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The Iltoham Group’s Management Policy

The Itoham Group’s management policy is to create corporate value over
the long term. Since its establishment, the Itoham Group has promoted a
corporate philosophy of “Service to society through business.”

Our basic philosophy embodies our commitment to “Supply high-quality

products and customer-centric services that contribute to healthy lifestyles

and foster a rich food culture.” The following five points represent the
basic approach we have adopted to realize our aims.

(1) Achieve greater corporate transparency through disclosure of business
information to create corporate value over the long term.

(2) Provide the “safe and reliable, fresh and high-quality” products that
customers deserve.

(3) Prepare to respond with ever-increasing speed to our customers’ needs
and raise our ability to offer value proposals that satisfy them.

(4) Remain conscious of the environment and consistently strive for a
harmonious balance between the environment and society.

(5) Create a vibrant workplace environment where all individuals can
strive to improve themselves, aware that their business activities
should contribute to society.

Underpinned by this basic approach, the Itoham Group will move forward as

a vibrant and active company and develop a Group management style

capable of making a meaningful contribution to society.
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Consolidated Financial Highlights
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ITOHAM FOODS INC. and Consolidated Subsidiaries

Years ended or as of March 31

Thousands of

Millions of yen U.S. dollars (Note)
2002
For the year:
Net sales Pl =} ¥465,639
Operating income HEFR 1,002
Net income (loss) AR (1B (707)
At year-end:
Shareholders’ equity HEER ¥120,003
Total assets B 235,362
Return on equity MEEARFIRER (0.6)%
Return on assets HEARERILEER 0.9 %
Yen U.S. dollars (Note)
Per share data:
Net income (loss) — RS e b SEBRFIER (18K ¥  (3.32)
Shareholders’ equity —HU O REER 570.15

Note: Dollar amounts represent translation of Japanese yen, for convenience only, at the rate of ¥120.20=US$1, the rate prevailing on March 31, 2003.
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An

Message From the President
RV &=

| am greatly honored to have been appointed as the new president of
I[toham Foods Inc. on October 1, 2002. | hope my efforts to lead the company

will garner the same level of support you were able to
offer my predecessor, Kenichi lto.
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FISCAL 2003 BUSINESS RESULTS

From the early part of the year, there were signs of a turnaround in some
sectors of the Japanese economy on the back of a recovery in exports and
stronger production. However, subsequent uncertainty about the direction
of the global economy and concerns about stability in financial markets
hampered any full-scale recovery in capital investment and the labor mar-
ket. Consequently, personal consumption remained weak and the defla-
tionary environment in Japan continued.

The meat industry also felt the impact of anemic personal consumption
and the trend toward lower priced products, but it also had to contend with
a range of other issues. These included lingering consumer concerns about
the safety of beef products following the first domestic outbreak of bovine
spongiform encephalopathy (BSE) in 2001, and growing mistrust of the
food industry due to the discovery of a number of deliberate food mislabeling
incidents. As a result, the primary concern of customers is now food prod-
ucts that they can trust and are safe to eat.

Against this backdrop, the Iltoham Group placed top priority on providing
the “safe and reliable, fresh and high-quality” products that customers de-
serve. At the same time, we endeavored to win the trust of customers, and
continued to drive forward business restructuring. This restructuring was
mainly directed at enhancing marketing capabilities, building a low-cost op-

erating structure, and encouraging innovation.

MASAMI ITO
President
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In the Ham and Sausage, and the Processed Foods Divisions, we aggres-
sively worked to upgrade sales capabilities as we sought to expand sales. We
also worked to pare production costs and selling expenses by channeling
resources into core products and reducing the number of products in our
lineup. In the Fresh Meat Division, we focused on increasing sales cen-
tered on value-added, high-quality products, such as premium domestic beef
brands, Itoham original beef brands, Berkshire pork, and Jidori (high-
quality chicken). Steps were also taken to cut back existing inventories.

As a result of the above efforts, Itoham posted a significant increase in
operating income to ¥3,768 million, compared with ¥1,002 million in fiscal
2002. This was achieved on net sales of ¥473,891 million, 1.8% higher
than the previous period. Ordinary income more than doubled to ¥4,980
million. Net income was ¥312 million, reversing the net loss of ¥707 mil-
lion in fiscal 2002, despite a special loss of ¥4,085 million. This primarily
resulted from a valuation write-down of investment securities caused by
declining share prices.

OUTLOOK FOR FISCAL 2004

Despite some positive signs of a recovery in Japan on the back of a sustained
turnaround in the global economy centered on the U.S., a degree of uncer-
tainty will remain in the year ahead. Stronger results by businesses in some
sectors of Japanese industry will continue, but this will not be sufficient to
alleviate the difficult conditions in the employment and income environ-
ments. Consequently, ltoham expects personal consumption to remain weak
and the difficult operating climate to continue in fiscal 2004.

Underpinned by our strong commitment to corporate ethics, defined in
our corporate philosophy and management policy, ltoham has always worked
to respond to the needs of society, such as growing concerns about food
safety, the demands of an ageing population, and the needs of people with
food allergies. Going forward, we will redouble our efforts in this area in
order to help drive a recovery in confidence in the meat industry.

Against this background, we will work to enhance corporate value over
the long term through Group-oriented management that gives the highest
priority to profitability and efficiency, based on the objectives in our Medium-
Term Plan. Guided by our Group mission, and with the needs of the custom-
er always our number one priority, we will actively develop products and
carry out operational activities aimed at delivering society and customers
the food solutions they demand. And by remaining committed to providing
“safe and reliable, fresh and high-quality” products that customers want,
we will work to further enhance trust in the Itoham Group.
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In the Ham and Sausage Division, in an environment characterized by
growing demand for lower-priced products, we aim to win the leading mar-
ket share in all our product categories, focus our sales strategy on core
products (such as Alt Bayern), and develop a range of powerful new prod-
ucts from the standpoint of the customer. Customer concerns about food
safety and health have prompted us to sell products such as Alt Bayern
and Pork Bits that are free of preservatives, but we will make a renewed
commitment to customers by raising our standards in this area even high-
er, centered on core products. Steps will also be taken to boost profitability
based on a steady reduction in the number of products in our lineup—this
will realize greater efficiency in both sales and logistics.

In sales promotion activities, we will improve support to help sales areas
become more successful, based on effective enhancements to our TSP
(Table Scene Promotion) 52 approach. This will mean reflecting the
changing seasons in sales areas and offering meal suggestions that cross
sales area boundaries.

In production, steps will be taken to enhance cost competitiveness by
improving productivity at Iltoham Group plants. Efforts in this area will be
centered on promoting the Itoham Production System (IHPS). At the same
time, we will maintain and raise quality levels in all processes—from the

procurement of raw materials through to shipment.

In the Fresh Meat Division, expanding sales of our own premium beef
brands will be a key objective. Aggressive sales activities will be supported
by efforts to build the brand equity of Blue Ribbon Beef, a high-quality beef
product raised at ltoham feedlots overseas. Meanwhile, in Japan, with
ever-greater importance attached to accurate producer region labeling of
domestic beef products, we will work to ensure a stable supply of wagyu
(Japanese premium beef) that we can carefully control and monitor. Other
efforts to make sure we supply safe beef products that customers can trust
will include actively promoting the Traceability System, which provides
consumers with a detailed history of individual meat products. In pork
products, we will expand sales of Berkshire pork as the top-volume supplier
of this brand in Japan. And by selling more, we aim to enhance cost com-
petitiveness so we can offer Berkshire pork in a more attractive price range.
Finally, in chicken products, we are building brand equity centered on
Awaodori (high-quality chicken).
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In product supply, where our approach is guided by providing “back-
yard solutions” to business partners, we are helping to minimize inventory
losses and ensure product traceability by supplying smaller batches and
supporting our partners’ merchandise management systems. This goes hand
in hand with steps to help business partners in the area of sales promotion.
Efforts in this area include the development of a sales manual that makes
use of 3D images to enhance understandability, and the active proposal of

“backyard solutions” for retailers’ meat counters.

In the Processed Foods and Other Products Division, our approach will be
to increase sales in the daily delivered food category at large-volume cus-
tomers, such as major supermarkets, as we continue to actively push our
new Kyoshou no Sai series. And with forecasts predicting a big increase in
demand for prepared and daily delivered food from large-volume customers
and customers in the foodservice channel, such as food vendors and bak-
ery chains, we plan to boost sales and profits by strengthening our lineup of
“kitchen solution” products and menus to match the needs of each sales
segment and channel.

In production, efforts will be focused on upgrading our overseas supply
framework and reducing material costs.

Based on the above initiatives, we are forecasting a recovery in operating
income to ¥9.0 billion, a 5.5% increase in net sales to ¥500 billion, ordi-
nary income of ¥10.0 billion, more than double the past year’s figure, and

net income of ¥4.5 billion, up from ¥312 million in the year under review.

Cautionary Note: Forward-Looking Statements

The above forecasts are based on management’s assumptions and beliefs in light of
the information available at the day of publication. We caution readers that actual
results could differ materially from forecasts due to a number of factors outside the
control of the ltoham Group.
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Medium-Term Plan (Three-Year Plan)
CRERAE S EHE (34 EEHEISDVT)

In May 2001, the ltoham Group formulated a Medium-Term Plan for the
three-year period from fiscal 2002 through fiscal 2004. The entire Group is
currently pushing ahead with the plan, the main points of which are de-
scribed below.

MANAGEMENT VISION

1. Remain a company driven by high-quality management

We are cultivating a vibrant corporate culture that emphasizes profits and
ongoing management reforms that lead to more efficient asset utilization
and improved cost performance, while fostering human resources through
a performance-based approach that provides equal opportunities for both

men and women.

2. Construct a company with a strong corporate brand

In addition to enhancing marketing and strengthening brand equity, both
quality and safety are essential elements of our management focus. Our
corporate image is enhanced by both a high level of environmental con-

sciousness and communication with people on a local level.

3. Value our shareholders and stress a high level of corporate transparency
We will establish strong corporate governance to raise the quality of man-
agement, clarify specific management indicators and ensure timely disclo-
sure of information while seeking to raise market capitalization.

BASIC STRATEGY
1. Group management focused on profitability and efficiency by concen-
trating on hams and sausages, fresh meat and processed foods
To enhance the Group’s corporate value, ltoham is pushing forward with a
program of selection and concentration in its business spheres. This in-
volves cutting back or withdrawing from unprofitable business activities.
In response to falling sales prices in the maturing ham, sausage and pro-
cessed foods market, ltoham will also strive to enhance competitiveness.
This will include a review of its domestic production structure, including its
relationship with overseas production centers and contract businesses and
a consolidation and reduction of sales bases within the Group.
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2. Strengthen sales capabilities

Itoham will upgrade both its marketing functions and its product planning
and development structure, to enhance its position in the markets for hams
and sausages, fresh meat and processed foods—products that make up
its core business. Itoham has clearly identified promising segments with
growing markets and expanding sales channels. To capture demand in these
areas, the organization will be revamped and resources reallocated to grow
products that stand out in the marketplace. Moreover, an IT-based support
system will be instrumental in achieving greater efficiency in supply and

sales systems, enabling the company to offer more products to customers.

3. Reform profit structures

To construct a strong, highly profitable operating base, ltoham will reduce
interest bearing debt, streamline peripheral divisions and eliminate excess
production capacity to lower both fixed costs, such as personnel expenses,
and distribution costs.

4. Other business initiatives

[toham is pushing ahead with the following initiatives to create corporate value,

increase competitiveness and build a harmonious relationship with society.

(1) Realigning the organization to facilitate the more efficient implementa-
tion of business strategy.

(2) Reducing costs and streamlining peripheral divisions.

(3) Reforming personnel systems to raise the ability of each and every
employee.

(4) Improving ROA and ROE.

(5) Reducing distribution costs.

(6) Using IT to coordinate purchasing activities and increase efficiency.

(7) Implementing environmentally conscious management policies.

(8) Strengthening quality and risk management systems.

(9) Conducting highly transparent public relations (PR) and investor rela-

tions (IR) activities.
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Maintaining Fair and Honest Business Practices

— Full Legal Compliance and Contributing to Society —

AETHELEREHEHITD=HIC ~2V TS 7V ADRBEEH/RNDEH~

“Service to society through business” is the Itoham Group’s corporate
philosophy. Denzo lto, Itoham’s founder who reestablished the company
in 1946, was a staunch advocate of this philosophy. He believed that busi-
nesses more concerned about their own corporate interests than the needs
of society had, in his words, “no right to exist.” His commitment to that
belief is one reason it remains such a strong part of the corporate culture
of the ltoham Group today. Mindful of this legacy, the Group consistently
strives to balance its activities with the greater needs of society. In doing
so, both management and regular employees can take pride in their work,
as the ltoham Group continues to mold itself into an enterprise capable of
making a meaningful contribution to society.

The food industry, however, has been plagued by a rash of scandals in
recent years, including outbreaks of mass food poisoning, deliberate food
mislabeling, falsified shelf-life dates, and the use of unapproved food
additives. Each time one of these scandals makes headlines, consumer
mistrust of the food industry grows, and regrettably, undermines popular
brands and relationships of trust painstakingly built over time. Of course,
corporate ethics and corporate wrongdoing are not issues confined to one
industry, which is why corporate compliance has become an important
issue facing society today.

The Itoham Group has moved to deepen awareness of corporate com-
pliance through the publication of its Guidelines for Corporate Ethics and
Personal Conduct, which define standards for all members of the [toham
Group. These guidelines are also essential to the enactment of Group
management policy, detailing ltoham’s basic views concerning regulations
and procedures that must be strictly observed in the execution of Group
business activities. Underpinned by these guidelines, Itoham is confident
that its compliance measures and its efforts to make an important contri-
bution to society will ultimately increase the corporate value and enhance
the long-term viability of the entire ltoham Group.

Compliance Handbook
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ltoham’s Compliance Handbook, containing Guidelines for Corporate Ethics
and Personal Conduct, distributed to all managers and regular employees
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ITOHAM: BEING A RESPONSIBLE CORPORATE CITIZEN

In November 2002, the Iltoham Group formulated its Philosophy on Social
Contribution Activities and accompanying Policies Governing Activities.
From April 2003, based on these documents, the Group has implemented
its social contribution activities.

1. Philosophy on social contribution activities

Based on Itoham’s basic philosophy, the Group places high priority on
concern for the natural environment and coexistence with local communi-
ties. As a good corporate citizen, Itoham tirelessly promotes activities that
make a positive contribution to society.

2. Policies governing activities

* To engage in activities that will enhance the lives of people everywhere in
the areas of food and health.

* To contribute to and build relationships of trust with local communities
as a responsible corporate citizen.

* To support the work of UNICEF and the activities of domestic and inter-
national disaster relief organizations.

+To aid environmental conservation activities that protect rivers, forests
and other vital elements of the natural environment.

* To support volunteer activities engaged in and initiated by Itoham Group
employees.

3. Major activities in fiscal 2004

« Support for UNICEF
UNICEF is a United Nations agency that carries out a wide range of health
and education programs designed to protect the rights of children across
the globe and help them to realize their full potential. The ltoham Group
supports the work of UNICEF through matching gift donations, whereby
the Group donates a sum equal to the contribution made by Itoham
employees to the UNICEF fund.

= Protecting the Rokko mountains environment
Commemorating 100 years of tree planting and environmental protection
in the Rokko mountains near Kobe in 2002, and to educate and encour-
age future generations to take over the mantle into the next century, Ito-
ham is sponsoring environmental protection activities run by local citizens.

* Promotion of volunteer activities
ltoham encourages its employees to make a meaningful contribution to
their communities by heightening their awareness of social issues through
participation in volunteer activities.

PROMOTING ISO 14001 CERTIFICATION

The Itoham Group is promoting the acquisition of ISO 14001 certification,
a respected international standard for environmental management. As of May
2003, the following Itoham facilities had already acquired certification.

Certified Itoham Site
Nishinomiya Plant

Registration Date Certified Itoham Site Registration Date
February 2000 Hokushin Process Center March 2003

September 2000  Funabashi Plant May 2003
November 2000  Sankyo Meat Packers Inc. March 2002
October 2001 Rockdale Beef Pty. Ltd. March 2000
February 2002 Five Star Beef Ltd. January 2001

Tokyo Plant

Toyohashi Plant
Rokko Plant
Kyushu Plant
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At a Glance
EE-E

BUSINESS OVERVIEW

HAM AND SAUSAGE DIVISION
Nhe)—t— T8

This division produces and sells hams, sausages and ba-
con. Backed by sophisticated technology, it consistently
turns out safe, high-quality products. In production activi-
ties, the Hazard Analysis and Critical Control Point (HAC-
CP) system has been implemented at the division’s 8
domestic plants. On the sales front, strong relationships built

Net Sales/ &

billions of yen
150- on trust with major department stores and supermarkets
- have lifted Itoham to the No. 1 position in the market for
S
W | ham and sausage gift products.
mgr 100- ge gim p
e 50-
fiaa P
i
T o 9

~ '99 '00 '01 '02 '03

FRESH MEAT DIVISION ltoham owns directly managed and contract feedlots in

4 P9ERPF Japan and overseas. Their hygiene management standards
conform to HACCP, ensuring that from the transport of live-
stock through to the final product, all procedures at these
feedlots are geared toward the production of safe and reli-
able products. By producing fresh meat at directly managed

Net Sales/ 555
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PROCESSED FOODS

billions of yen

300- feedlots overseas, ltoham'’s production costs are lower and
operations are much less susceptible to fluctuations in mar-

200- ket prices for meat. This means ltoham can consistently
supply high-quality products at competitive prices. Moreover,

100- Iltoham has a powerful lineup of high-quality, domestically

©'99 '00 '01 '02 '03

AND OTHER PRODUCTS DIVISION

EMIRRIEH,ERM

Net Sales/ 55 L&

produced products to respond to the needs of consumers.

In the Processed Foods Division, activities are guided by
two core concepts: “Meal solutions” and “Home meal
replacement.” One of Itoham’s aims is to develop high-quality
products that are easy to prepare. Starting with chicken
dishes, Itoham has built a strong selection of high-quality
timesaving products. Other offerings for customers on the

billions of yen
120- run include hamburger patties, pizza meals, charcoal-roasted
meat, and dairy products. Through this diverse lineup,
80- Itoham is confident that it can cater to customers’ changing
needs. Itoham is also developing its pharmaceutical prod-
40- ucts and restaurant businesses.
0-

'99 00 '01 '02 '03

Note: Due to a reorganization of some product categories in the Ham and Sausage Division during the year under review, a number of products have been reclassified as

processed foods and other products. The comparative figures used in the analysis of net sales are based on calculations using these new classifications.
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FIVE-YEAR REVIEW AND BUSINESS RESULTS

In addition to a maturing market, the industry has been faced
with anemic personal consumption and intensifying competi-
tion. Consumers have been reluctant to spend due to concerns
about the future direction of the economy. This has led to
falling sales in recent years. Against this backdrop, in the
fiscal year under review we worked to boost sales of core
products such as Alt Bayern and the Morning Fresh series of
sliced ham packs. In gift products, we achieved a significant
increase in market share thanks to flagship products such
as Densyo no Aji and Houjyun, and a recovery in sales of
Kobe Rokko Roast Beef, which were hurt by the outbreak of
BSE in the previous year. As a result of the above, Itoham
succeeded in raising sales year on year in this division.

The fresh meat market has experienced persistent instability
due to fallout from the BSE problem, the imposition of import
safeguards on pork on a number of occasions, deliberate
mislabeling by some food companies and other difficult
issues. Faced with this difficult operating environment, we
took an aggressive sales stance, focusing on high value-
added products such as wagyu (premium Japanese beef),
Berkshire pork and Jidori (high-quality chicken), in order to
drive a recovery in demand. However, these efforts have failed
to offset falling sales volumes of beef and other negative
factors, leading to falling sales for the past two fiscal years.

Although the market for processed food products has expanded
rapidly as advances in distribution and production technology
have matched consumer needs, the industry has had to deal
with intensifying competition. Sales initiatives by the Processed
Foods Division have mainly been focused on core products,
including the Ganso Aburiyaki Chicken (slow-roasted chicken)
series and Binchotanyaki Hamburgers (charcoal-roasted
hamburgers). These efforts led to a slight increase in sales
year on year. And thanks to growing sales in other businesses,
namely pharmaceutical products and restaurant operations,
overall sales in this division are trending upward.
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FIFTH ANNIVERSARY OF ALT BAYERN
TV bISA IV RFESEE

ltoham’s popular Alt Bayern wiener range marked 19987 B DFHFTLIK. &tkD 5
its fifth year of sales since it first hit the market in CEREBLTWVWD7)L ML IV
July 1998. Alt Bayern is made from top-quality P SECHEFEZDNAF T LBD
pork, cured for over 72 hours using ltoham’s tra-  BXESZ R/ \ LIRBE D7 285 {mER
ditional techniques. This ensures a juicy and aro- AR ELE T EIFTe AR SRDEH &
matic wiener that preserves the full flavor of the BEDEECY 1—T—TEHEDED
original pork. BoA >V F—V——ITT,

EVER-POPULAR ITOHAM GIFT PRODUCTS

—Showing your appreciation with a gift from [toham—

Itoham hams are made from the finest ingredients,
each one carefully crafted through a rigorous pro-
cess with particular attention paid to quality.

KIFFEFRBNLDXET b
HED[HbHES IDFIFEDRDDIC,
EBDI\LIC[TED EIDBDET .

Itoham believes that gifts really are a measure of trust. And
expressing heartfelt appreciation for others is what the winter
gift-giving season is all about. Over the last five years, [toham
estimates that discriminating customers have chosen an av-
erage of 4.5 million gift sets per year as their way of saying
“thank you,” a fact of which Itoham is particularly proud.
Itoham is working to put even more care and appreciation
into each and every one of its hams.

Sales Composition
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NEew propucTs
FEROBH

I[toham’s product development and technological research programs are geared
to creating new products that are both tasty and healthy for the customer.

FREN\LRBVLWVWEEFTEL  ASHCPE LWL Y —E—IZBREFT B,
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O Fiber-Rich Pork Wieners

Six grams of essential fiber often lacking in modern diets in every 100-gram serving
© Collagen-Rich Pork Wieners

Six grams of collagen needed for healthy skin and bones in every 100-gram serving
© Soft Sausage Mousse Ball

A delicious new taste sensation with 30% less calories* than comparable products
O salty’N Spicy Pork Wieners

Advanced production techniques used to create a full, all-natural flavor using
only salt and spices

* Based on comparison of ingredients with sausage products in Japan’s standard tables
of food composition (5th Edition)

OTHER POPULAR ITOHAM PRODUCTS
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Sawayaka Thin-Slice Morning Fresh series Arabiki Gourmet Wiener Morning Fresh series
Pack series (Loin ham) (Bacon) (Loin ham)
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| TOHAM’S OVERSEAS FEEDLOTS

R/ \LBHVEEPUS

In pursuit of totally safe beef imports, ltoham operates
two directly managed feedlots in Australia and New Zealand, countries renowned
for their world-leading standards in food safety and hygiene.

~BEERHSERTEDEICERELHALGZ. " HREREORBERLEDOE"H SEHLET .~

ROCKDALE BEEF PTY. LTD.

Site: Leeton, Riverina Region, New South
Wales, Australia

Location: Approximately 600km west-south-
west of Sydney

Area: 2,000 hectares

Holding Stock: 53,000 head of cattle

Stock Type: Black Angus (Long); Black An-
gus, Hereford (Middle)

Feed: Own blend of non-genetically modified
feed, primarily barley and corn (Meat-and-
bone meal has never been used)

Handling: The entire production process, from
feeder cattle to shipment, is managed by an
HACCP system

FIVE STAR BEEF LTD.

Site: Wakanui, Ashburton, South Island, New
Zealand

Location: 100km south of Christchurch
Area: 665 hectares

Holding Stock: 15,000 head of cattle

Stock Type: Primarily Black Angus

Feed: Own blend of non-genetically modified
feed, primarily barley (Meat-and-bone meal
has never been used)

Handling: The entire production process is
managed by the New Zealand government’s
Safety Beef Management System.

Sales Composition
St LiStdaitt

Both feedlots have gained the ISO 9001 and ISO 14001 certifications for quality and environmental management.
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COMMITTED TO ENSURING HIGH LEVELS OF SAFETY AND TRUST IN DOMESTIC BEEF

EEFRORE-ROEHEITTHEHIC

After the first outbreak of bovine spongiform encephalopathy (BSE)
in Japan in September 2001 and subsequent issues related to the
mislabeling of meat products, consumers in Japan lost confidence in
domestic meat, and particularly beef products. Since then Itoham has
taken a number of steps to allay consumer concerns, including the
introduction of a Traceability System that provides a detailed his-
tory of cattle raised and processed by us. An Itoham Group com-
pany, Sankyo Meat Packers Inc., was also the first in the industry to
independently develop and install a cow spinal cord removal system to
eliminate the possibility of spinal cord residue adhering to the meat.
These and a range of other steps are ensuring we provide customers
with meat products that they can trust.
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THE GROWING POPULARITY OF KAGOSHIMA BERKSHIRE PORK

R RESRE]

Itoham has put in place a comprehensive production and supply sys-
tem for its Kagoshima Berkshire pork brand, covering all stages of the
sourcing process from production right through to retailing. This sys-
tem underpins our position as Japan’s biggest producer of Kagoshima
Berkshire pork. Berkshire pigs are distinctive due to their entirely
black bodies except for white markings in six places: the tip of their
snouts, their trotters and their tails. Only members of the Kagoshima
Berkshire Producer Conference are allowed to market their pigs as
Kagoshima Berkshire stock, which are uniquely fed Kagoshima sweet
potatoes for over two months. These pigs are generally raised over a
period of between 230 and 270 days, resulting in pork with a distinc-
tive full flavor and fine texture.
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KENKOTON: ITOHAM’S ORIGINAL CHILLED PORK PRODUCT

FRENLF Y FNFIV K= iRERE]

ltoham sources Kenkoton from its own feedlot in the United
States, based on thorough management of the entire produc-
tion process, from studding and raising, through to fattening
and processing. Our pig feedlot in the United States is also run
using the MD (Minimum Disease) agricultural method to en-
sure the production of the safest pork possible. This method
includes separating the three groups of pig sties on the farm
by distances of greater than 1.6km to prevent any spread of
disease from the source.
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Premium Standard Farms, Inc.,
producing Kenkoton, employs
the most advanced processing
facilities in the United States.
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KYOSHOU NO SAI SERIES LAUNCHED
[EEOF 1Y) — XsFaER TR

In November 2002, Itoham launched its Kyoshou no Sai series, founded
on the concept of offering a taste only master chefs can create. Under
careful supervision from four leading master chefs, we developed a
range of foods based on three distinctive styles: Japanese, Western
and Chinese. Dishes are easily prepared as they all use ingredients
readily available at home.

Rokusaburo Michiba (Japanese dishes)
Japan’s renown master chef in Japanese

Sales Composition
St LiStdaitt
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Yutaka Ishinabe (Western dishes)

r~ - Japan’s renown master chef in French cuisine
) cuisine v B #B0H)

- iE15 A=BR () M T F DA

B FULFDERA

A Japanese dish made
with meat and tofu
HNERE

A Japanese dish made
with pork
[zis[ok TS

Shinya Tasaki (Western dishes)

Spaghetti Carbonara
AT YT 4 BILRF—S

Spanish Omelet
ANAVES LY

Tei Keirin (Chinese dishes)

= Winner of the 8th World Best Sommelier "; Head chef at Japan’s famous Chinese restaurant
Competition held in Tokyo in 1995 S in Nishi Azabu, Tokyo, the Hong Kong Garden
Hig = (G¥) g BB 24 ()
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Beef curry Tongue Stew with Pasta
E—JAL— FVIF1—I\RATRZ

BHARAROPE LIRS, RRFFHFND
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Sweet aﬁd Sour Pork Chop Suey
BEE I\ER




THE BINCHOTANYAKI YAKITORI (CHARCOAL-ROASTED CHICKEN) SERIES

fRRREREPEEN I Y—X

This series is made from chickens reared on vegetable protein
meal that contains vitamin E and amino acid additives. This
healthy, high-quality chicken is charcoal-roasted over a unique
combination of powerful and gentle flames.
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ITOHAM’S HEALTHY AND APPETIZING HERB-FED CHICKEN PRODUCTS

AV —LBEVLEHAEBON-TEFF -

The herb-fed chicken difference

The secret of ltoham’s appetizing chicken products can be found
in the way we raise our chickens. We only source chickens from
Itoham-certified farms that give their chickens 100% vegetable
protein meal. In the 10 days before shipment, the period when
chickens grow the most, herbs such as peppermint, oregano,
ginger and garlic are added to their feed. This combined approach
results in healthier and tastier chicken meat for our products.

Ganso Aburiyaki Chicken
(Herb & Lemon)

TTHS DT+
(\—=T&LEY)

Chicken Fillet
FEIT4L
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Chicken
Mayonnaise Nuggets

<3y

Chicken BonBon
FEYRYKY
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Corporate Data
SHOBE

Company Name

Headquaters Address

Tel

Homepage

Common stock

Number of employees
Consolidated subsidiaries
Equity-method affiliates

Major office and plants

Major domestic subsidiaries

Major overseas subsidiaries

Board of Directors
Chairman of the Board
President

Senior Managing Directors

Directors

Standing Auditors
Auditors

Corporate Executive Officers

ITOHAM FOODS INC.

4-27, Takahata-cho, Nishinomiya City,
Hyogo 663-8586, Japan

0798-66-1231
http://www.itoham.co.jp
¥22,415 million

6,242 (Consolidated)
47

10

Tokyo Office
Nishinomiya Plant
Tokyo Plant
Toyohashi Plant
Kyushu Plant

Itoham Daily Inc.

ltoham Food Solution Inc.
Itoham Sales Kanto Inc.
ltoham Sales Kansai Inc.
ltoham Kanto Meat Sales Inc.
ltoham Kansai Meat Sales Inc.

Ito Cariani Sausage Co., Inc.
American Peptide Company, Inc.
Itoham Foods (Australia) Pty. Ltd.

(As of March 31, 2003)

Kenichi Ito
Masami Ito

Naotada Tano*
Shigeo Takahashi
Chikara Kasai*

Nario Ishida*
Kotaro Kikuchi
Minoru Nose

Akio Mito
Toshiyuki Fujiyama
Shinichi Yamada*
Takashi Ninomiya*
Satoru Hirayama*

*Corporate Executive Officer

Yoshio Hayashi
Takao Kobayashi

Kenichiro Kensho
Shinobu Okamoto

Yoshitaka Tanaka
Shingo lwamoto
Tsuguharu Kawano
Atsuji Katayama
Kazumi lhara
Ryuichi Miyagawa

(As of June 27, 2003)
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Itoham Corporate History

#5E

1928.4
1934
1946.4
1947.7
1948.6
1956
1957.5
1959.6
1960.11
1961.1
1961.10

1965.4
1967.7
1967.11
1968.5
1969

1970.3
1974.2

19749
1979.4
1981.7
1983.5
1983.9
1984.4

1984.6
1985.7
1985.9
1987.9
1988.3
1988.9

1989.1
1990.6
1991.3
1993.3
1994.3
1995.1
1995.1

1997.7
1998.2
1998.3
1998.7

1999.1
2001.3

Forerunner of Itoham founded as a private food processing enterprise in Osaka
Develops sausages packaged in cellophane

Food processing company established as a limited partnership in Kobe
Develops and begins mass production of pressed ham

Restructures and becomes a public company

Begins the development of ham and sausage products using mutton
Becomes first in the industry to import mutton raw ingredients (3,000 tons)
Establishes the Meguro Plant in Tokyo

Establishes the Nishinomiya Plant in Hyogo Prefecture

Changes company name to Ito Ham Provisions Co., Ltd.

Lists on the Second Section of the Tokyo and Osaka stock exchanges, and on
the Kobe stock exchange (closed October 1967)

Establishes the Toyohashi Plant in Aichi Prefecture

Itoham shares moved to the First Section of the Tokyo and Osaka stock exchanges
Establishes the Kyushu Plant in Saga Prefecture

Establishes the Tokyo Plant in Kashiwa, Chiba Prefecture

Launches an independent cold chain logistics system with the introduction of
refrigerated delivery vehicles

Participates in the Japan World Exposition

Establishes Ito Cariani Sausage Co., Inc. in San Francisco

Launches Palky, a skinless wiener product

Launches Cheese-In, a wiener product with a cheese center
Establishes the Ito Memorial Foundation and the Ito Cultural Foundation
Launches a new corporate symbol

Begins sales of Fromageries Bel Coop. dairy products

Begins sales of food and wines supplied by French restaurant La Tour d’Argent

Changes company name to ltoham Foods Inc.
Begins sales of the Bayern brand of wieners
Launches the Arabiki Gourmet Wiener

Begins sales of Marie Laurencin wines
Launches Pork Bits, a wiener product
Establishes Itoham Foods (Australia) Pty. Ltd.

Pork Bits win a Nikkei Superior Products and Services Award

Sets up the Itoham Central Research Institute in Ibaraki Prefecture
Launches the Houjyun series of ham products

Begins sales of the Arabiki Frank wiener

Brings the Rokko Logistics Center on line in Kobe

Begins sales of the Sawayaka Thin-Slice Pack series of products

Launches a roast beef product prepared using Sous Vide vacuum sealing and
cooking technology

Opens the Alt-Ito Building in Tokyo as the company’s base in the metropolitan area
Starts introducing low-emission compressed natural gas vehicles into fleet
Opens the Hong Kong Garden restaurant in Tokyo

Launches the Alt Bayern wiener line, which meets specified Japanese Agricul-
tural Standards (JAS) regulations for cured meat products

Alt Bayern wins a Nikkei Superior Products and Services Award

Signs a Corporate Marketing Partnership agreement with Universal Studios
Japan™
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Five-Year Consolidated Financial Highlights

Years ended or as of March 31

Thousands of

Millions of yen U.S. dollars
1999 2000 2001 2002
Net sales ¥450,105 ¥470,453  ¥475,519  ¥465,639
Cost of sales 350,386 364,362 370,946 372,775
Selling, general and administrative expenses 92,199 93,418 93,369 91,862
Operating income 7,520 12,673 11,204 1,002
Non-operating income (loss) (572) 206 803 1,276
Ordinary income 6,948 12,879 12,007 2,278
Special profit (loss) (986) (1,689) (8,975) (2,088)
Income before income taxes and minority interests 5,962 11,190 3,032 190
Income taxes—current 4,383 4781 5,442 1,510
—deferred (951) 27 (4,181) (611)
Minority interests (55) (3) (13) 2
Net income(loss) 2,475 6,379 1,758 (707)
Net income (loss) per share (in yen and U.S. dollars) 10.87 28.39 8.08 (3.32)
Total assets 236,867 241,655 245,531 235,362
Working capital 51,963 57,038 58,171 33,544
Depreciation 9,935 9,426 8,707 8,520
Shareholders' equity per share
(in yen and U.S.dollars) 545.19 567.33 578.04 570.15
Return on equity 2.0% 5.1% 1.4% (0.6)%
Cash flows from operating activities - 20,125 9,381 (6,515)
Cash flows from investing activities - (1,353) (5,239) (6,686)
Cash flows from financing activities - (11,613) (6,061) (1,981)
Cash and cash equivalents at end of year 28,451 35,717 33,836 18,807

Notes: 1. Dollar amounts represent translation of Japanese yen, for convenience only, at the rate of ¥120.20=US$1, the rate prevailing on March 31, 2003.

2. The company started preparing a “Consolidated Statements of Cash Flows” in the year ended March 31, 2000. Figures for cash flows from operating, investing

and financing activities are not available in 1999.

ﬁ ITOHAM FOODS INC.

Annual Report 2003



ITOHAM FOODS INC.

Consolidated Financial Summary

NET SALES
600-
450-
300-
150-
O_
'99 '00 '01 '02 '03
(billions of yen) Mar. 1999 00 01 02 2003
Net sales 450 470 475 465 473

OPERATING INCOME,
INCLUDING

12,000~
INTEREST AND
DIVIDEND INCOME, 9.000-
NET OF INTEREST
AND DISCOUNT 6,000-
EXPENSES

3,000~

o-
'99 '00 '01 '02 '03

(millions of yen) Mar. 1999 00 01 02 2003

Operating income, including
interest and dividend
income, net of interest

and discount expenses 6,513 11,724 10,376 139 2,960

NET INCOME (LOSS)
8,000-
6,000-
4,000-
2,000-
0-

2090 199 100 01 '02 '03

(millions of yen) Mar. 1999 00 01 02 2003

Net income (loss) 2,475 6,379 1,758 (707) 313

OPERATING INCOME,
RATIO OF OPERATING ¢ ;-
INCOME TO NET '

SALES 12,000~ 2.36%
8,000- 2.69% 0.80%
1.67%
4,000-
0.22%

o '99 00 '01 '02 '03

(millions of yen,%) Mar. 1999 00 01 02 2003

Operating income 7,520 12,673 11,204 1,002 3,768

Ratio of operating income

to net sales 1.67 269 236 022 0.80
RATIO OF
OPERATING INCOME, 60-
INCLUDING
INTEREST AND 45-
DIVIDENDS, TO
AVERAGE TOTAL 30-
CAPITAL
13-

o '99 00 '01 '02 '03

(%) Mar. 1999 00 01 02 2003

Ratio of operating income,
including interest and
dividends, to average
total capital 3.51 554 478 054 1.77

NET INCOME (LOSS)

PER SHARE 5
20-
10-
-
19" 199 100 01 02 '03
(yen) Mar. 1999 00 01 02 2003

Net income (loss)
per share 10.87 2839 8.08 (3.32) 1.49




FREE CASH FLOWS

(millions of yen)

30,000-
15,000-
O_
-15,000-
'99 '00 '01 '02 '03
Mar. 1999 00 01 02 2003

Free cash flows

- 18,772 4,142 (13,201) 19,393

SHAREHOLDERS’

EQUITY, RATIO OF
SHAREHOLDERS’

EQUITY TO TOTAL
ASSETS

(billions of yen, %)

150-
53.68%
100-
51.92%
50- 50.99%
51.90%
50.73%

0 '99 '00 '01 '02 '03

Mar. 1999 00 01 02 2003

Shareholders’ equity

122 125 124 120 117

Ratio of shareholders’
equity to total assets

51.90 51.92 50.73 50.99 53.68

RETURN ON EQUITY

FREE CASH FLOWS
PER SHARE

(yen)

100-

50-

-100-

Mar. 1999

00 01 02 2003

'99 00 '01 '02 '03

Free cash flows per share

- 83.54 19.05 (62.03) 92.15

SHAREHOLDERS’
EQUITY PER SHARE

(yen)

600-

450-

300-

150-

o '99 00 '01 '02 '03

Mar. 1999

00 01 02 2003

Shareholders’ equity
per share

54519 567.33 578.04 570.15 559.71

INTEREST BEARING
DEBT

N
ﬂ ITOHAM FOODS INC.
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6- 60,000~

4- 45,000~

2- 30,000~

0- 15,000~

-2- 0-

'99 '00 '01 '02 '03 99 '00 '01 '02 '03

(%) Mar. 1999 00 01 02 2003 (millions of yen) Mar. 1999 00 01 02 2003
Return on equity 2.0 5.1 14 (06) 0.3 Interest bearing debt 56,300 48,483 46,923 49,402 39,630

Note: The company started preparing a “Consolidated Statements of Cash Flows” in the year ended March 31, 2000. Figures for Free Cash Flows and Free Cash Flows per Share are
not available in 1999.



ITOHAM FOODS INC.

Financial Review

NET SALES

From the early part of fiscal 2003, ended March 31, 2003, there
were signs of a turnaround in some sectors of the Japanese econ-
omy on the back of a recovery in exports and stronger production.
However, subsequent uncertainty about the direction of the global
economy and concerns about stability in financial markets ham-
pered any full-scale recovery in capital investment and the labor
market. Consequently, personal consumption remained weak and
the deflationary environment in Japan continued.

The meat industry also felt the impact of anemic personal con-
sumption and the trend toward lower prices, but it also had to
contend with a range of other issues. These included lingering
consumer concerns about the safety of beef products following the
first domestic outbreak of BSE in 2001, and growing mistrust of the
food industry due to the discovery of a number of deliberate food
mislabeling incidents. As a result, the primary concern of customers
is now food products they can trust and are safe to eat.

Against this backdrop, the Itoham Group placed top priority on
providing the “safe and reliable, fresh and high-quality” products
that customers deserve. At the same time, we endeavored to win
the trust of customers, and continued to drive forward business
restructuring. This restructuring was mainly directed at enhancing
marketing capabilities, building a low-cost operating structure, and
encouraging innovation.

In the Ham and Sausage and the Processed Foods Divisions, we
aggressively worked to upgrade sales capabilities as we sought to
expand sales. We also worked to pare production costs and selling
expenses by channeling resources into core products and reducing
the number of products in our lineup. In the Fresh Meat Division,
we focused on increasing sales centered on value-added, high-
quality products, such as premium domestic beef brands, Itoham
original beef brands, Berkshire pork, and Jidori (high-quality chicken).
Steps were also taken to cut back existing inventories.

As a result of the above, net sales increased 1.8% to ¥473.9 billion.

In the Ham and Sausage Division*, sales jumped 10.7% to ¥127.9
billion, mainly reflecting success in boosting sales of gift products.

COSTS AND EXPENSES

(billions of yen)

500-
400-
300-
200-

Cost of sales 100-

Selling, general and 0-
administrative expenses '99 '00 ’'01 '02 '03

The Fresh Meat Division was buffeted by a difficult operating
environment, characterized by falling sales volumes of imported beef
and declining market prices for pork and chicken, which led to an
overall drop in sales volume. Consequently, sales in this Division
fell 2.7% year on year to ¥244.5 billion.

In the Processed Foods and Other Products Division*, steps were
taken in the Processed Foods Division to overcome intensifying com-
petition by enhancing sales capabilities in each sales channel and
focusing on boosting sales of core products. As a result, sales volume
grew, leading to an increase in sales of processed foods of 1.2% to
¥76.1 billion. Sales of other products, including those by pharma-
ceutical and restaurant businesses, increased 7.4% to ¥25.4 billion.
This resulted in an overall rise in sales in this Division of 2.7% to
¥101.5 billion.

COSTS, EXPENSES AND EARNINGS

Although cost of sales increased to ¥374.2 billion in line with high-
er net sales, the cost of sales ratio improved 1.1 percentage points
to 79.0%. Gross profit rose 7.4% to ¥99.7 billion and the ratio of
gross profit to net sales increased 1.1 percentage points to 21.0%.

Selling, general and administrative (SGA) expenses were 4.4%
higher at ¥95.9 billion, while the ratio of SGA expenses to net sales
edged up 0.5 of a percentage point to 20.2%. Operating income
surged 276.0% to ¥3.8 billion, while the ratio of operating income
to net sales rose 0.6 of a percentage point to 0.8%.

In non-operating items, net financial income and expenses improved
slightly compared with the previous fiscal year. This reflected
decreased income due to declining market interest rates in Japan
and a reduction in securities holdings, offset by a drop in interest
expense due to the redemption of convertible and straight bonds.
In other non-operating items, although the ¥1.1 billion write-down
of inventories recorded in fiscal 2002 due to the fallout from the BSE
outbreak was no longer a factor in this year’s results, a number of
factors resulted in net other expenses increasing ¥1.6 billion to ¥2.4
billion. These included a loss on disposal of property, plant and
equipment, which was ¥0.9 billion worse than the gain in this item

OPERATING INCOME

(billions of yen)
5=

10-

'99 '00 '01 '02 '03



in fiscal 2002, and a ¥0.1 billion increase in write-down of invest-
ment securities caused by declining share prices, as well as a write-
down of property, plant and equipment at a U.S. subsidiary of ¥1.1
billion and a loss on disposal of real estate for sale of ¥0.6 billion.

Income before income taxes and minority interests was ¥1.3
billion, a 600.3% increase from the ¥0.2 billion in the previous year,
net income was ¥0.3 billion, against a net loss of ¥0.7 billion in
fiscal 2002, and net income per share was ¥1.49.

FINANCIAL POSITION
Total assets as of March 31, 2003 totaled ¥219.4 billion, ¥16.0
billion lower than a year ago.

Current assets declined ¥8.6 billion to ¥116.3 billion. This was
mainly attributable to a decline in trade notes and accounts receiv-
able of ¥3.7 billion and efforts to pare inventories that led to a ¥10.0
billion decline of this item. Cash and time deposits increased ¥4.3
billion and marketable securities rose ¥3.6 billion, reflecting the
short-term investment in discount bank debentures.

Investments and non-current assets declined ¥2.0 billion to ¥31.9
billion mainly due to a decline in investment securities of ¥2.3 billion,
excluding shares held in unconsolidated affiliates.

Capital investments totaled ¥4.5 billion, reflecting investments to
improve production capacity at existing plants. Property, plant and
equipment, excluding land, declined ¥5.3 billion to ¥46.9 billion,
mainly due to the sale of existing vehicles as part of a lease-back
program. Land fell ¥0.2 billion to ¥23.4 billion. As a result, property,
plant and equipment at the end of the year stood at ¥70.4 billion,
¥5.5 billion lower that at the previous fiscal year-end.

On the other side of the balance sheet, current liabilities decreased
¥26.7 billion to ¥64.7 billion. This was primarily attributable to a
decline in long-term debt due within one year of ¥21.2 billion due
to the redemption of convertible and straight bonds, a decrease in
trade notes and accounts payable of ¥6.6 billion, and a rise in
income taxes payable of ¥0.8 billion. Long-term debt due after one
year increased ¥12.6 billion to ¥31.4 billion, mainly reflecting a rise
in long-term debt such as syndicated loans.

CURRENT RATIO

(Times)
2.0-

15-
1.0-

05-

'99 '00 '01 '02 '03

Shareholders’ equity declined ¥2.2 billion to ¥117.8 billion, chiefly
due to a decrease in retained earnings of ¥1.4 billion, mainly for
the payment of dividends, and a ¥0.7 billion decline in net unrealized
holding gains on securities. The ratio of shareholders’ equity to total
assets was 53.7% and the current ratio was 1.80.

CASH FLOWS

Cash and cash equivalents at the end of the year stood at ¥26.7
billion, ¥7.9 billion higher than at the end of fiscal 2002. This mainly
reflected decreases in inventories and trade notes and accounts
receivable, offset by cash outflows for the purchase of property,
plant and equipment and for the redemption of convertible and
straight bonds.

Net cash provided by operating activities was ¥22.8 billion, com-
pared with ¥6.5 billion used in the previous year. This mainly
reflected depreciation and amortization of ¥7.1 billion, a decrease
in inventories of ¥10.0 billion, and a decrease in trade notes and
accounts receivable of ¥3.9 billion.

Net cash used in investing activities was ¥3.4 billion, against ¥6.7
billion used in the previous period. This reflected cash outflows of
¥4.7 billion for the acquisition of property, plant and equipment for
expanding production at existing plants, against inflows of ¥1.5 bil-
lion from the sale of property, plant and equipment related to the
sale of vehicles as part of a lease-back program.

Net cash used in financing activities was ¥11.4 billion, against net
cash used of ¥2.0 billion in fiscal 2002. While cash of ¥14.8 billion
was provided by syndicated loans and other long-term debt, this
was outweighed by outflows of ¥1.7 billion in dividends paid and
¥22.7 billion for the redemption of convertible and straight bonds.

* Due to a reorganization of some product categories in the Ham and Sau-
sage Division during the year under review, a number of products have
been reclassified as processed foods and other products. The compara-
tive figures used in the analysis of net sales are based on calculations
using these new classifications.

CASH AND CASH EQUIVALENTS

(billions of yen)
40-

30-
20-

10-

'99 '00 '01 '02 '03
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Consolidated Balance Sheets

ITOHAM FOODS INC. and Consolidated Subsidiaries — March 31, 2003 and 2002

Millions of yen

Thousands of

U.S. dollars (Note 1)

ASSETS 2002
Current assets:
Cash and time deposits (Notes 3,7) ¥ 19,248
Marketable securities (Note 4) 3
Receivables:
Trade notes and accounts 52,034
Other 154
Allowance for doubtful receivables (426)
51,762
Inventories (Note 5) 47,689
Deferred tax assets (Note 14) 1,450
Other current assets 4,775
Total current assets 124,927
Investments and non-current assets:
Investments in:
Unconsolidated affiliates 4,692
Other (Notes 4,7) 16,409
Long-term receivables 1,454
Long-term deferred tax assets (Note 14) 2,108
Other 11,054
Allowance for doubtful receivables (1,767)
33,950
Property, plant and equipment:
Land (Note 7) 23,673
Buildings and structures (Note 7) 69,274
Machinery and equipment 93,851
Breeding livestock 106
Construction in progress 169
187,073
Accumulated depreciation (111,209)
75,864
Intangible assets 621
¥ 235,362

The accompanying notes to consolidated financial statements are an integral part of these statements.



Millions of yen

Thousands of

U.S. dollars (Note 1)

LIABILITIES AND SHAREHOLDERS' EQUITY 2002
Current liabilities:
Bank loans ¥ 7,312
Long-term debt due within one year (Note 6) 23,302
Notes and accounts payable:
Trade 42,041
Construction 1,168
Other 9,851
53,060
Accrued expenses 4,410
Income taxes payable 400
Deferred tax liabilities (Note 14) 56
Other 2,843
Total current liabilities 91,383
Long-term liabilities:
Long-term debt due after one year (Note 6) 18,788
Employees' severance and retirement benefits (Note 8) 3,765
Directors' and statutory auditors' retirement benefits 934
Long-term deferred tax liabilities (Note 14) 72
Other long-term liabilities 45
Total long-term liabilities 23,604
Minority interests 372
Contingent liabilities (Note 9)
Shareholders' equity (Note 15):
Common stock:
Authorized—342,013,000
Issued—210,482,533 22,415
Capital surplus 24,021
Retained earnings 71,676
Net unrealized holding gains on securities 2,882
Foreign currency translation adjustments (989)
Treasury stock, at cost, 66,260 shares in 2003 (2)
(5,726 shares in 2002)
Total shareholders' equity 120,003

¥235,362

N
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ITOHAM FOODS INC.

Consolidated Statements of Operations

ITOHAM FOODS INC. and Consolidated Subsidiaries — Years ended March 31, 2003 and 2002

Millions of yen

Thousands of

U.S. dollars (Note 1)

2002
Net sales ¥465,639
Cost and expenses:
Cost of sales 372,775
Selling, general and administrative expenses 91,862
Operating income 1,002
Other income (expenses):
Interest and dividend income 305
Interest expense (1,168)
Gain on sale of marketable and investment securities, net 38
Gain (loss) on disposal of property, plant and equipment 553
Write-down of investment securities (1,068)
Write-down of property, plant and equipment (Note 12) -
Equity in earnings of associated companies 1,128
Write-down of inventories (Note 11) (1,122)
Provision for doubtful receivables (650)
Other, net 1,172
(812)
Income before income taxes and minority interests 190
Income taxes—current 1,510
—deferred (611)
Minority interests 2
Net income (loss) ¥ (707)
Yen U.S. dollars
Net income (loss) per share ¥ (3.32)
Dividends per share 8.00

The accompanying notes to consolidated financial statements are an integral part of these statements.



Consolidated Statements of Shareholders’ Equity

ITOHAM FOODS INC. and Consolidated Subsidiaries — Years ended March 31, 2003 and 2002

Thousands of

Millions of yen U.S. dollars (Note 1)
2002
Common stock:
Balance at beginning of year ¥22,415
Balance at end of year ¥22,415
Capital surplus:
Balance at beginning of year ¥26,381
Common stock purchased and retired (2,360)
Balance at end of year ¥24,021
Retained earnings:
Balance at beginning of year ¥74,147
Net income (loss) for the year (707)
Cash dividends paid—¥8.00 per share (1,724)
Bonuses to directors (40)
Balance at end of year ¥71,676
Net unrealized holding gains on securities:
Balance at beginning of year ¥ 3,652
Decrease for the year (770)
Balance at end of year ¥ 2,882
Foreign currency translation adjustments:
Balance at beginning of year ¥ (2,038)
Net increase (decrease) 1,049
Balance at end of year ¥ (989)
Treasury stock, at cost:
Balance at beginning of year ¥ (1)
Purchase of treasury stock (1)
Balance at end of year ¥ (2)
Number of shares of common stock issued: 2002
At beginning of year 215,482,533
Common stock purchased and retired (5,000,000)

At end of year 210,482,533

The accompanying notes to consolidated financial statements are an integral part of these statements.

ﬁ ITOHAM FOODS INC.

Annual Report 2003



! ITOHAM FOODS INC.

Consolidated Statements of Cash Flows

ITOHAM FOODS INC. and Consolidated Subsidiaries — Years ended March 31, 2003 and 2002

Millions of yen

Thousands of

U.S. dollars (Note 1)

2002
Cash flows from operating activities:
Income before income taxes and minority interests ¥ 190
Adjustments to reconcile income before income taxes and minority
interests to net cash provided by operating activities:
Depreciation and amortization 8,631
Increase (decrease) in employees' severance and retirement benefits (88)
Increase in allowance for doubtful receivables 836
Interest and dividend income (305)
Interest expense 1,168
Equity in earnings of associated companies (1,128)
Write-down of investment securities 1,068
Gain on sale of property, plant and equipment (1,184)
Loss on disposal of property, plant and equipment 487
Write-down of property, plant and equipment -
Decrease in notes and accounts receivable 1,429
Decrease (increase) in inventories (5,484)
Decrease in notes and accounts payable (3,735)
Increase (decrease) in accrued consumption taxes (514)
Other, net (1,389)
(18)
Interest and dividends received 402
Interest paid (1,065)
Income taxes paid (5,834)
Income taxes refunded -
Net cash provided by (used in) operating activities (6,515)
Cash flows from investing activities:
Investments in time deposits (285)
Proceeds from time deposits 166
Acquisitions of property, plant and equipment (8,631)
Proceeds from sale of property, plant and equipment 1,951
Acquisitions of intangible assets (172)
Payments for purchases of investment securities (567)
Proceeds from sales of investment securities 401
Disbursement of loans receivable (412)
Collection of loans receivable 1,137
Other, net (274)
Net cash used in investing activities (6,686)
Cash flows from financing activities:
Increase (decrease) in short-term bank loans, net 1,212
Proceeds from long-term debt 1,911
Repayments of long-term debt (1,051)
Repayments of bonds -
Repayments of convertible bonds =
Proceeds from issuance of common stock to minority
shareholders of consolidated subsidiaries 35
Common stock purchased and retired (2,360)
Payments for purchase of treasury stock (1)
Dividends paid (1,723)
Dividends paid to minority shareholders of consolidated subsidiaries (4)
Net cash used in financing activities (1,981)
Effect of exchange rate changes on cash and cash equivalents 153
Net increase (decrease) in cash and cash equivalents (15,029)
Cash and cash equivalents at beginning of year 33,836
Cash and cash equivalents at end of year (Note 3) ¥ 18,807

The accompanying notes to consolidated financial statements are an integral part of these statements.



Notes to Consolidated Financial Statements

ITOHAM FOODS INC. (the “Company”) and its consolidated domestic
subsidiaries maintain their official accounting records in Japanese
yen, and in accordance with the provisions set forth in the Japanese
Commercial Code and accounting principles and practices generally
accepted in Japan (“Japanese GAAP”). The accounts of overseas subsid-
iaries are based on their accounting records maintained in conformity
with generally accepted accounting principles and practices prevailing
in the respective countries of domicile. Certain accounting principles
and practices generally accepted in Japan are different from Interna-
tional Accounting Standards and standards in other countries in certain
respects as to application and disclosure requirements. Accordingly,
the accompanying consolidated financial statements are intended for
use by those who are informed about Japanese accounting principles
and practices.

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

The translation of Japanese yen amounts into U.S. dollars are
included solely for the convenience of the readers outside Japan, using
the prevailing exchange rate at March 31, 2003, which was ¥120.20
to U.S.$1.00. The convenience translations should not be construed
as representations that the Japanese yen amounts have been, could
have been, or could in the future be, converted into U.S. dollars at this
or any other rate of exchange.

(1) Consolidation

The accompanying consolidated financial statements include the accounts
of the Company and all of its significant subsidiaries, over which the
Company has power of control through majority voting rights or exist-
ence of certain conditions evidencing control by the Company. Invest-
ments in non-consolidated affiliates, over which the Company has the
ability to exercise significant influence over operating and financial
policies of the investees, are accounted by the equity method.

Six of the Company’s subsidiaries are consolidated using a fiscal
period ending December 31. Significant transactions occurring during
the January 1 to March 31 period are adjusted in these consolidated
financial statements.

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

All significant intercompany transactions and accounts have been
eliminated. The difference between the cost of investments and equity
in their net assets at dates of acquisition is amortized over five years.

(2) Cash and cash equivalents

Cash and cash equivalents include all highly liquid investments, with
original maturities of three months or less, that are readily convertible to
known amounts of cash and are so near maturity that they present insig-
nificant risk of changes in value because of changes in interest rates.

(3) Allowance for doubtful receivables

The Company and its consolidated subsidiaries provide for doubtful
accounts principally at an amount computed based on management’s
estimate of the bad debt ratio based on past experience plus the
estimated uncollectible amounts based on the analysis of certain
individual receivables.

(4) Securities
Securities are classified into one of the following categories based on
the intent of holding, resulting in the different measurement and
accounting for the changes in fair value. Held-to-maturity debt secu-
rities are stated at amortized cost. Equity securities issued by sub-
sidiaries and affiliated companies which are not consolidated or
accounted for using the equity method are stated at moving-average
cost. Available-for-sale securities with available fair market values
are stated at fair market value. Unrealized gains and unrealized losses
on these securities are reported, net of applicable income taxes, as a
separate component of shareholders’ equity. Realized gains and losses
on sale of such securities are computed using moving-average cost.
Debt securities with no available fair market value are stated at amor-
tized cost, net of the amount considered not collectible. Other securities
with no available fair market value are stated at moving-average cost.
Held-to-maturity debt securities and available-for-sale securities
maturing within one year from the fiscal year end, and highly liquid
investment funds are included in marketable securities in current assets.
If the market value of held-to-maturity debt securities, equity secu-
rities issued by non-consolidated subsidiaries and affiliated compa-
nies, and available-for-sale securities, declines significantly, such
securities are stated at fair market value and the difference between
fair market value and the carrying amount is recognized as loss in the
period of the decline. If the fair market value of equity securities
issued by non-consolidated subsidiaries and affiliated companies not
on the equity method is not readily available, such securities should
be written down to net asset value with a corresponding charge in the
statement of operations in the event net asset value declines signifi-
cantly. In these cases, such fair market value or the net asset value
will be the carrying amount of the securities at the beginning of the
next year.
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(5) Inventories
Inventories of the Company and its consolidated domestic subsidiaries
are stated at cost. Cost is determined by the first-in, first-out method
for finished products and resale inventories (except meat), the specific
identification method for real estate for sale and breeding cattle and
the moving average method for remaining inventories.

Inventories of overseas subsidiaries are stated at the lower of cost
or market.

(6) Derivatives and hedge accounting

Derivative financial instruments, except those used for hedging pur-
poses, are stated at fair market value. Gains and losses realized on
maturity or disposal and unrealized gains and losses from market value
fluctuations are recognized as gains or losses in the period of the change.

If derivative financial instruments are used as hedges and meet
certain hedging criteria, the Company and its consolidated subsidiaries
defer recognition of gains or losses resulting from changes in fair value
of derivative financial instruments until the related losses or gains on
the hedged items are recognized.

However, in cases where forward foreign exchange contracts are used
as hedges and meet certain hedging criteria, forward foreign exchange
contracts and hedged items are accounted for in the following manner:

If a forward foreign exchange contract is executed to hedge a future
transaction denominated in a foreign currency, the future transaction
will be recorded using the contracted forward rate, and no gains or
losses on the forward foreign exchange contract are recognized.

(7) Property, plant and equipment
Property, plant and equipment are carried at cost. Depreciation is mainly
provided on a declining balance method over estimated useful lives.
Buildings acquired after March 31, 1998 are depreciated using the
straight-line method.

Overseas subsidiaries depreciate their property, plant and equip-
ment using the declining balance method and the straight-line method.

(8) Bonuses

The Company and its consolidated domestic subsidiaries follow the
Japanese practice of paying bonuses to employees in July and December.
Accrued bonus liabilities as of the balance sheet date are based on
estimated amounts to be paid in the subsequent period. Bonuses to
directors and statutory auditors, which are subject to approval at
the shareholders' meeting, are accounted for as an appropriation of
retained earnings.

(9) Employees' severance and retirement benefits

The Company and its consolidated domestic subsidiaries provide two
types of post-employment benefit plans, unfunded lump-sum payment
plans and a funded contributory pension plan, under which all eligible
employees are entitled to benefits based on the level of wages and
salaries at the time of retirement or termination, length of service and
certain other factors.

The Company and its consolidated domestic subsidiaries provided
for employees’ severance and retirement benefits based on the esti-
mated amounts of projected benefit obligation and the fair value of
the plan assets.

(10) Directors’ and statutory auditors’ retirement benefits

The liability for directors' and statutory auditors' retirement benefits of
the Company and certain subsidiaries is provided in the amount which
would be required if they retired at the balance sheet date.

(11) Research and development expenses

Research and development expenses for the improvement of exist-
ing products or the development of new products, including basic
research and fundamental development costs, which were ¥1,056
million ($8,785 thousand) and ¥974 million for the years ended March
31, 2003 and 2002, respectively, are charged to operations in the
period incurred.

(12) Finance leases
Finance leases which do not transfer ownership are accounted for in
the same manner as operating leases under Japanese GAAP.

(13) Income taxes

Deferred income taxes are recorded to reflect tax effects of temporary
differences between the carrying amounts of assets and liabilities for
tax and financial reporting. The asset and liability approach is used to
recognize deferred tax assets and liabilities for the expected future tax
consequences of the temporary differences.

(14) Foreign currency translation
Receivables and payables denominated in foreign currencies are trans-
lated into Japanese yen at the year-end rates.

Financial statements of consolidated overseas subsidiaries are trans-
lated into Japanese yen at the year-end rate, except that shareholders’
equity accounts are translated at historical rates and income state-
ment items resulting from transactions with the Company at the rates
used by the Company.

(15) Amounts per share
The computations of net income (loss) per share of common stock
shown on the consolidated statements of operations are based on the
weighted average number of shares outstanding during each fiscal year.

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

Cash dividends per share shown in the consolidated statements of
operations are the amounts applicable to the respective years.



The reconciliations of cash and time deposits in the consolidated balance  A. The following tables summarize information on securities with avail-
sheets and cash and cash equivalents in the consolidated statements  able market values as of March 31, 2003 and 2002:
of cash flows as of March 31, 2003 and 2002 are as follows: (a) Held-to-maturity debt securities

Securities with available market values exceeding book values

Thousands of Thousands of
Millions of yen U.S. dollars Millions of yen U.S. dollars
2002 2002
Cash and time deposits on the Book value ¥ 301
consolidated balance sheets ¥19,248 Fair value 303
Time deposits with maturities Difference ¥ 2

exceeding 3 months (444)
Highly liquid investments

whose original maturities

are within 3 months g
Investments with maturities

exceeding 3 months -

Cash and cash equivalents on
the consolidated statements
of cash flows ¥18,807

(b) Available-for-sale securities with available market values
Securities with book values (market values) exceeding acquisition cost:

March 31, 2003 Millions of yen Thousands of U.S. dollars

Acquisition cost Book value Difference Acquisition cost Book value Difference

Equity securities

Securities with book values (market values) not exceeding acquisition cost:

March 31, 2003 Millions of yen Thousands of U.S. dollars

Acquisition cost Book value Difference Acquisition cost Book value Difference

Equity securities
Other

Total

Securities with book values (market values) exceeding acquisition cost:

March 31, 2002 Millions of yen
Acquisition cost Book value Difference
Equity securities ¥5,103 ¥10,913 ¥5,810

Securities with book values (market values) not exceeding acquisition cost:

March 31, 2002 Millions of yen
Acquisition cost Book value Difference
Equity securities ¥3,519 ¥2,761 ¥ (758)
Other 247 219 (28)

Total ¥3,766 ¥2,980 ¥ (786)

Report 2003 ﬁ ITOHAM FOODS INC.
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B. The following tables summarize book values of securities with no
available market values as of March 31, 2003 and 2002:

Thousands of

Millions of yen U.S. dollars
2002
(a) Held-to-maturity debt
securities

Bonds issued at a discount ¥ -

Non-listed foreign bonds 500
(b) Available-for-sale securities

Money market fund ¥ 3

Non-listed equity securities 1,496

Others 219

E. As aresult of losses from fair values and market values, impairment
losses on available-for-sale-securities of ¥1,155 million ($9,609
thousand) were recorded for the year ended March 31, 2003.

Inventories at March 31, 2003 and 2002 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2002
Finished products and
resale inventories ¥32,075
Raw materials and cattle 15,614
¥47,689

C. Available-for-sale securities with maturities and held-to-maturity debt
securities at March 31, 2003 and 2002 mature as follows:

Mature over five
years but within
ten years

Mature within Mature over one
one year year but within
five years

March 31, 2003 Millions of yen

Government bonds
Corporate bonds
Others

Total

March 31, 2003 Thousands of U.S. dollars

Government bonds
Corporate bonds
Others

Total

Mature within Mature over one Mature over five

one year year but within years but within
five years ten years
March 31, 2002 Millions of yen
Government bonds ¥ - ¥301 ¥ -
Corporate bonds - 48 -
Others - 218 500
Total ¥ - ¥567 ¥500

D. Total sales of available-for-sale securities sold in the years ended
March 31, 2003 and 2002 amounted to ¥172 million ($1,431
thousand) and ¥262 million and the related gains amounted to ¥1
million ($8 thousand) and ¥38 million, respectively.

Long-term debt at March 31, 2003 and 2002 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2002
Secured:
Banks, 0.900% - 2.650%,
maturing serially
through 2012 ¥ 774
Unsecured:
Banks, 0.710% - 3.600%,
maturing serially
through 2015 3,661
1.8% convertible sinking
fund debentures due 2003 19,655
2.0% bonds due 2002 3,000
2.175% bonds due 2005 10,000
2.11% bonds due 2008 5,000
42,090
Less amounts due within
one year 23,302
¥18,788

The aggregate annual maturities of long-term debt outstanding at
March 31, 2003, are as follows:

Thousands of

March 31 Millions of yen U.S. dollars
2004 ¥ 2,057 $ 17,113
2005 1,062 8,835
2006 11,005 91,556
2007 880 7,321
2008 and thereafter 18,443 153,436

¥33,447 $ 278,261




The Companies have overdraft contract and the credit commitments
with nine banks and two insurance companies for efficient financing.
Total unused credit available to the Companies at March 31, 2003
was ¥24,939 million ($207,479 thousand).

At March 31, 2003 assets pledged as collateral for short-term bank
loans of ¥725 million ($6,032 thousand) and secured long-term debt
were as follows:

Thousands of

Millions of yen U.S. dollars
Land ¥ 503 $ 4,185
Buildings and structures net of
accumulated depreciation 2,517 20,940

At March 31, 2003, time deposits of ¥110 million ($915 thou-
sand) and investment securities of ¥301 million ($2,504 thousand)
were pledged for transaction guarantees and gift certificates of ¥126
million ($1,048 thousand).

The liability for employees’ severance and retirement benefits included
in the liability section of the consolidated balance sheets as of March
31, 2003 and 2002 consists of the following:

Thousands of

Millions of yen U.S. dollars
2002

Projected benefit obligation ¥ 69,007
Unrecognized actuarial

differences (24,842)
Unrecognized prior service

costs -
Fair value of pension assets (40,988)
Prepaid pension costs 588
Employees’ severance and

retirement benefits ¥ 3,765

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

Thousands of

Millions of yen U.S. dollars
2002

Service costs — benefits

earned during the year ¥ 2,528
Interest cost on projected

benefit obligation 2,131
Expected return on plan assets (2,027)
Amortization of actuarial

differences 677
Amortization of prior service

costs -
Severance and retirement

benefit expenses ¥ 3,309

The discount rate and the rate of expected return on plan assets
used by the Company and its consolidated domestic subsidiaries are
2.5% (3.0% in the prior year) and 4.0% (5.5% in the prior year),
respectively. The estimated amount of all retirement benefits to be
paid at future retirement dates is allocated equally to each service year
using the estimated number of total service years. Actuarial gains and
losses are recognized in the statement of operations using the straight-
line method over 12 to 15 years, and past service costs are recognized
as an expense in equal amounts over 15 years.

At March 31, 2003 the Company was contingently liable as follows:

Thousands of

Millions of yen U.S. dollars

As guarantor of indebtedness of:
Affiliates ¥1,043 $ 8,677
Other companies 1,336 11,115
¥2,379 $19,792

The Company and its consolidated subsidiaries enter into forward cur-
rency exchange contracts to manage risk relating to market fluctua-
tions affecting its importing activities. It is the Company’s general
policy not to use derivatives for speculation.

The following summarizes hedging derivative financial instruments
used by the Company and its consolidated subsidiaries and items hedged:

Hedging instruments: Forward currency exchange contracts
Hedged items: Foreign currency trade payables

ITOHAM FOODS INC.
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The following is @ summary of only the derivative contracts which
do not meet the Japanese criteria for hedge accounting. The net changes
in market value are recorded in the consolidated statements of opera-
tions for the years ended March 31, 2003 and 2002.

Forward currency exchange transactions

Thousands of

Millions of yen U.S. dollars
2002
Purchase U.S. dollars
Contracted amount ¥1,056
(Over one year) (794)
Current market amount 1,151
Unrealized gains ¥ 95

The BSE outbreak depressed market prices of beef. This forced the
Company to record a write-down of inventories for products whose
market value fell substantially below book value at March 31, 2002.

The write-down of property, plant and equipment in the year ended
March 31, 2003 of ¥1,055 million ($8,777 thousand) was in accor-
dance with the “Statement of Financial Accounting Standards No.144,
Accounting for the Impairment or Disposal of Long-lived Assets” for a
U.S. subsidiary.

Information for non-capitalized finance leases at March 31, 2003 and
2002 was as follows:

Thousands of

Millions of yen U.S. dollars
Furniture
and
March 31, 2003 fixtures Other Total Total

Original lease obligation
(including finance
charges)

Payments remaining:
Payments due within
one year
Payments due after
one year

Total

Millions of yen

Furniture
and

March 31, 2002 fixtures Other Total
Original lease obligation

(including finance charges)

¥4,019 ¥3,229 ¥7,248

Payments remaining:

Payments due within one year ¥1,402
Payments due after one year 1,964
Total ¥3,366

Total lease payments, including finance charges, under non-capitalized
finance leases for the years ended March 31, 2003 and 2002 were
¥1,455 million ($12,105 thousand) and ¥1,261 million, respectively.

Significant components of the Company’s deferred tax assets and
liabilities as of March 31, 2003 and 2002 are as follows:

Thousands of

Millions of yen U.S. dollars
2002
Deferred tax assets:
Allowance for doubtful
receivables ¥ 602
Bonuses accrued 820
Write-down of inventories 476
Enterprise taxes 27
Directors’ retirement benefits 400
Write-down of investment
securities 1,254
Liability for employees’
severance and retirement
benefits 3,419
Accumulated losses 2,154
Unrealized gain on land 245
Other 211
9,608
Less valuation allowance (2,219)
Total deferred tax assets 7,389
Deferred tax liabilities:
Deferred gains on real
properties (1,742)
Net unrealized holding
gains on securities (2,109)
Other (109)
Total deferred tax liabilities (3,960)
Net deferred tax assets ¥ 3,429




Reconciliations of the differences between the statutory tax rate
and the effective income tax rate for the years ended March 31, 2003
and 2002 are as follows:

2002
Statutory tax rate 42.4%
Non-deductible expenses 135.4
Non-taxable dividend income (55.1)
Inhabitants’ per capita taxes 94.4
Equity in earnings of associated
companies (252.3)
Less valuation allowance 519.0
Effect of change in enacted tax rate -
Other (9.5)
Effective income tax rate 474.3%

The aggregate statutory income tax rate will be reduced for the
years commencing on April 1, 2004 or later due to the revised local
tax law. At March 31, 2003, the Company and consolidated domestic
subsidiaries applied the reduced aggregate statutory income tax rate
of 41.1% for calculating deferred tax assets and liabilities that are
expected to be recovered or settled in the years commencing on April
1, 2004 or later. As a result, deferred tax assets (net of deferred tax
liabilities) decreased ¥39 million ($324 thousand) while deferred taxes
expensed during the fiscal year increased ¥87 million ($724 thou-
sand) and the unrealized holding gains on available-for-sale securities
increased ¥47 million ($391 thousand) compared with what would be
reported using the currently applicable tax rate of 42.4%.

The Company purchased and retired 5,000,000 shares of its common
stock in accordance with resolutions of the directors’ meeting held on
June 28, 2001. As a result, the number of the Company’s registered
authorized common stock was reduced to 342,013,000 shares at
March 31, 2002. The cost of the retired shares was charged to capital
surplus in the amount of ¥2,360 million.

Under the Commercial Code of Japan, the entire amount of the issue
price of shares is required to be accounted for as capital, although a
company may, by resolution of its board of directors, account for an
amount not exceeding one-half of the issue price of the new shares as
additional paid-in capital which is included in capital surplus.

Effective October 1, 2001, the Japanese Commercial Code pro-
vides that an amount equal to at least 10% of cash dividends and
other cash appropriations shall be appropriated and set aside as a
legal reserve until the total amount of legal reserve and additional
paid-in capital equals 25% of common stock. The legal reserve and
additional paid-in capital may be used to eliminate or reduce a deficit
by resolution of the stockholders’ meeting or may be capitalized by
resolution of the Board of Directors. On condition that the total amount
of legal reserve and additional paid-in capital remains being equal to

or exceeding 25% of common stock, they are available for dividends
by the resolution of shareholders’ meeting. Legal reserve is included in
retained earnings in the accompanying financial statements.

The maximum amount that the Company can distribute as dividends
is calculated based on the unconsolidated financial statements of the
Company in accordance with the Commercial Code of Japan.

The Company and its consolidated subsidiaries are primarily engaged
in the manufacture and sale of foods. As these activities comprise one
industry segment, industry segment information is not disclosed.
The Company and its consolidated subsidiaries operate mainly within
Japan, so regional segment information is not disclosed.
The overseas sales for the years ended March 31, 2002 and 2003
were less than 10% of consolidated net sales.

Principle transactions between the Company and related parties for
the year ended March 31, 2003 are summarized as follows:

Thousands of

Millions of yen U.S. dollars
Insurance premium paid ¥173 $ 1,439
Purchase of cardboard boxes 11 92
Purchase of software 89 740

At the ordinary shareholders' meeting of the Company held on June
27, 2003, the appropriation of the Company’s retained earnings for
the year ended March 31, 2003 was duly approved as follows:

Thousands of

Millions of yen U.S. dollars

Appropriation:

Cash dividends (¥8.00 per share) ¥1,683 $14,002

ITOHAM FOODS INC.

w
N



! ITOHAM FOODS INC.

Independent Auditors’ Report

To the Shareholders and Board of Directors of
ITOHAM FOODS INC.

We have audited the accompanying consolidated balance sheets of ITOHAM FOODS INC. and subsidiaries
as of March 31, 2003 and 2002, and the related consolidated statements of income, shareholders' equity
and cash flows for the years then ended, expressed in Japanese yen. These consolidated financial state-
ments are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of ITOHAM FOODS INC. and subsidiaries as of March 31,
2003 and 2002, and the consolidated results of their operations and their cash flows for the years then
ended, in conformity with accounting principles generally accepted in Japan as described in Note 1 to the
consolidated financial statements.

The consolidated financial statements as of and for the year ended March 31, 2003 have been translated
into United States dollars solely for the convenience of the reader. We have recomputed the translation
and, in our opinion, the consolidated financial statements expressed in Japanese yen have been translated
into United States dollars on the basis set forth in Note 1 to the consolidated financial statements.

Osaka, Japan
June 27, 2003
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Stock Information

BREAKDOWN OF SHAREHOLDERS BY TYPE

SHARES

Total number of shares authorized 342,013,000
Number of shares of common stock issued 210,482,533
Number of shareholders 19,455

Shareholder coupon system:
1. Qualification Shareholders with 1,000 or more shares
2. Coupon amount Itoham product coupons worth ¥2,000

MAJOR SHAREHOLDERS
Number of
Shares Held
(thousands of shares)

Percentage of
Total (%)*

The Master Trust Bank of

Japan, Ltd. (Trust Account) 15,975 7.6
Japan Trustee Services

Bank, Ltd. (Trust Account) 13,087 6.2
Ito Memorial Foundation 12,000 5.7
Toei Shoji Co., Inc. 10,005 4.8
Kenichi lto 8,251 3.9
Mitsubishi Corporation 7,656 3.7
Marubeni Corporation 7,099 3.4

*Ratio of voting rights

COMMON STOCK PRICE RANGE

Securities Companies | | Financial Institutions
3,058,783 95,779,861

1.45% 45.50%

Overseas Institutions

2.38%

5,005,283 ‘

Other Corporations
55,455,593
26.35%

Individuals and Others
51,183,013
24.32%

BREAKDOWN OF SHAREHOLDERS BY SIZE OF HOLDING

Under 1,000 shares | | 1,000,000 shares or

343,300 more

0.16% 147,333,499
70.00%

1,000 shares or more

36,735,213

17.45% 50,000 shares or more
26,070,521
12.39%

(As of March 31, 2003)

(¥)

1600

1200

800

400

61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03

95 96 97 98 99 00 01 02 03

Calendar year 93 94
ltoham Common Stock (¥) High 1,030 910
Low 715 739

Trading Volume (thousands of shares)

47,708 30,237 33,956 37,741 42,862

788 860 733 635 557 495 500 381 366
621 660 388 430 425 379 285 300 320
37,830 62,290 78,006 90,433 56,636 14,652

3% Note: The figures for the 2003 calendar year only are for the 3-month period from January 2003 through March 2003.
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ITOHAM FOODS INC.

4-27, Takahata-cho, Nishinomiya City, Hyogo 663-8586, Japan
Tel: 0798-66-1231

http://www.itoham.co.jp
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