Osaka
High Public Prosecutors’
Office
May Retired from prosecutor
2001 and registered as lawyer
June Auditor of the company
2006 (current position)
Total 326,000

(Note1) The auditors Hiroshi Takeuchi and Hiroyasu Sugihara are external auditors as set

out in Item 16 of Article 2 of the Corporate Law.
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2.

Financial Condition

(D) Basis of preparation of consolidated financial statements

The consolidated financial statements of the Company have been prepared in accordance
with the Regulations Concerning Terminology, Forms and Methods of Preparation of Consolidated
Financial Statements (Finance Ministerial Ordinance No. 28 of 1976 “Consolidated Financial
Statements Regulations”).

However, the consolidated financial statements for the 81st Fiscal Year (April 1, 2004 to
March 31, 2005) were prepared in accordance with the proviso to Supplemental Paragraph 2 of the
Consolidated Financial Statements Regulations before amendment pursuant to the Cabinet Office
Ordinance Amending Part of the Regulations Concerning Terminology, Forms and Methods of

Preparation of Financial Statements, etc. (Cabinet Office Ordinance No. 5 of January 30, 2004).

2 Audit Certification

In accordance with Article 193-2 of the SEL, the consolidated financial statements of the
Company for the 81st Fiscal Year (April 1, 2004 to March 31, 2005) and the 82nd Fiscal Year (April
1, 2005 to March 31, 2006) have been audited by Chuoaoyama Audit Corporation.
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Consolidated Financial Statements

[1] Consolidated Balance Sheet

81% Fiscal Year 82nd Fiscal Y ear
(As of March 31, 2005) (As of March 31, 2006)
Account Notes Amount Ratio Amount Ratio
(millions of yen) (%) (millions of yen) (%)
(Assets)
I.  Current Assets
1. Cash and bank deposits *2 44,769 39,825
2. Accountsreceivable - trade *2 276,345 295,637
3. Marketable securities 49 0
4, Inventories *2 136,469 142,572
5. Deferred tax assets 16,210 13,224
6. Advances 2,635 4,180
7. Short-term loans *2 11,366 13,348
8. Accountsreceivable - other *2 8,395 9,403
9. Other *2 3,819 3,349
Allowance for doubtful accounts (1,094) (3,714)
Total current assets 498,966 | 31.1 517,826 29.6
Il. Fixed Assets
1. Tangiblefixed assets
(i) Buildings and structures *2 513,598 541,231
*10
Accumulated depreciation *9 298,584 215,014 329,751 211,479
(ii) Machinery and automobiles *2 1,725,704 1,814,353
*10
Accumulated depreciation *9 1,373,906 351,797 1,448,992 365,361
(iii) Tools, fixtures *2 51,117 53,119
*10
Accumulated depreciation *9 42,851 8,265 45,086 8,033
*2
(iv) Land *5 218,479 229,082
*10
(v) Forests *2 16,759 16,605
*10
(vi) Afforestation *2 42,721 40,229
*10
(vii) Construction in progress *2 18,376 20,044
*10
Total tangible fixed assets 871,415 | 54.2 890,835 51.0
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81st Fiscal Year 82nd Fiscal Year
(As of March 31, 2005) (As of March 31, 2006)
Account Notes _ Amount Ratio _ Amount Ratio
(millions of yen) (%) (millions of yen) (%)

2. Intangiblefixed assets

(i) Leasehold 2,425 2,249

(ii) Consolidation adjustment 480 15,044

accounts

(iii) Other 7,735 9,400
Total intangible fixed assets 10,641 0.7 26,694 15
3. Investments and other assets

(i) Investmentsin securities *1 197,573 283,897

*

(ii) Long-term loans *g 6,907 7,675

(iii) Long-term prepaid expense 3,110 3,621

(iv) Deferred tax assets 9,834 10,962

(v) Other 9,349 9,198
Allowance for doubtful accounts (1,628) (2,165)
Total investments and other assets 225,148 | 14.0 313,190 17.9

Total fixed assets 1,107,204 | 68.9 1,230,720 704

Total Assets 1,606,171 | 100.0 1,748,547 | 100.0
(Liabilities)
I1l. Current Liabilities

1. Accounts payable - trade *2 178,896 202,720
2. Short-term bank loans *2 210,447 248,733
3. Commercial paper 95,000 134,000
4. Current portion of debentures 20,000 40,000
5. Accounts payable - other 14,633 23,048
6. Accrued expenses 45,556 46,411
7. Income taxes payable, etc. 12,201 8,875
8. Notes payable-equipment 4,602 3,547
9. Other 7,997 7,666

Total current liabilities 589,336 | 36.7 715,003 40.9

31




81st Fiscal Year

(As of March 31, 2005)

82nd Fiscal Year

(As of March 31, 2006)

Account Notes (mil ﬁ(:z(s)l:)?tyen) R(goi)o (mil ﬁ(:z(s)l:)?tyen) Ratio (%)
IV. Non-current liabilities
1. Debentures 160,000 120,000
2. Long-term bank loans *2 241,450 232,436
3. Deferred tax liabilities 35,141 66,046
4. Deferred tax liabilities concerning *5
revaluation 8,176 11,457
5. Accrued retirement benefits 63,374 59,980
6. Accrued retirement bonuses to 2,531 2,850
directors
7. Accrued provision for environmental
safety measures — 1,143
8. Reservefor specia repairs 144 102
9. Long-term deposits 9,630 3,440
10. Long-term notes payable for 228 76
equipment
11. Other 173 351
Total non-current liabilities 520,849 | 324 497,886 285
Total Liabilities 1,110,186 | 69.1 1,212,889 69.4
(Minority interests)
Minority interests 6,043 0.4 7,782 0.4
(Shareholders’ equity)
I. Common stock *7 103,880 6.5 103,880 5.9
Il. Capital surplus 110,179 6.9 112,957 6.5
I1l. Retained earnings 267,855 | 16.7 275,411 15.8
IV. Revaluation of land *5 6,614 04 3,823 0.2
V. Other valuation of securities 35,669 2.2 73,735 4.2
V1. Foreign currency trandation adjustment (6,045)| (0.9) 9) (0.0
VII. Treasury stock 6 (28,212)| (1.8) (41,923) | (2.4)
Total Shareholders’ Equity 489,941 | 305 527,875 30.2
Tota Liabilities, Minority Interests and 1,606,171 | 100.0 1,748,547
Shareholders’ Equity 1000
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(2]

Consolidated Statement of Income

81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year

(From April 1, 2005 to

March 31, 2006)

- Percent- - Percentage
Account Notes | Amount (millions of yen) age | Amount (millions of yen) (%)
(%0)
I.  Netsdes 1,185,141 | 100.0 1,213,881 | 100.0
Il. Cost of sales *1 880,343 | 74.3 918,281 75.6
*2
Gross Profit on sales 304,797 | 25.7 295,600 24.4
I11. Selling, general and administrative
expenses *1
1. Selling charges 128,133 119,391
2. Cost of storage 7,925 9,284
3. Salaries 40,440 44,024
4, Cost of retirement benefits 4,818 3,585
5. Depreciation expenses 4,379 5,150
6. Other 34,545 220,243 | 18.6 40,220 221,658 18.3
Total Operating Profit 84,554 7.1 73,941 6.1
IV. Non-operating income
1. Interest income 348 472
2. Dividend income 1,692 2,703
3. Equity in earnings of affiliates 2,272 1,194
4, Lease income 1,032 1,464
5. Gain on foreign exchange 727 385
6. Other 2,485 8,560 0.7 2,664 8,883 0.7
V. Non-operating expenses
1. Interest expense 9,866 8,916
2. Loss on investment *3 59 47
3. Other 2,663 12,589 1.0 3,139 12,102 10
Ordinary Profit 80,524 6.8 70,722 5.8
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81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to
March 31, 2006)

Account Notes |y p omn(s)l:)?tym) Per%?/:)t o (mil p omn(s)l:)?tym) Per%?/?)t o
VI. Extraordinary gain
1. Gain on sdle of fixed assets *4 187 2,785
2. Gain on sale of investmentsin 498 686 0.1 140 2,925 0.2
securities
VII. Extraordinary losses
1. Loss on impairment *5 — 16,380
2. Loss on retirement of fixed assets 7,453 6,362
3. Special retirement benefits *6 4,100 5,823
4, Allowance for doubtful accounts 374 2,244
5. Provision for environmental safety — 1,364
measures
6. Loss on closure of factory — 988
7. Appraisal loss on investment 303 707
securities
8. Advanced depreciation deductions 437 431
of fixed assets
9. Loss on termination and 824 208
restructuring of project
10. Loss on natural disaster 541 14,035 1.2 — 34,511 2.8
Income Before Income Taxes and Minority
Interests 67,175 5.7 39,137 3.2
Corporate tax, resident taxes and enterprise tax 13,388 13,138
Deferred taxes 9,964 23,353 2.0 4,672 17,810 15
Minority interests 472 0.0 301 0.0
Net Income 43,349 3.7 21,024 17
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[3] Consolidated statement of retained earnings

81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to
March 31, 2006)

Account

Notes

Amount
(millions of yen)

Amount
(millions of yen)

(Capital surplus)
Capital surplus at beginning of fiscal year
Increase in capital surplus
Gain on disposal of treasury stock
Capital surplus at end of fiscal year
(Retained earnings)

Retained earnings at beginning of fiscal
year

Increase in retained earnings
1. Netincome

2. Increasein retained earnings due to
merger

3. Increasein retained earnings due to
increase of consolidated subsidiaries

Decreasein retained earnings
1. Dividend
2. Bonusto directors

3. Appropriation of unrealized holding
gainson land

4. Decreasein retained earnings dueto
merger of consolidated subsidiaries

5. Decrease in retained earnings due to
increase of consolidated subsidiaries

6. Decreasein retained earnings dueto
decrease of consolidated subsidiaries

. Retained earnings at end of fiscal year

110,168 110,179
10 10 2,778 2,778
110,179 112,957
237,208 267,855
43,349 21,024
7 —
178 43,535 — 21,024
12,378 11,828
265 278
147 111
— 914
— 256
97 12,888 78 13,468
267,855 275,411
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[4] Consolidated Statements of Cash Flows

81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to
March 31, 2006)

Account

Notes

Amount
(millions of yen)

Amount
(millions of yen)

I. Cash flows from operating activities

1.

Income before income taxes and

minority interests 67,175 39,137

2. Depreciation and amortization 78,090 78,596
3. Losson impairment — 16,380
. Aortzaon o ot @9
5. Lr;c&gﬁ(;icc;euaﬁ; in allowance for (68) 2,676
6. Decreasein accrued retirement benefits (4,626) (4,220)
7. Interest and dividends income (2,041) (3,175)
8. Interest expense 9,866 8,916
9. Gainon foreign exchange (327) (542)
10. Equity method investment gain (2,272) (1,194)
11. Gain on sae of investment securities (498) (140)
12. Appraisal loss on investment securities 303 707
13. Losson retirement of fixed assets 7,453 6,362
14. Gainon sae of fixed assets (187) (2,785)
15. Incr_ease/decrease in account (8,055) 4,555

receivables

16. Inventory variation 6,101 (2,319)
17. Increasein payables - trade 3,699 4,590
18. Other (4,154) (11,254)
Subtotal 150,240 137,098
19. Interest and dividends received 2,307 3,423
20. Interest paid (9,803) (9,003)
21. Income taxes paid (6,975) (29,210)
Net Cash Provided by Operating Activities 135,769 112,307
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81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to
March 31, 2006)

Amount

Amount

Account Notes (millions of yen) (millions of yen)
Il.  Cash flows from investing activities
1. Proceedsfrom sale of securities — 48
2. Payment for acquisition of tangible and
intangible fixed assets (68,097) (89,920)
3. Proceeds from sale of tangible and
intangible fixed assets 4,795 10,718
4. Payment for acquisition of investment
securities (4,006) (12,656)
5. Proceeds from sale of investment
securities 541 1,459
6. Payment for acquisition of subsidiaries’ *2
stocks due to change in the scope of
consolidation — (20,965)
7. Payment for loans (2,849) (3,685)
8. Proceeds from collections 2,175 542
9. Other (508) (2,180)
Net Cash Used in Investing Activities (67,949) (106,637)
I11. Cash flows from financing activities
1. Netincrease/decreasein short-term
bank loans (73,114) 5,921
2. Netincrease of commercia paper 19,000 39,000
3. Proceeds from borrowing of long-term
bank loans 30,224 45,438
4. Repayments of long-term bank loans (43,211) (36,187)
5. Proceeds from issue of debentures 40,000 —
6. Payment for redemption of debentures — (20,000)
7. Dividends paid by parent company (12,378) (11,828)
8. Acquisition of treasury stock (16,0112) (35,229)
9. Other 54 8
Net Cash Used in Financing Activities (55,438) (12,874)
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81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to
March 31, 2006)

Amount

Amount

Account Notes - L
(millions of yen) (millions of yen)
1. Effect of foreign currency translation on
cash and cash eguivalents (313) 1,480
V. Netincrease/decreasein cash and cash
equivalents 12,068 (5,723)
VI. Cash and cash equivalents at beginning of
year 32,609 44,521
VII. Increasein cash and cash equivaents due
to merging 36 —
VIII. Increasein cash and cash equivaents due
to including consolidated subsidiaries 275 975
IX. Decreasein cash and cash equivaents due
to excluding consolidated subsidiaries (468) (172)
X.  Cash and cash equivalents at end of year *1
44,521 39,601
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Significant accounting policies for preparation of consolidated financial statements

Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

1. Scope of consolidation

(1) Number of consolidated subsidiaries: 65

Major consolidated subsidiaries:

Qji Paperboard Co., Ltd., Oji Speciaty
Paper, Oji Nepia, Oji Chiyoda Container
Co,, Ltd., Oji Logigtics Co., Ltd., Oji
Engineering Co., Ltd., Oji Real Estate Co.,
Qjitack Co., Ltd., Oji Forest & Products Co.,
Ltd.

Kyoshin Shigyo Co., Ltd., Oji Scientific
Instruments Co., Ltd. and Oji Recovered
Paper and Market Pulp Co., Ltd., which
were not consolidated for the previous fiscal
year, are consolidated because of their
heightened importance in the business of
this Group as well as with respect to levels
of assets, sales, income and retained
earnings. In contrast, Honshu Toshin Co.,
Ltd. which was consolidated for the previous
fiscal year, is excluded from consolidation
because it became less important with
respect to levels of assets, sales, income and
retained earnings due to the substantial
downsizing of its business as aresult of the
transfer of its recovered paper business to
Oji Recovered Paper and Market Pulp Co.,
Ltd.

Furthermore, Qji Finance Co., Ltd., which
was consolidated for the previous fiscal

year, is excluded from consolidation because
it ceased operations as aresult of the transfer
of the group financing function to the
Company and therefore lost importance with
respect to levels of assets, sales, income and
retained earnings.

(1) Number of consolidated subsidiaries; 80

Major consolidated subsidiaries:

Oji Paperboard Co., Ltd., Oji Specialty Paper,
Oji Nepia, Oji Chiyoda Container Co., Ltd.,
Oji Logistics Co., Ltd., Oji Engineering Co.,
Ltd., Oji Real Estate Co., Ojitack Co., Ltd.,
Oji Forest & Products Co., Ltd.

Oji Packaging Seibu Co., Ltd., Nepia Trading
Co., Ltd. and Nepia Tender Co., Ltd., which
were not consolidated for the previous fiscal
year, are consolidated because of their
heightened importance in the business of this
Group as well aswith respect to levels of
assets, sales, income and retained earnings.
Also, Mori Shigyo Co., Ltd., Hokkaido Mori
Shigyo Co., Ltd., Sendai Mori Shigyo Co.,
Ltd., Hitachi Mori Shigyo Co., Ltd.,
Hokuriku Mori Shigyo Co., Ltd., Nagano
Mori Shigyo Co., Ltd., Tokai Mori Shigyo
Co., Ltd., Shizuoka Mori Shigyo Co., Ltd.,
Shikoku Mori Shigyo Co., Ltd., Kyushu Mori
Shigyo Co., Ltd., Mori Kamihanbai Co., Ltd.,
Packs Mori Co., Ltd., Torika Hoso Shizai
Co., Ltd., Sanwa Danboru Co., Ltd., Mori
Shoji Co., Ltd., and OJI ILFORD USA, INC.
are consolidated for thisfiscal year dueto the
acquisition of new stock, and ILFORD
Imaging Switzerland GmbH is consolidated
due to the acquisition of anew stake.

The following subsidiaries, which were

consolidated for the previous fiscal year,

dissolved due to merger with consolidated

subsidiaries and therefore are consolidated

only up to the date of the applicable merger:

e Chiyoda Container Co., Ltd. (Dissolved
due to the merger with Oji Container Co.,
Ltd. (now renamed Oji Chiyoda Container
Co., Ltd.) as of October 1, 2005).

¢ Fuji Rinkai Warehousing Co., Ltd.
(Dissolved due to the merger with Qji
Logistics Co., Ltd. as of April 1, 2005).

e Tomakomai Kako Co., Ltd. (Dissolved due
to the merger with Tomakomai Oji Shigyo
Co., Ltd. as of March 1, 2006).

Further, Sogoshiki Co., Ltd., which was

consolidated for the previousfiscal year, is

excluded from consolidation because it lost
importance with respect to levels of assets,
sales, income and retained earnings due to the

substantial downsizing of its businessas a

result of the transfer of its converted paper
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Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

2. Application of
equity method

(2) Mgjor non-consolidated subsidiaries: Nishio
Danboru Kogyo Co., Ltd., Tomakomai
Energy Kosha Co., Ltd., DHC Ginza Co., Ltd.

(3) These non-consolidated subsidiaries are
excluded from consolidation for the following
reasons.

These non-consolidated subsidiaries are all
small, or the total assets, and total sales, net
income (in proportion to equity) and retained
earnings (in proportion to equity) are minor in
comparison with those of the consolidated
subsidiaries, and have no significant impact
on consolidated financial statements.

(2) Number of &ffiliated companiesto which
equity method applies: 15
Major companies:
Japan Brazil Paper and Pulp Resources
Development Co., Ltd., Yupo
Corporation, Kokusai Pulp & Paper Co.,
Ltd.

(2) Mgjor non-consolidated and ffiliated
companies to which equity method does not
apply: Nishio Danboru Kogyo Co., Ltd.,
Tomakomal Energy Kosha Co., Ltd., DHC
GinzaCo., Ltd.

(3) The equity method does not apply to these
non-consolidated and affiliated companies for
the following reasons:

The aggregate net income/loss and retained
earnings (in proportion to equity) of these
non-consolidated and affiliated companies are
minor in comparison with those of the
consolidated subsidiaries, and these
companies have no significant impact on
consolidated financial statements.

product business to Oji Packaging Seibu Co.,
Ltd.

Finally, Honshu Living Center Co., Ltd.,
which was consolidated for the previous
fiscal year, is excluded from consolidation
because it lost importance with respect to
levels of assets, sales, income and retained
earnings due to the substantial downsizing of
its business as aresult of the transfer of its
store lease business to Oji Real Estate Co.,
Ltd.

(2) Major non-consolidated subsidiaries: Nishio
Danboru Kogyo Co., Ltd., Tomakomai
Energy Kosha Co., Ltd., DHC Ginza Co.,
Ltd.

(3) These non-consolidated subsidiaries are
excluded from consolidation for the following
reasons:

Same as | eft.

(1) Number of affiliated companies to which
equity method applies: 16
Major companies:
Japan Brazil Paper and Pulp Resources
Development Co., Ltd., Yupo Corporation,
Kokusai Pulp & Paper Co., Ltd.

Equity method appliesto Tohoku Mori
Shigyo Co., Ltd. from thisfiscal year because
the Company newly acquired its stocks.

(2) Major non-consolidated and affiliated
companies to which equity method does not
apply: Nishio Danboru Kogyo Co., Ltd.,
Tomakomai Energy Kosha Co., Ltd., DHC
GinzaCo., Ltd.

(3) The equity method does not apply to these
non-consolidated and affiliated companies for
the following reasons:

Same as | eft.
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Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

3. Accounting period of
consolidated
subsidiaries

4. Accounting standards

Out of the consolidated subsidiaries, Oji Paper
USA Inc., Kanzaki Specialty Papersinc., Oji
Paper (Thailand) Ltd., KANZAN Spezia papiere
GmbH, and Qji Paper (Nantong) Co. Ltd. close
their books on December 31. In the preparation
of consolidated financia statements, the financial
statements as of the closing date of these
companies are therefore used with necessary
adjustments in consolidation with respect to any
important transaction entered into by the closing
date for consolidated financial statements.

(1) Standards and methods of valuation of
important assets

i) Securities

Bonds held to maturity:
Amortized cost method

Other securities:

Securities with market quotations:
Valued at the market price quoted on the
balance sheet date. (Differencesin
valuation are presented as a component
of shareholders’ equity. Costs are
determined by the moving average
method.)

Securities without market quotations:
Valued at cost by the moving average
method.

ii) Derivatives
Vaued at market prices.

iii) Inventories
The parent company and some consolidated
subsidiaries value inventories by the lower-
of-cost-or-market method, while other
consolidated subsidiaries value at cost.
Products, works-in-progress and materials
are valued principally by the gross average
method, while real estate held for resaleis
valued by the identified cost method.

(2) Methods for depreciating important fixed
assets

Out of the consolidated subsidiaries, Oji Paper
USA Inc., Kanzaki Speciaty PapersInc., OJl
ILFORD USA, INC.,, Qji Paper (Thailand) Ltd.,
KANZAN Spezia papiere GmbH, Oji Paper
(Nantong) Co. Ltd. and ILFORD Imaging
Switzerland GmbH close their books on
December 31, Hokuriku Mori Shigyo Co., Ltd.
on January 20, Kyushu Mori Shigyo Co., Ltd. on
February 20, and Mori Shigyo Co., Ltd.,
Hokkaido Shigyo Co., Ltd., Sendai Mori Shigyo
Co., Ltd., Hitachi Mori Shigyo Co., Ltd., Nagano
Mori Shigyo Co., Ltd., Tokai Mori Shigyo Co.,
Ltd., Shizuoka Mori Shigyo Co., Ltd., Shikoku
Mori Shigyo Co., Ltd., Mori Kamihanbai Co.,
Ltd., TorikaHoso Shizai Co., Ltd. and Sanwa
Danboru Co., Ltd. on March 20. In the
preparation of consolidated financial statements,
the financial statements as of the closing date of
these companies are therefore used with
necessary adjustmentsin consolidation with
respect to any important transaction entered into
by the closing date.

(1) Standards and methods of valuation of
important assets

i) Securities
Bonds held to maturity:
Same as | eft.
Other securities:
Securities with market quotations:
Same as | eft.

Securities without market quotations:
Same as | eft.

ii) Derivatives
Same as | eft.

iii) Inventories
Same as | eft.

(2) Methods for depreciating important fixed
assets
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Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

Tangible fixed assets are depreciated by the
declining-balance method. (Buildings
acquired on or after April 1, 1998 (excluding
attached structures) are depreciated by the
straight-line method. Some consolidated
subsidiaries also depreciate by the straight-
line method.)

(3) Standards for recognition of significant
allowances
i) Allowance for doubtful accounts

In order to cover the probable losses on
collection of the claims held at the end of
the fiscal year, an alowance for doubtful
accountsis provided for the estimated
amount of uncollectible receivables. For
general receivables, the amount of
provision is based on historical write-off
rates, and for doubtful receivables, based on
the specific collectability.

ii) Accrued retirement benefits
In preparation for employees’ retirement
benefits, an allowance is provided for
employees’ pension and severance
payments considered to have accrued at the
end of the fiscal year based on the estimated
amounts of projected benefit obligation and
plan assets at the end of the fiscal year.
Prior service cost is amortized by the
straight-line method over the estimated
average remaining years of service of the
eligible employees when the prior service
cost was recognized.
With respect to actuarial gain and loss, the
straight-line method is used to calculate an
amount, based on the average remaining
years of service of the eligible employeg, to
be treated as an expense during the fiscal
year after the gain or loss wasinitialy
recorded.

iii) Accrued provision for bonusesto directors
In preparation for directors’ and auditors’
retirement and severance benefits,
provisions are made for an amount based on
the total benefits required to be paid at the
end of the fiscal year in accordance with
internal regulations.

Same as | eft.

(3) Standards for recognition of significant
allowances
i) Allowance for doubtful accounts
Same as | eft.

ii) Accrued retirement benefits
Same as | eft.

iii) Accrued provision for bonuses to directors
Same as | eft.

iv) Accrued provision for environmental safety
measures
An estimated loss is accounted in order to
provide for possible future losses on
disposal of Polychlorinated Biphenyl waste
under the Law concerning Special
Measures for Promotion of Proper
Treatment of PCB Wastes.
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Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

V) Reserve for special repairs
In order to provide for costs of regular
repairs of oil storage tanks, an estimated
amount is accounted for to cover the period
until the next regular repair.

(4) Accounting method for important lease
transactions
Finance |eases, except for those where
ownership of the leased assets is deemed to be
transferred to the lessee, are accounted for by
the method similar to that applicable to
ordinary operating leases.

(5) Important hedge accounting methods
i) Hedge accounting methods

Deferral hedge accounting has been
primarily adopted. Accounts payable and
receivable denominated in foreign
currencies with forward foreign exchange
contracts are accounted for by the
allocation method. Interest rate swaps that
meet the criteria are accounted for by the
specia method.

ii) Hedging methods and hedge accounts

¢ Hedging methods:
Forward foreign exchange contracts and
interest rate swaps

¢ Hedge accounts:
Accounts payable and receivable,
borrowings and loans denominated in
foreign currencies

iii) Hedging policy
Pursuant to the Group’s risk control policy,
the risks of exchange rate and interest rate
fluctuation to which the Group companies
are exposed during the course of ordinary
business are hedged.

iv) Methods of ng the effectiveness of
hedging
The effectiveness of hedging is assessed
with respect to each transaction and with
respect to its methods and asset/liabilities
associated with the hedged account at the
end of every accounting period (including
the fiscal 6 month period). However, if
meaterial conditions such as notional
amount, interest rate and term are identical
with respect to hedging method and the
assetg/liabilities associated with the hedged
account, such assessment is omitted.

(6) Accounting for consumption and local
consumption taxes
The tax exclusion method is applied.

v) Reservefor special repairs
Same as | eft.

(4) Accounting method for important lease
transactions
Same as | eft.

(5) Important hedge accounting methods
i) Hedge accounting methods
Same as | eft.

ii) Hedging methods and hedge accounts
Same as | eft.

iii) Hedging policy
Same as | eft.

iv) Methods of ng the effectiveness of
hedging
Same as | eft.

(6) Accounting for consumption and local
consumption taxes
Same as | eft.




Item

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

. Vauation Methods for

Assets and Liabilities at
Consolidated
Subsidiaries

Amortization of
consolidation
adjustment accounts

Treatment of items
concerning
consolidated statement
of retained earnings

. Scope of cash flow in

the consolidated
statements of cash
flows

The mark-to-market method is used to evaluate
the assets and liabilities of consolidated
subsidiaries.

Asageneral rule, consolidation adjustment
accounts are amortized over a period of five
years. However, if the amount in question is
minor, the whole amount is charged in the current
year.

The treatment of earnings or loss adopted in the
preparation of the consolidated statement of
retained earningsis based on the earnings or loss
determined during the period corresponding to
the fiscal year.

Cash flows in the consolidated statements of cash
flows (cash and cash equivalents) consist of cash
on hand, deposits that can be withdrawn at any
time, and short-term investments that can be
liquidated easily with minor risk of fluctuation in
value and will become due within 3 months of
acquisition.

Same as | eft.

Asageneral rule, consolidation adjustment
accounts are amortized over aperiod of five or
ten years. However, if the amount in question is
minor, the whole amount is charged in the current
year.

Same as | eft.

Same as | eft.




Changes in significant accounting policies for preparation of consolidated financial statements

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

(Accounting standards relating to fixed asset impairment)

From the fiscal year, the “Accounting Standards Related to Fixed
Asset Impairment” (the “Statement of position related to the
establishment of accounting standards related to fixed asset
impairment” (Accounting Standards Board of Japan, August 9,
2002) and the “Application guidelines for accounting standards
related to fixed asset impairment” (Accounting Standards Board
of Japan, Application guidelines, edition 6, October 31, 2003))
have been applied.

Thisresulted in adecrease in net income before taxes and other
adjustments of 16,398 million yen.

The accumulated |oss from asset impairment has been directly
written off from the amount of each fixed asset in accordance
with the regulations for financial statements following these
revisions.
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Notes
(Notes to Consolidated Balance Sheet)

*1

*2

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

Investment securities in non-consolidated subsidiaries and

affiliated companies are as follows:

Stocks in non-consolidated subsidiaries and affiliated

companies’ stocks: 70,013 million yen

Capital contribution to non-consolidated subsidiaries and

affiliated companies 19 million yen

Collateralized assets

i) The following assets carry mortgages or non-debt-
specific mortgages in favor of short-term borrowings
of 10,417 million yen, long-term borrowings of
21,792 million yen (including the amount scheduled
to be repaid within 1 year), trade notes and accounts
payable of 706 million yen:

book millions
value of yen

Cash and bank deposits " 52
Accounts receivable - ” 3,051
trade

Inventories ” 1,541
Short-term loans " 133
Accounts receivable - ” 136
other

Other current assets ” 105
Buildings and structures " 23,783
Machinery, and ” 10,459
automobiles

Tools, fixtures ” 167
Land " 20,977
Forests " 518
Afforestation " 16,408
Construction in progress ” 688
Investments in securities " 483
Long-term loans ” 203
Tota " 78,711

i) The following assets carry mortgages or non-debt-
specific mortgages on factory foundation in favor of
short-term borrowings of 765 million yen and long-
term borrowings of 5,955 million yen (including the
amount scheduled to be repaid within 1 year):

book millions

value of yen
Buildings and structures " 5,925
Machinery and " 23,320
automobiles
Tools, fixtures " 35
Land " 19,751
Tota " 49,032

*1

*2

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

Investment securities in non-consolidated subsidiaries and

affiliated companies are as follows:

Stocks in non-consolidated subsidiaries and affiliated

companies stocks: 81,185 million yen

Capital contribution to non-consolidated subsidiaries and

affiliated companies 16 million yen

Collateralized assets

i) The following assets carry mortgages or non-debt-
specific mortgages in favor of short-term borrowings
of 17,445 million yen, long-term borrowings of
19,366 million yen (including the amount scheduled
to be repaid within 1 year), trade notes and accounts
payable of 30 million yen:

book millions
value of yen

Cash and bank deposits " 569
Accounts receivable - ” 2,488
trade

Inventories ” 1,416
Short-term loans " 267
Accounts receivable - ” —
other

Other current assets ” 134
Buildings and structures " 21,338
Machinery and ” 12,474
automobiles

Tools, fixtures ” 177
Land " 21,848
Forests " 599
Afforestation " 15,008
Construction in progress ” 101
Investments in securities " 481
Long-term loans ” 218
Tota " 77,124

ii)  Thefollowing assets carry mortgages or non-debt-
specific mortgages on factory foundation in favor of
short-term borrowings of 523 million yen and long-
term borrowings of 913 million yen (including the
amount scheduled to be repaid within 1 year):

book millions

value of yen
Buildings and structures ” 6,087
Machinery and " 20,852
automobiles
Tools, fixtures " 43
Land ” 17,231
Tota " 44,213
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81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

*3

*4

i)

i)

The following assets carry pledges and other security
interest (reservation of collateral) in favor of long-
term borrowings of 6,582 million yen (including the
amount scheduled to be repaid within 1 year):

book value  millions of yen
Investmentsin
securities ” 10,715
Long-term loans " 4,331
Tota ” 15,046

Other consolidated subsidiary stocks (15,406 million
yen) that are offset and eliminated upon
consolidation serve as collateral.

Contingent liabilities
Guarantee liabilities
The following guarantees are given with respect to
borrowings from financial ingtitutions by affiliated
companies other than consolidated subsidiaries and
employees:

millions of yen

Japan Brazil Paper and 28,614
Pulp Resources

Development Co., Ltd.

Alpac Forest Products Inc. 4,139
Employees 5111
Other 4,908
Total 42,774

The guarantee with respect to Japan Brazil Paper and
Pulp Resources Development Co., Ltd. represents the
amount borne by the parent and consolidated
subsidiaries, and the total amount of guarantee which
includes the amount borne by othersis 43,962 million
yen.

The guarantee with respect to “Other” includes the
amount of joint guarantee obligations borne by the
parent and consolidated subsidiaries of 269 million
yen, and together with the amount borne by those
other than the parent and consolidated subsidiaries,
the aggregate amount of joint guarantee obligationsis
337 million yen.

The guarantee with respect to “Other” includes the
amount reinsured by other companies, and the amount
indicated does not include the reinsurance of 98
million yen.

Discounting of note
receivable

Amount of transfer by
endorsement of note

988 million yen

211 million yen

*3

*4

i)

i)

The following assets carry pledges and other security
interest (reservation of collateral) in favor of long-term
borrowings of 7,219 million yen (including the amount
scheduled to be repaid within 1 year):

book value  millions of yen
Investmentsin
securities ” 10,805
Long-term loans " 4,691
Total ” 15,496

Other consolidated subsidiary stocks (15,406 million
yen) that are offset and eliminated upon consolidation
serve as collateral.

Contingent liabilities
Guarantee liabilities
The following guarantees are given with respect to
borrowings from financial ingtitutions by affiliated
companies other than consolidated subsidiaries and
employees:

millions of yen

Japan Brazil Paper and 24,019
Pulp Resources

Development Co., Ltd.

Alpac Forest Products Inc. 4,534
Employees 4,418
Other 4,462
Total 37,434

The guarantee with respect to Japan Brazil Paper and
Pulp Resources Development Co., Ltd. represents the
amount borne by the parent and consolidated
subsidiaries, and the total amount of guarantee which
includes the amount borne by othersis 37,669 million
yen.

The guarantee with respect to “Other” includes the
amount of joint guarantee obligations borne by the
parent and consolidated subsidiaries of 269 million
yen, and together with the amount borne by those
other than the parent and consolidated subsidiaries, the
aggregate amount of joint guarantee obligations is 337
million yen.

The guarantee with respect to “Other” includes the
amount reinsured by other companies, and the amount
indicated does not include the reinsurance of 104
million yen.

Discounting of note
receivable

Amount of transfer by
endorsement of note

1,016 million yen

128 million yen
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81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

*5

*6

*7

Pursuant to the Law Concerning Revaluation of Land (Law
No. 34 promulgated on March 31, 1998) and the Law
Amending Part of the Law Concerning Revaluation of
Land (Law No. 19 promulgated on March 31, 2001), some
consolidated subsidiaries revalued land for business uses as
of March 31, 2002.
With respect to gain on revaluation, the amount of tax
pertaining to such gain on revaluation has been recorded as
“deferred tax liabilities concerning revaluation” in the
liahilities section pursuant to the Law Amending Part of the
Law Concerning Revaluation of Land (Law No. 24
promulgated on March 31, 1999), and the amount net of
such tax has been recorded as “unrealized holding gains on
land” in the assets section.
Method of Calculation was made based on the
revaluation:  assessed value of fixed assets, as defined in
the Enforcement Order of the Law
Concerning Revaluation of Land (Cabinet
Order No. 119 promulgated on March 31,
1998) Article 2 Item 3, and the value of
land based on which the amount of land
price tax is determined, as defined in Item 4
of the said article.
Date of revaluation: March 31, 2002
Difference between market value and book value after
revaluation of revalued land as of the balance sheet date:
(2,235) million yen

The number of common shares held by consolidated
companies and affiliates to which equity method applies:
53,737,613

The total number of

shares outstanding: 1,064,381,817 common shares

*5

*6

*7

*8

*9

*10

Pursuant to the Law Concerning Revaluation of Land (Law
No. 34 promulgated on March 31, 1998) and the Law
Amending Part of the Law Concerning Reval uation of
Land (Law No. 19 promulgated on March 31, 2001), some
consolidated subsidiaries revalued land for business uses as
of March 31, 2002.
With respect to gain on revauation, the amount of tax
pertaining to such gain on revaluation has been recorded as
“deferred tax liabilities concerning revaluation” in the
liabilities section pursuant to the Law Amending Part of the
Law Concerning Revaluation of Land (Law No. 24
promulgated on March 31, 1999), and the amount net of
such tax has been recorded as “unrealized holding gains on
land” in the assets section.
Method of Calculation was made based on the
revaluation: assessed value of fixed assets, as defined in
the Enforcement Order of the Law
Concerning Revaluation of Land (Cabinet
Order No. 119 promulgated on March 31,
1998) Article 2 Item 3, and the value of
land based on which the amount of land
price tax is determined, as defined in Item
4 of the said article.
Date of revauation: March 31, 2002
Difference between market value and book value after
revaluation of revalued land as of the balance sheet date:
(2,768) million yen

The number of common shares held by consolidated
companies and affiliates to which equity method applies:
75,198,429

The total number of
shares outstanding: 1,064,381,817 common shares
Credit lines (as a borrower)

The Company has entered into credit lines with banksin
order to efficiently manage working capital. The
outstanding balance of lending commitments not drawn
down as of the balance sheet date was:

Total amount of lending commitments: 50,000 million yen
Amount drawn down -
Outstanding balance 50,000 million yen
Accumulated depreciation includes the amount of
accumulated |oss from asset impairment.

The actual amounts of advanced depreciation by means of
direct reduction method during the fiscal year are:
Buildings and structures 247 million yen
Machinery and automobiles 2,000 million yen
Tools, fixtures 9 million yen

Land 144 million yen
Forests 172 million yen
Afforestation 6 million yen
Construction in progress 129 million yen
Total 2,710 million yen
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(Notes to Consolidated Statement of Income)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

*1

*2

*3

*4

R& D expensesincluded in general and administrative
expenses and manufacturing costs incurred:
11,748 million yen

Some inventories have been devalued by |ower-of-cost-or-
market method as follows:
millions of yen

Products 581
Materias 60
Works-in-progress 17
Stored Goods 1
Total 661

Thisis part of the business loss suffered by Howe Sound
Pulp and Paper Limited Partnership, which manufactures
and sells newsprint and pulp in Canada, in proportion to

the equity held by the Company.

The breakdown of gain on sale of fixed assetsis as follows:
millions of yen

Buildings 260
Afforestation 63
Forests 10
Land (153)
Other 6
Tota 187

575 million yen of the gain on sale of fixed assetsis gain
on sale of land, buildings, structures, forests and
afforestation sold in the application of the Land
Appropriation Law, etc.

*1

*2

*3

*4

*5

R& D expensesincluded in general and administrative
expenses and manufacturing costs incurred:
12,301 million yen

Some inventories have been devalued by lower-of-cost-or-
market method as follows:
millions of yen

Products 678
Materials 176
Stored Goods 19
Merchandise 5
Works-in-progress 2
Tota 882

Same as | eft.

The breakdown of gain on sale of fixed assetsis as follows:
millions of yen

Buildings and other structures 114
Forests 49
Land 2,583
Other 36
Total 2,785

1,305 million yen of the gain on sale of fixed assetsis gain
on sale of land, buildings, structures, forests and
afforestation sold in the application of the Land
Appropriation Law, etc.

Loss on impairment has been recorded primarily with
respect to the following assets and asset groups:

Amount of Loss
Location Use Type on Impairment
(millions of yen)
Tomakoma, Hotel Building, etc. 3,663
Hokkaido T '
Fuji, Land and
Shizuoka, Store for rent building, etc. 3,256
Packaging Land and
Bdogawa, manufacturing machinery and 2,324
Tokyo s ]
facilities equipment
Kawachi-cho,
Kawachi-gun, Idle assets Land, etc. 1,402
Tochigi, etc.
! Paper diaper Building and
K:au;cgla manufacturing machinery and 1,278
facilities equipment, etc.
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81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

*6

This represents premium severance pay additionally paid to
early leavers and transferee-leavers, and the present value
of estimated installments of premium severance pay
expected to be payable to some transferees from the next
fiscal year onwards.

*6

Each minimum unit of assets that generates cash flow is
grouped.

Business establishments whose operating activities
continuously generate losses and idle land whose market
value has significantly reduced were examined. If the
recoverable amount is less than the book value, then the
book value is devalued to the recoverable amount, and such
reduced amount is recorded as loss on impairment. An
equity method investment loss of 18 million yen and an
extraordinary loss of 16,380 million yen have been
recorded.

These losses consist of 7,458 million yen on building and
structures, 4,503 million yen on land, 2,472 million yen on
machinery, equipment and vehicles, and 1,964 million yen
on other.

If the recoverable amount is net proceeds from sale,
valuation is made in accordance with the standards for real
estate appraisal. Alternatively, if the recoverable amount is
valuein use, valuation is made by discounting future cash
flows at 5%.

This represents premium severance pay additionally paid to
early leavers and transferee-leavers, the present value of
estimated installments of premium severance pay expected
to be payable to some transferees from the next fiscal year
onwards, and the estimated cost incurred by some
consolidated subsidiaries as aresult of withdrawal from
employees’ pension funds.
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(Notes to Consolidated Statements of Cash Flows)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

*1

The relationship between the balance of cash and cash
equivaents as of the end of the fiscal year and the amounts
of accounting items displayed in the consolidated balance
sheet

millions of yen

Cash and bank deposits 44,769
Short-term loans 4
Term deposits for more than 3 months (252)
Cash and cash equivalents 44,521

*1  Therelationship between the balance of cash and cash

*2

equivalents as of the end of the fiscal year and the amounts
of accounting items displayed in the consolidated balance
sheet

millions of yen

Cash and bank deposits 39,825
Term deposits for more than 3 months (224)
Cash and cash equivalents 39,601

Major breakdown of the assets and liabilities of companies
that became additional consolidated subsidiaries as aresult
of acquisition of shares or otherwise
The breakdown of the assets and ligbilities as at the time of
start of consolidation as aresult of additional consolidation
by acquisition of shares or otherwise, and the relationship
between the acquisition price of shares and the expenses
(net amount) in connection with acquisition:
Total amount for 14 companies including Packs Mori Co.,
Ltd. and ILFORD Imaging Switzerland GmbH

millions of yen

Current Assets 74,293
Fixed Assets 76,384
Current Liabilities (77,907)
Non-current liabilities (20,069)
Minority Interests (2,145)
Acquisition Price 50,555
Share Exchange (31,274)
Cash and cash equivalents of new consolidated subsidiaries
(8,315)

Net Amount: Expenses due to acquisition of subsidiary
shares involving change in the

scope of consolidation 10,965
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(Notesto leases)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

Finance |ease transactions other than those by which the
ownership of leased assetsis transferred to lessees

i)

Acquisition
cost
equivalents

Accumulated
depreciation
equivalents
Balance
equivalents at
the end of the
period

Leased asset acquisition cost equivalents,
accumul ated depreciation equivalents and balance
equivalents at the end of the period

Finance |ease transactions other than those by
which the ownership of leased assetsis transferred
to lessees

i) Leased asset acquisition cost equivalents,
accumulated depreciation equivalents,
accumulated impairment loss equivalents, and

Machinery Toals, Other Total
and fixtures (millions (millions of
automobiles  (millionsof  of yen) yen)
(millionsof  yen)
yen)
35,335 14,681 3,320 53,336
19,848 7,567 1,802 29,219
15,486 7,114 1,517 24,117

The acquisition cost equivalents have been
calculated in accordance with the “method of
interest payable inclusion” pursuant to the
provision of Financial Statements Regulations
Article 8-6 Paragraph 2, as applied mutatis
mutandis in the Consolidated Financial
Statements Regulations Article 15-3.

ii)  Outstanding lease commitment equivalents
at the end of the period:

millions of yen

Within 1 year 7,146
More than 1 year 16,970
Tota 24,117

The outstanding |ease commitment equivalents at
the end of the period have been calculated in
accordance with the “interest payable inclusion
method” pursuant to the provision of Financial
Statements Regulations Article 8-6 Paragraph 2,
as applied mutatis mutandis in the Consolidated
Financia Statements Regulations Article 15-3.

Acquisition cost
equivaents

Accumulated
depreciation
equivalents
Accumulated
impairment loss
equivalents

Balance
equivalents at
the end of the
period

balance equivalents at the end of the period

Machinery,  Tooals, Other Total
and fixtures (millions  (millions
automobiles  (millions  of yen) of yen)
(millionsof  of yen)
yen)
38,043 14,769 3,357 56,170
22,294 7,561 1,993 31,850
12 10 0 22
15,736 7,197 1,363 24,297

The acquisition cost equivalents have been
calculated in accordance with the “method of
interest payable inclusion” pursuant to the
provision of Financial Statements Regulations
Article 8-6 Paragraph 2, as applied mutatis
mutandis in the Consolidated Financial
Statements Regulations Article 15-3.

ii)  Outstanding lease commitment
equivalents and leased assets
impairment account balance at the end

of the period

millions of yen
Within 1 year 7,299
More than 1 year 17,017
Total 24,317

Leased assets impairment account balance at
the end of the period: 19 millions of yen
The outstanding |ease commitment
equivalents at the end of the period have
been calculated in accordance with the
“interest payable inclusion method” pursuant
to the provision of Financia Statements
Regulations Article 8-6 Paragraph 2, as
applied mutatis mutandis in the Consolidated
Financial Statements Regulations Article 15-
3.
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i)

Lease rental charge and depreciation
equivaents

millions of yen
Leaserental charge 7,724
Depreciation eguivalents 7,724

Method of calculating depreciation
equivaents

Depreciation equivalents are cal culated
assuming the lease period to be the useful
life and salvage value to be zero.

i)

Lease rental charge, leased assets
impairment |oss account
appropriation, depreciation
equivalents and loss on impairment
millions of yen

Leaserental charge 7,928
Leased assets impairment loss account
appropriation 2
Depreciation eguivalents 7,925
Loss on impairment 22

Method of calculating depreciation
equivalents
Same as | eft.
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(Securities)

81st Fiscal Year (from April 1, 2004 to March 31, 2005)

1. Bonds held to maturity, with market value

Consolidated Balance .
Market Value Difference
Type Sheet Vaue L .
(millions of yen) (millions of yen) | (millions of yen)
Market value exceeding consolidated | JGB, local government 20 23 2
balance sheet value bond, etc.
Market value not exceeding JGB, local government - - -
consolidated balance sheet value bond, etc.
TOTAL 20 23 2
2. Other securities with market value
L Consolidated
Type '(A‘rﬁﬁlui':rg%r; ans)t Balance Sheet Value Difference
Y (millions of yen) (millions of yen)
Stock 46,739 106,066 59,326
Consolidated balance sheet value Bond
exceeding acquisition cost Other
Subtotal 46,739 106,066 59,326
Stock 1,462 1,298 (164)
Consolidated balance sheet value not | Bond
exceeding acquisition cost Other
Subtotal 1,462 1,298 (164)
TOTAL 48,202 107,364 59,162
3. Other securities sold during the fiscal year
Sales Price Total Gain on Sale Total Losson Sale
(millions of yen) (millions of yen) (millions of yen)
514 497 (@D}
4. Major securities not marked-to-market
Description Consolidated Balance Sheet Value (millions of yen)
(1) Bonds held to maturity
Discount bank debentures 48
(2) Other securities
Unlisted stocks 17,527
Preferred equity certificates 999
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5. Expected redemption amounts of other securities with maturity and bonds held to maturity
More Than 5 Years
Within1Year | MoreThanlyYear 1 g\ \yithin 10 More Than 10
Type - But Within 5 Years - Y ears (millions of
(millions of yen) . Y ears (millions of
(millions of yen) yen) yen)
Bonds
JGB, local government bonds, etc. 0 25 3 -
Corporate bonds - - - -
Other 49 - - -
TOTAL 49 25 3 -
82nd Fiscal Year (from April 1, 2005 to March 31, 2006)
1. Bonds held to maturity, with market value
Consolidated Balance .
Market Value Difference
Type Sheet Vaue L .
(millions of yen) (millions of yen) | (millions of yen)
Market value exceeding consolidated | JGB, local government 9 10 0
balance sheet value bond, etc.
Market value not exceeding JGB, local government - - -
consolidated balance sheet value bond, etc.
TOTAL 9 10 0
2. Other securities with market value
A Consolidated :
Type Ac_qu_lstl on Cost Balance Sheet Value o Differenc|
(millions of yen) (millions of yen) (millions of yen)
Stock 50,308 173,528 123,220
Consolidated balance sheet value Bond 11 12 1
exceeding acquisition cost Other 1,736 1,868 132
Subtotal 52,055 175,409 123,354
Stock 341 316 (24)
Consolidated balance sheet value not | Bond - - -
exceeding acquisition cost Other - - )
Subtotal 341 316 (24)
TOTAL 52,396 175,726 123,329
3. Other securities sold during the fiscal year
Sales Price Total Gain on Sale Total Losson Sale
(millions of yen) (millions of yen) (millions of yen)
1,568 426 0)
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Major securities not marked-to-market

Description Consolidated Balance Sheet Value (millions of yen)
(1) Bonds held to maturity
Discount bank debentures 0
(2) Other securities
Unlisted stocks 17,874
Preferred equity certificates 999

5. Expected redemption amounts of other securities with maturity and bonds held to maturity
More Than 5 Years
Within1Year | MoreThanlyYear 1 g\ \yithin 10 More Than 10
Type - But Within 5 Years - Y ears (millions of
(millions of yen) - Y ears (millions of
(millions of yen) yen)
yen)
Bonds
JGB, local government bonds, etc. 1 26 2 -
Corporate bonds - - - -
Other - - -
TOTAL 26 2 -
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(Derivatives)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

1.

Matters on conditions surrounding transactions

i) Description of, policy on and purposes of transactions

The Group efficiently controls the risks of foreign
exchange and interest rate which may arise during the
course of normal business by entering into derivatives
transactions.

With respect to currencies, the Company attempts to
aleviate the risk of exchange rate fluctuation in connection
with accounts payable denominated in foreign currencies
on import of fuel and materials and accounts receivable
denominated in foreign currencies on export of products by
entering into foreign exchange forward transactions.

With respect to interest rates, the Company uses rate swaps
to reduce funding cost relating to borrowings and to
alleviate the risk of interest rate fluctuation.

The Group does not enter into derivatives transactions for
specul ative purposes, and the transactions described above
are all limited to the extent of accounts receivable and

payable.

(Hedge accounting methods)

Deferral hedge accounting has been primarily adopted.
Accounts payable and receivable denominated in foreign
currencies with forward foreign exchange contracts are
accounted for by the allocation method. Interest rate swaps
that meet the criteria are accounted for by the special
method.

(Hedging methods and hedge accounts)

Accounts payable and receivable denominated in foreign
currencies are hedged by forward foreign exchange
contracts, and borrowings and loans are hedged by interest
rate swaps.

(Hedging policy)

Pursuant to the Group’s risk control policy, the risks of
exchange rate and interest rate fluctuation to which the
Group companies are exposed during the course of
ordinary business are hedged.

(Methods of ng the effectiveness of hedging)

The effectiveness of hedging is assessed with respect to
each transaction and with respect to its methods and
account at the end of every accounting period. However, if
material conditions such as notional amount, interest rate
and term are identical with respect to hedging method and
the assetg/liabilities of the hedged account, such
assessment is omitted.

1.

Matters on conditions surrounding transactions
i) Description of, policy on and purposes of transactions
Same as | eft.
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81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

ii) Description of risks entailed by transactions
Derivatives transactions that the Group entersinto entail
risk arising out of a change in the markets and credit risk,
such as default by counterparties.
However, derivatives transactions by the Group effectively
set off against the risks the assets and liabilities are
exposed to, and market risk is not material. In addition, it
is the Company’s view that, since the counterparties are
limited to only such financial institutions as will be ableto
perform obligations over the long term, little serious credit
risk exists.

iii) Risk control system
Derivatives transactions are executed and controlled by the
Finance Department in the case of the Company, and the
raw material procurement or general affairs department in
the case of consolidated subsidiaries.
Execution of any transaction must be approved by the
general manager or director in charge, and the balance and
gain or loss on valuation of transactions are monitored by
each department in charge and reported from time to time
to the general manager in charge.

Matters on market value, etc. of transactions
Omitted because hedge accounting applies to derivatives
transactions during the fiscal year.

2.

ii) Description of risks entailed by transactions
Same as | eft.

iii) Risk control system
Same as | eft.

Matters on market value, etc. of transactions
Same as | eft.
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(Retirement Benefits)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

1 Outline of retirement benefit scheme adopted

The Company and its domestic consolidated subsidiaries adopt,
as a defined benefit scheme, a corporate pension fund scheme, an
employees’ pension fund scheme, a qualified retirement annuity
scheme and a termination allowance scheme. In some cases,
upon retirement of employees, premium severance money may
be paid that is not subject to actuarial calculation in accordance
with retirement benefit accounting.

Some overseas consolidated subsidiaries also adopt a defined
benefit scheme. The Company has aso set up aretirement
benefit trust.

2. Retirement benefit liabilities (March 31, 2005)
millions of yen

a. Retirement benefit liabilities (199,486)
b. Pension assets 107,965
¢. Unfunded retirement benefit liabilities (a+b)  (91,521)

d. Unrecognized differencein actuaria calculation 41,390
e. Unrecognized past service liabilities (reduction in

lighilities) (13,243)
f. Reserve for employees’ retirement benefits (c + d + e)
Note 1 (63,374)

Note 1. With respect to some transferees, the present
value of estimated installment payment of
4,439 million yen which is expected to be
paid during and after the following fiscal
year that is not subject to actuaria
calculation in accordance with retirement
benefit accounting, isincluded in the reserve
for employees’ retirement benefits.

2. Some consolidated subsidiaries adopt the
simplified method in calculation of
retirement benefit liabilities.

3. Retirement Benefit Cost millions of yen
a. Service cost 6,208
b. Interest cost 4,379
c. Expected return (2,255)

d. Difference in actuarial calculation recognized as cost

3,464
e. Past service liabilities recognized as cost (956)
f. Retirement benefit cost (atb+c+d+e) 10,841

Note 1. “Special severance payments of 4,100
million yen” recorded as extraordinary loss is
premium severance money and not included
in the retirement benefit cost, as described
above.

2. Retirement benefit cost for consolidated
subsidiaries that adopt the simplified method
is included in “a. Service cost.”

1 Outline of retirement benefit scheme adopted

The Company and its domestic consolidated subsidiaries adopt,
as a defined benefit scheme, a corporate pension fund scheme, an
employees’ pension fund scheme, a qualified retirement annuity
scheme and atermination allowance scheme. Some of the
domestic consolidated subsidiaries adopt adefined contribution
scheme. In some cases, upon retirement of employees, premium
severance money may be paid that is not subject to actuarial
calculation in accordance with retirement benefit accounting.
Some overseas consolidated subsidiaries also adopt a defined
benefit scheme. The Company has also set up aretirement
benefit trust.

2. Retirement benefit liabilities (March 31, 2006)
millions of yen

a. Retirement benefit liabilities (207,339)
b. Pension assets 134,174
¢. Unfunded retirement benefit liabilities(a+b)  (73,164)

d. Unrecognized differencein actuaria calculation 25,995
e. Unrecognized past service liabilities (reduction in

lighilities) (12,810)
f. Reserve for employees’ retirement benefits (c + d + e)
Note 1 (59,980)

Note 1. With respect to some transferees, the present
value of estimated installment payment of
4,723 million yen which is expected to be
paid during and after the following fiscal
year that is not subject to actuaria
calculation in accordance with retirement
benefit accounting, isincluded in the reserve
for employees’ retirement benefits.

2. Some consolidated subsidiaries adopt the
simplified method in calculation of
retirement benefit liabilities.

3. Retirement Benefit Cost millions of yen
a. Service cost 4,517
b. Interest cost 4,329
c. Expected return (2,271)

d. Difference in actuarial calculation recognized as cost

3,719
e. Past service liabilities recognized as cost (972)
f. Retirement benefit cost (at+b+c+d+e) 9,322

Note 1. “Special severance payments of 5,823
million yen” recorded as extraordinary loss is
premium severance money and not included
in the retirement benefit cost, as described
above.

2. Retirement benefit cost for consolidated
subsidiaries that adopt the simplified method
is included in “a. Service cost.”
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81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

4. Assumptions for calculation of retirement benefit liabilities

4. Assumptions for calculation of retirement benefit liabilities

a. Method of periodic
allocation of estimated
retirement benefit

b. Discount rate

c. Expected rate of return

d. Number of years over
which past service
liabilities are processed

e. Number of years over
which differencein
actuaria calculationis
processed

Period straight-line standard

2.0%t0 2.5%

1.0% to 2.5%

Recognized as cost by straight-
line method over the average
remaining number of years for
service of employees at the
time of accrual

Recognized as cost in the
respective following fiscal year
by straight-line method over
the average remaining number
of years for service of
employees at the time of
accrual.

a. Method of periodic Same as | eft.
allocation of estimated
retirement benefit
b. Discount rate Same as | eft.
c. Expected rate of return Same as | eft.
d. Number of years over Same as | eft.
which past service
liabilities are processed
e. Number of years over Same as | eft.

which differencein
actuaria calculationis
processed
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(Deferred Tax Accounting)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

1. Breakdown of deferred tax assets and deferred tax
liabilities by cause of accrual

(Deferred tax assets) millions of yen
Excess in reserve for employees’
retirement benefits 27,207
Amount of loss carried forward 7,944
Excess in accrued bonus 6,624
Unrealized gain or loss on tangible 4,726
fixed assets
Unrealized gain or loss on inventory 1,923
Accrued retirement bonuses to 1,013
directors
Other 5,969
Deferred tax assets subtotal 55,409
Valuation allowances (6,257)
Total deferred tax assets 49,152

(Deferred tax liabilities)
Other differencein valuation of
securities (24,069)
Reserve for reduction in fixed assets

(17,819)

Correction in book value due to
mark-to-market of assets (20,177)
Unrealized gain or loss on tangible
fixed assets (3.455)
Reserve for specia depreciation (1,596)
Other (1,131)
Deferred tax liabilities total (58,249)
Net deferred tax assetg/liabilities (9,096)

2. The breakdown of the difference between the effective
tax rate under the law and the corporate tax rate, etc. after the
application of deferred tax accounting by major items that cause
such difference is as follows:

Statutory effective tax rate 40.7%
(Adjustment)
Entertainment and other expenses
not permanently counted as
deductibles 15
Resident tax per capitalevy 0.7
Tax credits (1.8)
Investment profit by equity method (1.9
Increase/decrease in valuation
allowances (5.9
Other 0.9
Tax rate of corporate and other
taxes, following the application of
Tax Effect Accounting 34.8

1. Breakdown of deferred tax assets and deferred tax
liabilities by cause of accrual

(Deferred tax assets) millions of yen
Excess in reserve for employees’
retirement benefits millions of yen 27,398
Unrealized gain or loss on tangible 10,031
fixed assets
Excessin accrued bonus 6,937
Amount of loss carried forward 4,998
Investment securities, etc. 3,191
Allowance for doubtful accounts 2,632
Other 7,160
Deferred tax assets subtotal 62,351
Valuation alowances (15,147)
Total deferred tax assets 47,203
(Deferred tax liabilities)
Other difference in valuation of
securities (50,198)
Reserve for reduction in fixed
assets (18,682)
Correction in book value due to
mark-to-market of assets (14,332)
Unrealized gain or loss on tangible
fixed assets (3.451)
Reserve for special depreciation (1,202)
Other (1,195)
Deferred tax liabilities total (89,063)
Net deferred tax asset/liabilities (41,859)

2. The breakdown of the difference between the effective
tax rate under the law and the corporate tax rate, etc. after the
application of deferred tax accounting by major items that cause
such differenceis asfollows:

Statutory effective tax rate 40.7%
(Adjustment)
Entertainment and other expenses
not permanently counted as
deductibles 25
Resident tax per capitalevy 12
Tax credits (2.9)
Investment profit by equity method (1.2
Increase/decrease in valuation
allowances 3.1
Other 1.6
Tax rate of corporate and other
taxes, following the application of
Tax Effect Accounting 455
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(Segment Informeation)

[Segment information by business category]

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)
Paper and Converted
Wood and R
Pulp Paper Tree Planting Ot_her Total Bliminations/ Consolidated
Products Products Business Business (millions of Corporate (millions of
Business Business (millions of (millions of en) (millions of en)
(millions of (millions of yen) yen) Y yen) y
yen) yen)
I. Net sales and operating
income/loss
Net sales
(1) Salesto third parties 697,939 341,762 49,124 96,314 1,185,141 (—) 1,185,141
(2) Inter-segment sales or transfers 52,000 4,719 26,525 118,163 201,409 (201,409)
TOTAL 749,939 346,482 75,649 214,478 1,386,550 (201,409) 1,185,141
Operating expenses 696,107 331,524 74,303 200,060 1,301,996 (201,409) 1,100,587
Operating income 53,832 14,957 1,345 14,417 84,554 (—) 84,554
I1. Assets, depreciation and capital
expenditures
Assets 1,077,653 317,297 98,973 162,585 1,656,509 (50,338) 1,606,171
Depreciation 59,433 14,848 993 2,815 78,090 (—) 78,090
Capital expenditures 51,341 17,743 1,087 4,369 74,542 (—) 74,542
82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)
Paper and Converted
Wood and R
Pulp Paper Tree Planting Ot_her Total Bliminations/ Consolidated
Products Products Business Business (millions of Corporate (millions of
Business Business (millions of (millions of en) (millions of en)
(millions of (millions of yen) yen) Y yen) Y
yen) yen)
I. Net sales and operating
income/loss
Net sales
(1) Saesto third parties 685,076 383,115 43,909 101,780 1,213,881 =) 1,213,881
(2) Inter-segment sales or transfers 56,368 6,976 28,443 120,237 212,025 (212,025) -
TOTAL 741,445 390,092 72,352 222,018 1,425,907 (212,025) 1,213,881
Operating expenses 703,004 374,353 70,586 204,021 1,351,966 (212,025) 1,139,940
Operating income 38,440 15,739 1,765 17,996 73,941 (—) 73,941
I1. Assets, depreciation and capital
expenditures
Assets 1,127,092 438,913 91,251 146,880 1,804,138 (55,591) 1,748,547
Depreciation 61,411 12,540 888 3,755 78,596 (—) 78,596
Loss on impairment 3,461 4,858 866 7,193 16,380 (—) 16,380
Capital expenditures 70,934 20,249 1,927 2,731 95,842 (—) 95,842

(Note 1)

(Note 2)

Main products in each business category:

Business categories are classified based on the type or nature of the products or their manufacturing method.

Paper and Pulp Product Business: newsprint, publication and communication papers, boxboard and packaging papers, sanitary
papers, miscellaneous papers, containerboard, white paperboard, pulp, etc.
Converted Paper Products Business: corrugated containers, packaging, thermal paper, adhesive paper, paper diaper, paper bag

products, etc.

Wood and Tree Planting Business: wood raw material, afforestation, and greening
Other Business: real estate, corn starch, machinery, etc.

(Note 3)
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[Segment information by geographical ared]
81st Fiscal Year (from April 1, 2004 to March 31, 2005)
Omitted because the ratio of “Japan” to the aggregate net sales of all segments and the ratio of “Japan” to the aggregate amount
of assets of all segments exceed 90%.
82nd Fiscal Year (from April 1, 2005 to March 31, 2006)

Omitted because the ratio of “Japan” to the aggregate net sales of all segments and the ratio of “Japan” to the aggregate amount
of assets of all segments exceed 90%.

[Overseas sales]

81st Fiscal Year (from April 1, 2004 to March 31, 2005)
Omitted because the aggregate net salesin countries and areas other than Japan is less than 10% of the consolidated net sales.

82nd Fiscal Year (from April 1, 2005 to March 31, 2006)
Omitted because the aggregate net salesin countries and areas other than Japan is less than 10% of the consolidated net sales.
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[Related Party Transactions]
81st Fiscal Year (from April 1, 2004 to March 31, 2005)
Subsidiaries, etc.

Classification

Name

Address

Capital
or
Amount
Invested
(millions
of yen)

Description of
Business

Ratio Relationship

of
Voting
Rights
Owned
(%)

Interlocking Business
Directors Relationship

Description
of
Transaction

Amount of

Transaction

(millions of
yen)

Account
Item

Balance
at End of
Period
(millions
of yen)

Affiliated
Company

Kokusai Pulp
& Paper Co.,
Ltd.

Chuo-
ku,
Tokyo

2,678

Salesand
purchase,
import and
export of
paper/
paperboard/
converted
paper product/
chemical
product/
paper-related
machinery/
packaging
material/ other
related
products, real
estate lease
and
warehousing
business

Direct

20.3
Indirect
0.3

Major sales
agent of the
Company’s
products

None

Sale of

paper
products

106,002

Notes and
accounts
receivable

25,061

Affiliated
Company

Japan Brazil
Paper and
Pulp
Resources
Development
Co., Ltd.

Chuo-
ku,
Tokyo

61,788

Management
of pulp
manufacturing
company in
Brazil and
import sales
of pulp

Direct | Two Selling
395 directorsof | imported
Indirect | the pulp to the

03 Company Company
serve as
interlocking
directors

Guarantee

28,452

(Note 1)

(Note 2)

Out of the amounts indicated above, the transaction amount does not include consumption or local consumption
taxes. However, the balance at the end of the period does include these taxes.
Terms of transactions and policy on determination thereof
[1 The terms of sale of paper products are determined considering market prices as is the case with ordinary

transactions.

[2] The Company guarantees the borrowings from financia institutions.

82nd Fiscal Year (from April 1, 2005 to March 31, 2006)
Subsidiaries, etc.

Classification

Name

Address

Capital
or
Amount
Invested
(millions
of yen)

Description of
Business

Ratio Relationship

of
Voting
Rights
Owned

(%)

Interlocking Business
Directors Relationship

Description
of
Transaction

Amount of

Transaction

(millions of
yen)

Account
Item

Balance
at End of
Period
(millions
of yen)

Affiliated
Company

Kokusai Pulp
& Paper Co.,
Ltd.

Chuo-
ku,
Tokyo

2,678

Sales and
purchase,
import and
export of
paper/
paperboard/
converted
paper product/
chemical
product/
paper-related
machinery/
packaging
material/ other
related
products, real
estate lease
and
warehousing
business

Direct Major sales

2('),3 None agent of tr)e

Indirect Company’s
03 products

Sale of

paper
products

106,490

Notes and
accounts
receivable

10,428
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. Management Direct | Two Selling
\llapeg Er:gz" of pulp 395 directorsof | imported
Affiliated R?I) Chuo- manufacturing Indillect the pulp to the
Compan prources ku, 61,788 company in 03 Company Company Guarantee 23,886
pary Development | TOKYO Brazil and ' serve as
Co Ltg import sales interlocking
T of pulp directors
(Note 1) Out of the amounts indicated above, the transaction amount does not include consumption or local consumption
taxes. However, the balance at the end of the period does include these taxes.
(Note 2) Terms of transactions and policy on determination thereof

[1 The terms of sale of paper products are determined considering market prices as is the case with ordinary

transactions.

[2] The Company guarantees the borrowings from financia institutions.

(Per share information)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

Net assets per share 484.50 yen

Net income per share 42.06 yen
Net income per share after adjustment for residual securitiesis
not reported because the Company has no residual securities,
such as corporate bonds with rights to subscribe for new shares.

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)
Net assets per share 533.38 yen
Net income per share 21.15yen

Net income per share after adjustment for residual securitiesis
not reported because the Company has no residua securities,
such as corporate bonds with rights to subscribe for new shares.

(Note) Net income per shareis calculated on the following basis:

81st Fiscal Year
(From April 1, 2004 to
March 31, 2005)

82nd Fisca Year
(From April 1, 2005 to
March 31, 2006)

Net income per share

Net income (millions of yen) 43,349 21,024
Net income not attributable to common shareholders 279 265
(millions of yen)

(Of which bonuses paid to directors as part of the (279) (265)
appropriation of surplus (millions of yen))

Net income attributable to common shares (millions of yen) 43,070 20,759
Average number of outstanding common shares during the 1,023,953 981,587

fiscal year (thousands of shares)
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(Significant subseguent events)

81st Fiscal Year
(From April 1, 2004 to March 31, 2005)

82nd Fiscal Year
(From April 1, 2005 to March 31, 2006)

Acquisition of companies by means of acquisition of stocks
The Company decided by aresolution of an extraordinary board
meeting held on April 26, 2005 to acquire the stocksin Mori
Shigyo Co., Ltd., the third largest (by production) company in
the corrugated containerboard industry, to enhance the Group’s
corrugated containerboard business division. It will do this by

October 2005 or thereabouts by share exchange or other
methods, and thereby hold the majority of voting rights. The
Company entered into a Letter of Understanding on April 26,

2005.

(1) Purpose of acquisition
To enhance the Group’s corrugated containerboard business

division.

(2) Assignors of stocks

Teruyoshi Fujisada and severa others

(3) Acquiree’s name, business and size

Name Business . Cap|taJ
(millions of yen)
Mori Shigyo Co., Corrugated
Ltd. containerboard
- 378
production, box-
making business
Mori Kamihanbai Paper packaging
Co,, Ltd. production, sales of 320
paper products
Sanwa Danboru Corrugated
Co,, Ltd. containerboard %
production, box-
making business
Nippon Unyu Co., | Transport business
Ltd. 4
Y amada Danboru Box-making 40
Co,, Ltd. business
Packs Mori Co., Corrugated
Ltd. containerboard 38
production, box-
making business
Moriha Shigyo Box-making 1
Co,, Ltd. business
Tobu Shiko Co., Box-making 10
Ltd. business
Nakajima Sangyo Box-making 10
Co,, Ltd. business

(4) Date of acquisition

Around October 2005

Amendment to the rules on transfer of employees

To strengthen the competitiveness of the Group, the rule on

transfer of employees from the Company to Group companies

was amended and enforced in the fiscal year ending March 2007.

e Managerswill, in principle, be transferred to Group companies
when they reach 55 years of age.

e The age at which employees other than managers will be
transferred was lowered from 55 to 50.

Asaresult of this amendment, the Company expects to post

estimated premium severance pay of 16 billion yen in the fisca

year ending March 2007.
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81st Fiscal Year 82nd Fiscal Year
(From April 1, 2004 to March 31, 2005) (From April 1, 2005 to March 31, 2006)
(5) Number of shares acquired, percentage of shareholding
Name Number of Shares Percentage of
Acquired (shares) Shareholding (%)

Mori Shigyo Co., 180,000 5.00

Ltd.

Mori Kamihanbai

Co., Ltd. 143,000 17.88

Sanwa Danboru

Co., Ltd. 90,000 100.00

Nippon Unyu Co.,

Ltd. 7,500 8.33

Y amada Danboru

Co., Ltd. 15,200 19.00

Packs Mori Co.,

Ltd. 1,568 81.33

Moriha Shigyo Co., 600 5455

Ltd.

Tobu Shiko Co., 15,000 75.00

Ltd.

Nakajima Sangyo

Co., Ltd. 200,000 100.00
(6) Method of acquisition

A mixture of share exchange and acquisition by cash.
Particulars including the price of acquisition will be determined
later by the parties.

3. Tender Offeror: Organizations other than Corporations

N/A

4, Tender Offeror: Individuals

N/A
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