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By basing its operations on the corporate philosophy of “service to society through business,” the

Itoham Group has earned a position as a widely trusted brand. A high market share in hams and

sausages in Japan testifies to this trust and ltoham’s contribution to the Japanese meat industry as

a whole. Management’s philosophy is to supply high-quality products and consumer-centric services

that embody its commitment to contributing to healthy lifestyles and a rich food culture. By doing so,

the company also aims to create long-term corporate value. [toham also intends to build more value

into existing products and at the same time develop new products offering consumers new value

and utility.
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Years ended March 31

Thousands of

Millions of yen U.S. dollars
1996 1997 1998 1999 2000 2000
oono Net sales ¥477,725 ¥465,536 ¥468,947 ¥450,105 ¥470,453 $4,431,964
oooo Cost of sales 384,616 374,381 370,406 350,386 364,362 3,432,520
oooooooooo Selling, general and
administrative expenses 86,045 85,761 90,649 92,199 93,418 880,056

oooo Operating income 7,064 5,394 7,892 7,520 12,673 119,388
ooooo Non-operating income (loss) (261) (418) (891) (572) 206 1,940
oooo Ordinary income 6,803 4,976 7,001 6,948 12,879 121,328
oooo Special profit (loss) (1,399) (435)  (1,084) (986) (1,689) (15,911)
000O0oOoooo0o00  Income before income taxes 5,404 4,541 5,917 5,962 11,190 105,417
O000MOO0o0oooOoo0 Income taxes 2,369 3,544 2,670 4,383 4,781 45,040
ooooooo Deferred income taxes - - - (951) 27 255
oooooo Minority interest (83) 24 60 55 3 28
ooooo Net income 3,118 973 3,187 2,475 6,379 60,094
ooooooo Diluted net income per share

0000000000  (inyenand U.S. dollars) 13.51 4.26 13.80 10.87 27.61 0.260
ooo Total assets 231,251 227,082 229,056 236,867 241,655 2,276,543
oooo Working capital 70,039 57,753 36,927 51,963 57,038 537,334
ooooo Depreciation 9,887 9,867 9,840 9,935 9,426 88,799
0ooOoooooo Shareholders’ equity per share

(in yen and U.S. dollars) 548.96 542.49 545.68 545.19 567.33 5.34

ooooooo Return on equity 2.5% 0.8% 2.6% 2.0% 5.1%
ooooooo Cash flows from operating

0oooooooo activities - - - - 20,125 189,590
ooooooo Cash flows from investing

0oooooooon activities - - - - (1,353) (12,746)
ooooooo Cash flows from financing

0oooooooo activities - - - - (11,613) (109,402)
Oooooooooo  Cash and cash equivalents

oooo at end of year 28,276 20,846 18,768 28,451 35,717 336,476

oo 1.00000200003031000000000M0010001060150M000000000
2. 00000000000000Mme99U 000000000O00000O0000
3.z2oo00 0000000000000 000MO00000000000000000O00000O0000000000000000000004000
oooooooooooo

Notes: 1. Dollar amounts represent translation of Japanese yen, for convenience only, at the rate of ¥106.15=US$1, the rate prevailing on March 31, 2000.
2. The company adopted deferred tax accounting commencing in the year ended March 31, 1999.
3. The company started preparing a “Consolidated Statement of Cash Flows” in the year ended March 31, 2000. Figures for cash flows from
operating, investing and financing activities are not available for the previous four years.
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Fiscal 2000 Business Results

The Japanese economy got onto a recovery footing during the year thanks to two main growth drivers: the
government’s economic stimulus measures, and advances in information technology (IT). But in all areas,
other than information-related products and services, personal consumption remained lackluster due to
worries about employment and stagnant income levels. Thus conditions continued to be difficult.

The Japanese meat industry could not escape the effects. Consumption fell below last year's level
and in a situation characterized by falling sales prices, sales competition intensified, creating a difficult
operating environment.

Set against this backdrop, we strengthened our sales capabilities and attempted to expand sales in the
Fresh Meat Division. Furthermore, we reduced the number of items in our ham and sausage lineup as we
focused on core products, growing them into major pillars of sales. At the same time, we worked assidu-
ously to cut production costs and to pare selling, general and administrative expenses. One action we took
was to consolidate production bases.

We reaped the rewards of our efforts. Net sales increased 4.5% to ¥470,453 million. On the profit front,
ordinary income surged 85.3% to ¥12,879 million due to continuing stability in the prices of raw materials.
And, net income soared 157.7% to ¥6,379 million.

Medium-Term Management Strategy

Since our establishment, we have developed products, including pole wieners and pressed ham, which
have contributed to progress in the meat industry. Leveraging our product development capabilities and
the technological expertise underpinning them, we are pushing ahead with a management strategy
focused on profitability.

Based on this basic strategy, we formulated medium-term management strategies for each of
our divisions.

In the Ham and Sausage Division, we are currently stepping up the pace at which we are reducing the
number of items in our product lineup. We set ourselves the target of halving our lineup from approximately
1,500 items as of April 1999 to 750 within 18 months, by eliminating lines that were contributing little to
sales. As of March 31, 2000, we had gotten the number down to 880 items. At the same time, we plan to
raise production efficiency by consolidating production bases for each item. On the distribution and sales
front also we are aiming to raise efficiency. This will be achieved by reducing and consolidating sales bases
and developing advertising and sales activities targeted at core products.

In the Fresh Meat Division, we are strengthening our sales capabilities and trying to expand sales. Con-
sumer preferences are shifting away from luxury items to reasonably priced products. Reasonably priced,
quality imported meats are expected to be in greater demand as a result. That bodes well for us. [toham
already has in place overseas production bases and we are distinguishing our imported meats through a
corporate branding drive. | expect the quality and cost superiority of our products to give us a competitive
edge moving forward.

In this division, Itoham will concentrate on large-volume customers, mainly major supermarkets, while
responsibility for sales to smaller retail outlets will be transferred to subsidiaries specializing in the fresh
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meat market, in order to improve sales efficiency. Further, sales bases are being upgraded and we are
reinforcing sales personnel.

In the Processed Foods and Other Products Division, competition is intense across the whole food
industry, not just the meat industry. In light of this, we are concentrating on sales of basic products such as
chicken, hamburgers and charcoal-roasted meats. Furthermore, an important issue in this division is decid-
ing whether to produce products ourselves or consign production to other companies. Moving forward, we
will look at each product individually in terms of such matters as product cycles and price competition and
decide on the approach that best uses our resources.

Confronting environmental issues is another theme at [toham. In our sales division, we took the lead
over our competitors at the start of 1998 when we introduced cars running on environmentally friendly CNG
(compressed natural gas), mainly in major cities. Last year, we formulated a company-wide basic environ-
mental policy to reduce energy consumed by production activities as well as reduce industrial waste. In
February 2000, Itoham’s Nishinomiya Plant obtained ISO 14001 certification, an international standard for
environmental management. Work is moving ahead at other plants to obtain the same qualification.

Overseas, in 1998, Rockdale Beef Pty. Ltd., a beef feedlot and meatworks in Australia, gained ISO
9002 certification. In March 2000, it became the first combined feedlot and meatworks in Australia to be
ISO 14001 certified. These are just a few examples of how we are demonstrating the safety of our branded
products and putting in place a system to set [toham apart in the marketplace.

Management and Organizational Reforms

To improve our earnings structure and raise profitability with a view to raising our long-term corporate value,
| believe we must place greater emphasis on changing our organization and systems to speed up decision-
making. As a step in this direction we introduced in April 2000 a corporate executive officer system, which
separates management and administrative functions. | believe this will improve the quality of both func-

tions and make our management meetings more productive.

Pressing Issues
While pushing ahead with reforms to streamline headquarters and peripheral divisions and to build a speedy
decision-making system, we are also revamping our personnel system. The new system will stress fair-
ness and performance to revitalize the organization and catalyze a new, vibrant corporate culture. These
reforms are aimed at enabling us to achieve our management objectives.

Finally, we are placing emphasis on consolidated management. We are strengthening management
to optimize efficiency and profitability of the Itoham Group in respect of both fund procurement and
asset efficiency.

Aamieki

Kenichi lto President
oooa ooooo
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Basic Environmental Philosophy
Itoham recognizes environmen-
tal conservation as an important
issue for everyone. Based on this
recognition, the company factors
the environment into its corporate
activities. Itoham is committed to
building a harmonious relationship

with the environment and society.
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Environmental Action Points

1

. ltoham is continuing to develop products

and services that take into account envi-
ronmental impact.

. ltoham is evaluating and reducing the en-

vironmental impact of its activities at all
stages from development to disposal.

. ltoham is promoting energy and resource

conservation and reduction of industrial
waste volumes.

. ltoham is promoting recycling of indus-

trial waste. This includes a review of
packaging materials and redesign of
packaging to facilitate recycling.
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ISO 14001 certificate of
Registration

B. Iltoham is conducting environmental au-

dits and thoroughly implementing a
policy of self-governance.

. ltoham is factoring environmental con-

servation considerations into overseas
operations.

. Iltoham is raising consciousness among

its employees of environmental conserva-
tion and fostering a culture of initiative in
respect of environmental activities
through education inside and outside the
company.
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Nishinomiya Plant Obtains ISO 14001
Certification

On February 10, 2000, Itoham’s Nishinomiya
Plant obtained ISO 14001 certification, an
international standard for environmental
management.

The certification is a tribute to the hard
work of all the plant’s employees under
the direction of its manager. With the aim
of creating an “environmentally friendly fa-
cility,” Nishinomiya Plant introduced an
environmental management system, set
targets and formulated an action plan.

Nishinomiya Plant adopted several
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The 1ISO 14001-certified
Nishinomiya Plant

themes for improving the environment in
and around its facility. Those themes were
electricity conservation; reduction of city
gas use, residues from production pro-
cesses, waste plastic and industrial waste;
and water conservation. This drive has
yielded 5.5%, 3.3% and 14.7% reductions
in electricity consumption, city gas use and
water consumption, respectively, in terms
of unit (per ton) energy consumption. In
respect of residues from production pro-
cesses, waste plastic and industrial waste,
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[toham has improved its recycling rate to
67 %. Significantly, this drive has also made
a significant contribution to lowering pro-
duction costs.

The main environmental activities planned
for fiscal 2001 include the introduction of a
500KW cogeneration system as part of
the plant’'s energy conservation measures,
composting of residues from production
processes and recycling of waste plastic.

In addition, Itoham intends to put in place
environmental management systems at all
of its other plants with a view to gaining ISO
14001 certification for them within 2 years.
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BUSINESS OVERVIEW

FIVE-YEAR REVIEW AND
BUSINESS RESULTS

This division produces and sells hams, bacon
and sausages. Backed by sophisticated technol-
ogy, it consistently turns out safe, high-quality
products. In production activities, the HACCP
system has been implemented at the division’s
8 domestic plants. On the sales front, strong re-
lationships built on trust with major department
stores and supermarkets have lifted [toham to
the No. 1 position in the market for ham and
sausage gift products.

In addition to maturation of the market for hams
and sausages, personal consumption is languish-
ing due to pessimism about the future aroused
by a worsening employment picture. These fac-
tors have sparked intense competition. Set
against this backdrop, Itoham is focusing on core
products, which include Alt Bayern, Arabiki Gour-
met Wiener, the Sawayaka Thin-Slice Pack series
and the Morning Fresh series of sliced ham
packs, to grow them into major pillars of sales for
this division. However, in a market leaning toward
lower prices, sales volumes increased, but sales in
monetary terms were stunted.

Itoham owns directly managed and contract
feedlots in Japan and overseas. Based on a strict
management system that conforms with
HACCP—including sterilization, disinfecting and
cleaning—and extends from the transport of live-
stock to the final product, Itoham is producing
safe and reliable products at these feedlots. By
producing fresh meat at directly managed feed-
lots overseas, [toham's production costs are low-
er and operations are much less susceptible to
fluctuations in market prices for meat. That
means ltoham can consistently supply high-qual-
ity products at reasonable prices. Moreover, Ito-
ham has a powerful lineup of high-quality,
domestically produced products to respond to
the needs of consumers.

Beef consumption dipped temporarily in 1996
due to an outbreak of mad cow disease and an
E. coli 0-157 bacteria-related food poisoning
scare. Although demand has been recovering
since 1997, sales prices remain low. In pork, the
imposition of safeguards on three occasions
caused higher tariffs, leading to higher costs.
This, and an outbreak of foot-and-mouth disease
in Taiwan, impacted the marketplace. In this cli-
mate, Itoham worked to cultivate new custom-
ers and deepen relationships with existing ones.
Thanks to these efforts, the division posted a
year-on-year increase in sales.

Activities in this division are guided by two core
concepts: “meal solutions” and “home meal re-
placement.” One of ltoham’s aims is to develop
high-quality products that are easy to prepare.
Starting with chicken side dishes, Itoham has
built a strong selection of high-quality, time-sav-
ing products. Other offerings for consumers on
the run include hamburger patties, pizza meals,
charcoal-roasted meat, and dairy products.
Through this diverse lineup, Itoham is confident
that it can cater to disparate tastes.

By matching advances in distribution and produc-
tion technology with changing consumer life-
styles, this division has grown rapidly. The
division has focused on processed chicken foods
like Ganso Aburiyaki Chicken (slow-roasted
chicken) and Binchotanyaki Yakitori (charcoal-
roasted chicken) in addition to Butakakuni (soya-
cooked pork cubes) and charcoal-roasted meat.
Leveraging superior technology and innovation,
Itoham is successfully developing products that
match consumers’ lifestyles. Sales continue to
expand.
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Backed by sophisticated, proprietary technology, Itoham continues to turn out safe, high-quality products.
This technology enables Itoham to come up with distinctive new products and add value to existing brands.

Alt Bayern is a prime example of the former. Full of meat flavor, juicy and with an enticing aroma, this
wiener, which meets specified Japanese Agricultural Standards (JAS) regulations, is fast gaining ascen-
dancy in the wiener market. Arabiki Gourmet Wiener is another strong performer. Released 12 years ago,
the Arabiki Gourmet Wiener continues to hold down the top share of the wiener market. Other original core
products that garner strong support from consumers and give us a market lead include the Sawayaka Thin-
Slice Pack series and the Morning Fresh series of sliced ham packs.

As well as nurturing powerful core products and growing them into major pillars of sales, Itoham has also
endeavored to raise the gross profit margin per man-hour by installing optimal production lines at its plants.
Combined with aggressive marketing activities, the company has staked out a strong market position.

In gift products, the company has overcome difficult market conditions and is building ever-stronger
brand equity. Brand trust built up over a number of years underpins high-quality products such as the Jyukusei
series. And the deliciousness of [toham's roast beef owes much to the company’s proprietary Sous Vide
vacuum sealing and cooking technology.

I[toham wants to build on these successes. Moving forward, Itoham intends to strengthen brand equity
in flagship brands and develop original products bursting with value that are in step with emerging con-
sumer needs and changing lifestyles.
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Itoham’s Kagoshima Pure Berk- Rockdale Beef Pty. Ltd.
shire pork feedlot

Iltoham has set up an overseas production system for beef centered on Rockdale Beef in Australia and Five
Star Beef in New Zealand. In 1998, Rockdale Beef gained ISO 9002 certification. In March 2000, it became
the first combined feedlot and meatworks in Australia to be ISO 14001 certified. Five Star Beef, meanwhile,
has implemented Safety Beef Management, a government certified and inspected system for quality and
management that covers the total process from the feedlot to meat shipment. This company’s operations
serve as a model for the meat industry in New Zealand.

Itoham is also active overseas in pork production. Itoham raises hogs at the directly operated VWyoming
Premium Farms, LLC. in the U.S. Operations are run in compliance with the MD (Minimum Disease) agri-
cultural method, which aims to raise healthy hogs in a hygienic environment. Major brands produced in the
U.S. are Kenkobuta and Delphi Pork. In Canada, Itoham raises hogs primarily on barley to produce the
distinctive Mugijitate brand.

In Japan, Itoham has built an integrated production system from production to the final product. This
system enables the company to supply quality fresh beef and pork. Itoham’s Kagoshima Pure Berkshire
pork accounts for a high share of Berkshire pork shipments in Kagoshima Prefecture. Presently, the compa-
ny is constructing a new feedlot to raise pork production capacity. With regards to beef, production is car-
ried out at state-of-the-art, HACCP-compliant plants and strict hygiene management is enforced. [toham'’s

products have built a reputation for retaining their freshness longer.
Set against a backdrop of sluggish personal spending, consumers are demanding greater safety and

reliability as well as “the real thing.” They are demanding fresh meat that they can trust. That means they
want to know who handled what they eat throughout the total supply chain from the farm to the table. In
fiscal 2001, the company plans to strengthen its product and supply system reflecting these needs and
deliver detailed services in a speedy manner.
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In line with changing lifestyles and dietary habits caused by the advancement of women in society and an
increase in the number of people living alone, consumers have shown greater interest in convenience and
ways to save time when cooking. Development of delicious products to match these needs has emerged
as a major theme for the food industry.

Iltoham is responding to this trend. Itoham has equipped its plants in Japan with extremely efficient
production systems that are HACCP compliant and utilize thorough temperature management technology.
Moreover, the company has forged alliances with companies in Thailand and China to produce processed
chicken products, handmade side dishes and other products under consignment. Production is performed
under the technical direction of Itoham. The result is an extensive array of quality products from Japan and
overseas suppliers—and the steady expansion of sales volumes.

This division has grown the number one brand in roasted chicken with the Ganso Aburiyaki Chicken
(slow-roasted chicken) series. Made from herb-fed chickens, the series has won strong support from
consumers for taste, convenience and its pursuit of excellence. Binchotanyaki Yakitori (charcoal-roasted chick-
en), Butakakuni (soya-cooked pork cubes), Chicken Nuggets and charcoal-roasted meat have been strong
performers, too. The reason: ltoham added value to these basic products. Moreover, regarding processed
food products for foodservice use and home meal replacement (HMR) products, Itoham has forged strong
partnerships with a host of companies. These partnerships take advantage of Itoham’s products and its

sophisticated technologies.
In fiscal 2001, Itoham will align itself more closely to the changing values of consumers to create new

value rooted in proprietary technology and the company’s product development strengths.
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IVISS—Comprehensive Sales Support System

In July 1998, Itoham brought online IVISS (Itoham Virtual Selling System), a comprehensive
PC-based sales support system. IVISS is designed to invigorate sales activities and enhance
the company’s ability to offer meal solutions to customers. Already the company has seen a

marked improvement in the quality of its marketing activities.
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"Mecal Ideas From Itoham 2000”

Every year, Itoham holds exhibitions to introduce new products to business partners and cus-
tomers, to make proposals for spurring sales and displaying products better and to provide the
latest sales information. This year's exhibition was held in two locations, Kansai and Tokyo. The
main theme was Value Standard 2000, which aims to tap ltoham’s proprietary technologies and
product development capabilities to deliver new value that is in step with changing lifestyles and
consumer preferences. One topic discussed in detail was proposing ideas to retailers based on

purchasing and consumption trends and feedback from consumers.
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Developing Related Businesses

[toham established the Related Businesses Department on February 1, 2000 as part of mea-
sures taken to realign the organization. In line with changes in accounting standards, [toham has
heightened its focus on group management. At the same time, the company is aiming to gener-
ate more earnings from related businesses as well as fortify its operating base.

Specifically, the Trading Operations Division was established to centralize management of
restaurants run by subsidiaries and trading operations. In another move, Itoham has brought two
businesses managed by its Central Research Institute—health foods and pharmaceuticals—un-
der the umbrella of the Health and Science Division. The pharmaceuticals business is starting to
reap the fruits of its labors. Basic research by this business has already led to the establishment
of a production method for recombinant insulin and Glucagon Ito, a peptidic hormone pharma-
ceutical agent used in injection medications, for example.

[toham hopes the Related Businesses Department will eventually establish itself as a fourth

pillar of earnings for the company, and will apply stricter standards to evaluate its businesses.



CONSOLIDATED FINANCIAL SUMMARY
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00000 billions of yenO Mar. 1996 97 98 99 2000
ooo
Net sales 477 465 468 450 470

00 12,673
99 7,520
98 7,892
97
96 7,064
000 00O millions of yen, %0 Mar. 1996 97 98 99 2000
oooo
Operating income 7,064 5,394 7,892 7,520 12,673
oooooooon
Ratio of operating income to
net sales 148 116 168 167 2.69

99 I— 6,513
98 I 6,503
97 I 3,970

96 NI 5,748

00000 millions of yenOd Mar. 1996 97 98 99 2000

00 I 11,724

gooooooo

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

5748 3,970 6,503 6,513 11,724

00 I 5.54
99 I 3.51

98 I 3.76

97 I 2.69

96 NI, 355

0 %0 Mar. 1996 97 98 99 2000
gooooooooo
Ratio of operating income, including interest
and dividends, to average total capital 3565 269 376 3.51 5.54

99 I 2,475

98 I—— 3,187
97 W 973

96 N 3,118

00 I 6,379

0000 O millions of yenO Mar. 1996 97 98 99 2000
gooo
Net income 3,118 973 3,187 2,475 6,379

00 I—T 27..61
99 I 10.87

98 I 13.80

97 W 4.26

96 N 13.51

0 00OvyenO Mar. 1996 97 98 99 2000
00000000000000000
Diluted net income per share 13.51 426 13.80 10.87 27.61

oopozoooOOoOMmOoOoOoOoOoOooooOooooomMmoOoooooooooooooooooooooo0oooooooooooooooomMmoooomo4000000000000000
Note: The company started preparing a “Consolidated Statement of Cash Flows " in the year ended March 31, 2000. Figures for Free Cash Flows and Free Cash Flows per Share are not available for

the previous four years.
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Free cash flows — — — — 18,772
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Ratio of shareholders’ equity

to total assets 5423 5458 5443 5190 51.92
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Return on equity 2.5 0.8 2.6 2.0 5.1
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000000000000000000
Free cash flows per share — — — — 83.54
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Shareholders’ equity per share
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Interest bearing debt
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CORPORATE INFORMATION

ooooo
CORPORATE DATA

0oooooooooono Company Name: ITOHAM FOODS INC.
0000000 663-8586 Address: 4-27, Takahata-cho, Nishinomiya City
00000000040270 Hyogo 663-8586, Japan

Tel: 0798-66-1231 Tel: 0798-66-1231
0000000000000000000000000 Itoham’s shares are included in the stock
0oooOooooo accumulation investment plans of securities
oooooao companies.

100000 O0O0O0O0oaiooo0000000 Shareholder Coupon System:

200000 00000002,0000 1. Qualification Shareholders with 1,000 or

more shares
2. Coupon amount ltoham product coupons

worth ¥2,000
0oooo
CORPORATE BONDS

000 00 millions of yenO

oo ooooo oooon 0 [0 %0 ooooo oooo
Bond Issue Date Amount  Interest Rate Outstanding Amount Due Date
07000000 7thunsecuredbond April 15, 1997 3,000 2.000 3,000 April 15, 2002
0s80O0OoOoO0O 8thunsecured bond  June 8, 1998 10,000 2.175 10,000 June 8, 2005
oo0OoooonO 9th unsecured bond October 9, 1998 5,000 2.110 5,000 October 9, 2008
0300000  3rd convertible sinking
fund debentures December 18, 1987 20,000 1.800 19,655 February 28, 2003

ooooo
COMMON STOCK PRICE RANGE

1,600 ‘ |
N
1,200
800 H u m *
o
1 i i |
by ¥y
400 l ) * L
. &] 0 -
T

0

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
Calendar year 90 91 92 93 94 95 96 97 98 99 00
oo oo High 1,530 1,140 1,100 1,030 910 788 860 733 635 b57 495
Iltoham Common Stock 00O Low 761 720 725 715 739 621 660 388 430 425 425
ooo
Trading Volume 47,056 44,541 31,122 47,708 30,237 33,956 37,741 42,862 37,830 62,290 10,751

ooooOoooio30000000000oo0o0oooon
Note: The figures for the 2000 calendar year only are for the 3-month period from January 2000 through March 2000.
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Net Sales

The Japanese economy got onto a recovery footing in fiscal
2000, the year ended March 31, 2000, thanks to the
government'’s economic stimulus measures and progress in
information technology (IT). Even so, conditions were still
difficult as personal consumption, excluding spending on
information-related products and services, remained
lackluster, amid concerns about employment and stagnant
income levels.

The Japanese meat industry could not escape the effects.
Consumption fell below last year's level, and in a situation
characterized by falling sales prices, sales competition inten-
sified, creating a difficult operating environment.

In this climate, ltoham aggressively strengthened its sales
capabilities and sought to expand sales in the Fresh Meat
Division. Also, Itoham reduced the number of items in its
ham and sausage lineup as it focused on core products, grow-
ing them into major pillars of sales. At the same time, ltoham
worked to cut production costs by, among other actions,
consolidating production bases, and to pare selling, general
and administrative expenses. Net sales rose 4.5% to
¥470.5 billion.

By division, in the Ham and Sausage Division sales
decreased 2.0% year on year to ¥129.4 billion. Although sales
volumes increased, this was outweighed by a decline in sales
in monetary terms in a market leaning toward lower prices.

In the Fresh Meat Division, sales increased 7.6% to
¥249.8 billion. This was the result of efforts to expand sales
by opening up new sales channels and strengthening
relationships with existing customers. Through these actions
the division was able to overcome the effects of sluggish
market conditions and a strong yen which resulted in

declining sales prices.

In the Processed Foods and Other Products Division,
sales rose 6.3% to ¥91.2 billion due to the division’s
success in delivering products that match consumers’

diversifying needs.

Costs, Expenses and Earnings

The cost of sales increased 4.0% to ¥364.4 billion. But the
cost of sales ratio improved to 77.4%. Gross profit increased
6.4% to ¥106.1 billion and the ratio of gross profit to net
sales increased 0.4 of a percentage point to 22.6%.

Selling, general and administrative (SGA) expenses rose
1.3% to ¥93.4 billion, but the ratio of SGA expenses to net
sales improved to 19.9%. Operating income climbed 68.5%
to ¥12.7 billion and the ratio of operating income to net sales
increased 1.0 percentage point t0 2.7%.

In non-operating items, net financial income and expenses
improved slightly from a year ago. This was due to a decline
in interest expense following the redemption of bonds, which
offset lower interest income as market rates declined. In other
non-operating items, Itoham generated a ¥0.1 billion gain on
sale of marketable and investment securities, net. During
the year, Itoham booked a ¥0.4 billion loss on disposal of
property, plant and equipment and a write-down of securi-
ties of ¥1.3 billion due to application of the lower of cost or
market value method. As a result, net other income (expense)
was ¥1.5 billion, ¥0.1 billion lower than the previous year.

Income before income taxes climbed 87.7% to ¥11.2
billion. Diluted net income per share improved sharply from
¥10.87 to ¥27.61.

COSTS AND EXPENSES

¥ Billion

00 364.4 93.4

99 350.4 92.2

98 370.4 90.6

97 374.4 85.8

96 384.6 86.0
M Cost of sales

Selling, general and administrative expenses

OPERATING INCOME

¥ Billion

00 I 12.7
99 I 1.5

98 I 1.9

97 N 5.4

96 N4




Financial Position

Total assets at March 31, 2000 stood at ¥241.7 billion, ¥4.8
billion higher than a year ago. Current assets increased ¥10.3
billion to ¥125.9 billion. Establishment of an MMF (Money
Management Fund) account to retain a high level of liquidity
resulted in a ¥7.2 billion increase in cash and cash equiva-
lents. Trade notes and accounts receivable increased ¥3.8
billion. Inventories increased ¥3.2 billion due to an increase
in finished products and resale inventories. Time deposits
decreased ¥4.5 billion.

Capital investments totaled ¥7.5 billion, reflecting
improvements at existing factories and replacement of
vehicles. Property, plant and equipment, excluding land,
decreased ¥4.3 billion to ¥54.9 billion due to disposals, sales
and depreciation. Land was almost unchanged at ¥24.2 billion.
As a result, property, plant and equipment at the year's end
was ¥79.1 billion.

On the other side of the balance sheet, current liabilities
increased ¥5.2 billion to ¥68.9 billion. This was primarily the
result of an ¥8.4 billion increase in trade payables and a
¥3.6 billion decrease in short-term bank loans. Long-term
debt decreased ¥3.7 billion to ¥43.5 billion due to the
redemption of bonds.

Regarding equity, Itoham decided to use additional paid-
in capital to purchase and retire ¥2.0 billion of treasury stock
as this was judged to be an effective action due to present
economic conditions and the company'’s financial position.
This was offset by the increase in net income, resulting in a
¥2 .5 billion increase in shareholders’ equity to ¥125.5 billion.
The ratio of shareholders’ equity to total assets was

unchanged at 51.9% and the current ratio was 1.83.

The company'’s listed and quoted securities have a book
value of ¥15.3 billion. The market value of such securities
was ¥33.6 billion at year’s end, implying unrealized gains of
¥18.3 billion.

Cash Flows
Cash and cash equivalents increased ¥7.2 billion, or 25.4%,
to ¥35.7 billion due to the high level of income before income
taxes for the year, which came in at ¥11.2 billion. This offset
a decrease in borrowings and outgoings for increasing prop-
erty, plant and equipment and for purchasing treasury stock.

Net cash provided by operating activities was ¥20.1 billion.
This mainly represented the previously mentioned high level
of income before income taxes due to the continuation of
stable raw material prices. Investing activities used net cash
of ¥1.4 billion, reflecting mainly cash provided by the sale of
idle land and the maturity of large investments in time
deposits offset by ¥4.6 billion in expenditures for upgrading
existing plants at the parent company. Financing activities
used net cash of ¥11.6 billion. In addition to repaying loans
of a liquidated subsidiary, Itoham redeemed ¥3.0 billion in
bonds and purchased and retired treasury stock.

A "Consolidated Statement of Cash Flows" was prepared
for the first time in the fiscal year ended March 31, 2000.
Comparative figures for cash flows from operating activities,
investing activities and financing activities for the prior fiscal

year are not available.

CURRENT RATIO

Times
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CASH AND CASH EQUIVALENTS
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ITOHAM FOODS INC. — March 31, 2000 and 1999

Thousands of

Millions of yen U.S. dollars (Note 1)
ASSETS 2000 1999 2000
Current assets:
Cash and time deposits (Note 3, 7) ¥ 16,467 ¥ 20,450 $ 155,130
Marketable securities 19,536 12,664 184,042
Receivables:
Trade notes and accounts 47,390 43,559 446,443
Other 331 500 3,118
Allowance for doubtful receivables (391) (353) (3,683)
47,330 43,706 445,878
Fund trust investments 540 - 5,087
Inventories (Note 5) 39,587 36,368 372,935
Deferred tax assets (Note 12) 835 812 7,866
Other current assets 1,608 1,635 15,148
Total current assets 125,903 115,635 1,186,086
Investments and non-current assets:
Investments in:
Unconsolidated affiliates 3,037 4,056 28,610
Other (Note 4) 18,161 19,139 171,088
Loans to:
Unconsolidated affiliates 409 440 3,853
Other 1,841 1,897 17,343
Other 10,940 10,572 103,062
Long-term deferred tax assets (Note 12) 530 277 4,993
Allowance for doubtful receivables (580) (212) (5,463)
34,338 36,169 323,486
Property, plant and equipment:
Land 24,173 24,274 227,725
Buildings and structures 64,937 66,959 611,747
Machinery and equipment 92,990 93,483 876,024
Breeding livestock 227 405 2,139
Construction in progress 701 262 6,604
183,028 185,383 1,724,239
Accumulated depreciation (103,964) (101,907) (979,406)
79,064 83,476 744,833
Intangible assets 775 497 7,301
Foreign currency translation adjustments 1,575 1,090 14,837

¥ 241,655 ¥ 236,867 $2,276,543

See accompanying notes.



Millions of yen

Thousands of
U.S. dollars (Note 1)

LIABILITIES AND SHAREHOLDERS’ EQUITY 2000 1999 2000
Current liabilities:
Bank loans ¥ 4,640 ¥ 8,253 $ 43,712
Long-term debt due within one year (Note 6) 355 901 3,344
Notes and accounts payable:
Trade 42,255 33,870 398,069
Construction 2,095 1,483 19,736
Other 10,603 9,932 99,887
54,953 45,285 517,692
Accrued expenses 4,456 4,529 41,978
Income taxes payable 2,955 3,137 27,838
Deferred tax liabilities (Note 12) 77 94 726
Other 1,429 1,472 13,462
Total current liabilities 68,865 63,671 648,752
Long-term debt due after one year (Note 6) 43,488 47,146 409,684
Employees’ retirement benefits (Note 8) 2,204 1,930 20,763
Directors’ and statutory auditors’ retirement benefits 778 612 7,329
Long-term deferred tax liabilities (Note 12) 560 242 5,276
Minority interests 284 336 2,676
Contingent liabilities (Note 9)
Shareholders’ equity (Note 13):
Common stock, par value ¥50 per share;
Authorized—352,701,000 shares
(357,013,000 shares—1999)
Issued—221,170,533 shares
(225,482,533 shares—1999) 22,415 22,415 211,163
Additional paid-in capital 28,852 30,841 271,804
Retained earnings 74,210 69,675 699,105
Treasury stock, at cost (1) (1) (9)
Total shareholders’ equity 125,476 122,930 1,182,063
¥241,655  ¥236,867

$2,276,543

See accompanying notes.



CONSOLIDATED STATEMENTS OF INCOME

Thousands of

Millions of yen U.S. dollars (Note 1)
2000 1999 2000
Net sales ¥470,453  ¥450,105 $4,431,964
Cost and expenses:
Cost of sales 364,362 350,386 3,432,520
Selling, general and administrative expenses 93,418 92,199 880,056
Operating income 12,673 7,520 119,388
Other income (expenses):
Interest and dividend income 591 664 5,568
Interest expense (1,540) (1,671) (14,508)
Gain on sale of marketable and investment securities, net 104 318 980
Gain (loss) on disposal of property, plant and equipment (397) 279 (3,740)
Write-down of securities (1,326) (1,267) (12,492)
Loss on disposal of fund trust investments - (181) -
Other, net 1,085 300 10,221
(1,483) (1,558) (13,971)
Income before income taxes 11,190 5,962 105,417
Income taxes — current 4,781 4,383 45,040
— deferred 27 (951) 255
Minority interests 3 bb 28
Net income ¥ 6,379 ¥ 2475 $ 60,094
Yen U.S. dollars
Net income per share ¥28.39 ¥10.87 $0.267
Diluted net income per share 27.61 10.87 0.260
Dividends per share 8.00 8.00 0.075

See accompanying notes.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS'

EQUITY

Millions of yen

Thousands of
U.S. dollars (Note 1)

2000 1999 2000

Common stock:

Balance at beginning of year ¥22,415 ¥22,415 $211,163

Balance at end of year ¥22,415 ¥22,415 $211,163
Additional paid-in capital:

Balance at beginning of year ¥30,841 ¥32,340 $290,542

Treasury stock retired (1,989) (1,499) (18,738)

Balance at end of year ¥28,852 ¥30,841 $271,804
Retained earnings:

Balance at beginning of year ¥69,675 ¥69,390 $656,383

Cumulative effect of adopting deferred income tax accounting - 262 -

Net income for year 6,379 2,475 60,094

Cash dividends paid — ¥8.00 per share

(¥10.50 per share—1999) (1,804) (2,398) (16,995)

Bonuses to directors (40) (54) (377)

Balance at end of year ¥74,210 ¥69,675 $699,105
Number of shares of common stock issued: 2000 1999
At beginning of year 225,482,533 228,469,533
Treasury stock retired (4,312,000) (2,987,000)
At end of year 225,482,533

221,170,533

See accompanying notes.
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ITOHAM FOODS INC. — Year ended March 31, 2000

Millions of yen

Thousands of
U.S. dollars (Note 1)

2000 2000

Cash flows from operating activities:

Income before income taxes ¥11,190 $ 105,417
Adjustments to reconcile income before income taxes to
net cash provided by operating activities:

Depreciation and amortization 9,426 88,799
Increase in employees’ retirement benefits 440 4,145
Increase in allowance for doubtful receivables 405 3,815
Interest and dividend income (591) (5,567)
Interest expense 1,541 14,517
Equity in earnings of associated companies (293) (2,760)
Write-down of investment securities 1,326 12,492
Gain on sale of property, plant and equipment (651) (6,133)
Loss on disposal of property, plant and equipment 1,047 9,863
Increase in notes and accounts receivable (4,059) (38,238)
Increase in inventories (3,646) (34,348)
Increase in notes and accounts payable 9,053 85,285
Decrease in accrued consumption taxes (237) (2,233)
Increase in other assets (207) (1,950)
Increase in other liabilities 1,336 12,586
26,080 245,690
Interest and dividends received 595 5,605
Interest paid (1,590) (14,979)
Income taxes paid (4,960) (46,726)
Net cash provided by operating activities 20,125 189,590

Cash flows from investing activities:
Investments in time deposits (3,733) (35,167)
Proceeds from time deposits 8,110 76,401
Acquisitions of property, plant and equipment (7,423) (69,929)
Proceeds from sale of property, plant and equipment 2,054 19,350
Acquisitions of intangible assets (172) (1,620)
Payments for purchases of investment securities (296) (2,788)
Proceeds from sales of investment securities 788 7,423
Disbursement of loans receivable (850) (8,008)
Collection of loan receivables 1,105 10,410
Other (936) (8,818)
Net cash used in investing activities (1,353) (12,746)

Cash flows from financing activities:
Payments of short-term bank loans, net (3,612) (34,027)
Proceeds from long-term debt 1,445 13,613
Repayments of long-term debt (2,649) (24,955)
Repayments of bonds (3,000) (28,262)
Payments for purchase of treasury stock (1,989) (18,738)
Dividends paid (1,804) (16,995)
Dividends paid to minority shareholders in consolidated subsidiaries (4) (38)
Net cash used in financing activities (11,613) (109,402)
Effect of exchange rate changes on cash and cash equivalents 80 754
Net increase in cash and cash equivalents 7,239 68,196
Cash and cash equivalents at beginning of year 28,451 268,026
Effect of changes in consolidated subsidiaries 27 254
Cash and cash equivalents at end of year (Note 3) ¥ 35,717 $ 336,476

See accompanying notes.



1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL

STATEMENTS
ITOHAM FOODS INC. (the “Company"”) and its consolidated
domestic subsidiaries maintain their accounts and records in accor-
dance with the provisions set forth in the Japanese Commercial
Code and the Securities and Exchange Law and in conformity with
accounting principles and practices generally accepted in Japan,
which are different from the accounting and disclosure require-
ments of International Accounting Standards. The accounts of
overseas consolidated subsidiaries are based on their accounting
records maintained in conformity with generally accepted
accounting principles and practices prevailing in the respective
countries of domicile.

The accompanying consolidated financial statements are a
translation of the audited consolidated financial statements of the
Company which were prepared in accordance with accounting
principles and practices generally accepted in Japan from the
accounts and records maintained by the Company and its consoli-
dated subsidiaries and were filed with the Minister of Finance
("MOF") as required by the Securities and Exchange Law.

In preparing the accompanying consolidated financial state-
ments, certain reclassifications have been made in the consolidated
financial statements issued domestically in order to present them in
a form which is more familiar to readers outside Japan. The consoli-
dated cash flow statement for 1999 is not included in these
financial statements because it was not required to be prepared
and filed with MOF prior to 2000.

The translations of Japanese yen amounts into U.S. dollars are
included solely for the convenience of the readers, using the pre-
vailing exchange rate at March 31, 2000, which was ¥106.15 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.

2. SIGNIFICANT ACCOUNTING POLICIES

(1) Consolidation

The accompanying consolidated financial statements include the
accounts of the Company and significant companies, over which
the Company has power of control through majority voting rights
or existence of certain conditions evidencing control by the
Company. Investments 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.

In accordance with the revised Accounting Principles for
Consolidated Financial Statements effective from the year ended
March 31, 2000, a company which is substantially controlled by
the Company is considered subsidiary and included in the consoli-
dation for 2000. In the prior years only majority-owned subsidiaries
were consolidated.

Eight of the Company's subsidiaries are consolidated using a
fiscal period ending December 31. Significant transactions occur-
ring 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 insignificant risk of changes in value because of
changes in interest rates.

(3) Allowance for doubtful receivables
The allowance for doubtful receivables of the Company and
domestic subsidiaries is provided in amounts sufficient to cover
possible losses on collection. It is determined by adding individually
estimated uncollectible amounts to an amount calculated by
formula as permitted by the Corporation Tax Law of Japan with
respect to the remaining receivables.

The allowance for doubtful receivables of overseas consolidated
subsidiaries is determined by estimates of management.

(4) Investment securities

Listed and quoted securities are valued at the lower of cost or
market. Recoveries of write-downs to market are recorded in
subsequent periods. Other securities, including investments in
unconsolidated affiliates, are valued at cost. Cost is calculated
based on the moving average method.

(5) Inventories
Inventories of the Company and 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 identifi-
cation 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) 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 depreci-
ated using the straight-line method.

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



(7) Bonuses

The Company and its 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.

(8) Employees’ retirement benefits
Under the terms of the Company's retirement plan, substantially all
employees of the Company and certain subsidiaries are entitled to
a lump-sum payment at the time of retirement. The amount of the
retirement benefit is, in general, based on the length of service,
base salary at the time of retirement and cause of retirement. The
liability for lump-sum payments is stated, at 40 percent of the
amount which would be required if all eligible employees voluntarily
retired as of the balance sheet date.

The Company and certain subsidiaries participate in a contribu-
tory funded pension plan which covers substantially all employees.
Annual contributions are charged to income when paid.

(9) 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.

(10) Research and development expenses

Research and development expenses for the improvement of
existing products or the development of new products, including
basic research and fundamental development costs, which were
¥922 million ($8,686 thousand) for the year ended March 31, 2000,
are charged to operations in the period incurred.

(11) Finance leases

Finance leases which do not transfer ownership are accounted for
in the same manner as operating leases under generally accepted
accounting principles in Japan.

(12) Income taxes

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

(13) Translation of foreign currencies

Current receivables and payables denominated in foreign curren-
cies are translated at current exchange rates. Other assets and
liabilities denominated in foreign currencies are translated at
historical exchange rates, except, when there are significant losses
due to fluctuations in foreign exchange rates, the current exchange
rates are applied.

Financial statements of overseas subsidiaries are translated into
Japanese yen at the year-end exchange rates for all assets and
liabilities and at historical exchange rates for other balance sheet
accounts. All income statement accounts are translated at the year-
end exchange rates.

Differences arising from such translations are shown as foreign
currency translation adjustments in the accompanying consolidated
financial statements.

(14) Amounts per share

The computations of net income per share of common stock

shown on the statements of income are based on the weighted

average number of shares outstanding during each fiscal year.
Diluted net income per share is calculated assuming the conver-

sion of all dilutive convertible bonds at the beginning of the year.
Cash dividends per share shown in the statements of income

are the amounts applicable to the respective years.

3. STATEMENT OF CASH FLOWS

The reconciliation of cash and time deposits in the consolidated
balance sheet and cash and cash equivalents in the consolidated
statement of cash flows as of March 31, 2000 is as follows:

Thousands of

Millions of yen U.S. dollars

Cash and time deposits on the

consolidated balance sheet ¥16,467 $155,130
Time deposits with maturities

exceeding 3 months (286) (2,695)
Highly liquid investments whose

original maturities are within

3 months 19,536 184,041
Cash and cash equivalents on

the consolidated statement of

cash flows

¥35,717 $336,476

4. INVESTMENTS IN SECURITIES
Listed and quoted securities included in investments in securities at
March 31, 2000, consisted of the following:

Thousands of

Millions of yen U.S. dollars

Listed corporate shares ¥14,680 $138,295
Listed bonds and debentures 303 2,854
Other 280 2,638
$143,787

¥15,263




The aggregate market values of the listed securities shown
above at March 31, 2000, were as follows:

Thousands of

Millions of yen U.S. dollars

Market values ¥33,572 $316,269

5. INVENTORIES
Inventories at March 31, 2000 and 1999 consisted of the following:

The conversion price of the convertible debentures is subject to
adjustment as provided in the issuing agreement. If on March 31,
2000 all convertible debentures were converted to common stock,
13,659 thousand shares of stock would be issuable.

The aggregate annual maturities of long-term debt outstanding
at March 31, 2000, are as follows:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Finished products and
resale inventories ¥24,531  ¥20,469 $231,098
Raw materials and cattle 15,056 15,899 141,837
¥39,587 ¥36,368 $372,935

6. LONG-TERM DEBT
Long-term debt at March 31, 2000 and 1999 consisted of the
following:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Secured:
Banks, 1.625%-2.375%,
maturing serially
through 2005 ¥ 1,165 ¥ - $ 10,975
Unsecured:
Banks, 0.8%-7.4%,
maturing serially
through 2007 5,023 7,392 47,320
1.8% convertible sinking
fund debentures due 2003 19,655 19,655 185,162
3.7% bonds due 2000 - 3,000 -
2.0% bonds due 2002 3,000 3,000 28,262
2.175% bonds due 2005 10,000 10,000 94,206
2.11% bonds due 2008 5,000 5,000 47,103
43,843 48,047 413,028
Less amounts due within
one year 355 901 3,344
¥43,488 ¥47,146 $409,684

The 1.8 percent convertible sinking fund debentures due 2003
are convertible into common stock at the option of the holders at a
conversion price, at March 31, 2000, of ¥1,439 ($13.56) per share.
The debentures are also redeemable, commencing on March 1,
2000, at the option of the Company at prices ranging from 102
percent to 100 percent of the principal amount.

Thousands of

March 31 Millions of yen U.S. dollars
2001 ¥ 355 $ 3,344
2002 2,906 27,376
2003 23,293 219,435
2004 1,225 11,540
2005 and thereafter 16,064 151,333

¥43,843 $413,028

At March 31, 2000 assets pledged as collateral for bank loans of
¥1,151 million ($10,843 thousand) and secured long-term debt
were as follows:

Thousands of

Millions of yen U.S. dollars

Land ¥ 442 $ 4,164
Buildings and structures net of

accumulated depreciation 1,448 13,641

Investment securities 27 254

7. PLEDGED ASSETS
At March 31, 2000, time deposits of ¥110 million ($1,036 thousand)
were pledged for transaction guarantees.

8. EMPLOYEES’ RETIREMENT BENEFITS

Total pension assets under the contributory funded pension plan
amounted to ¥29,689 million ($279,689 thousand) at March 31,
1999, the most recent valuation date.

9. CONTINGENT LIABILITIES
At March 31, 2000 the Company was contingently liable as follows:

Thousands of

Millions of yen U.S. dollars
As guarantor of indebtedness of:
Affiliates ¥1,315 $12,388
Other companies 1,587 14,951
¥2,902

$27,339




10. DERIVATIVE TRANSACTIONS
The Company and its consolidated subsidiaries enter into forward
currency exchange contracts and other derivative contracts to man-
age risk relating to market fluctuations affecting its importing activi-
ties. It is the Company's policy not to use derivatives for speculation.
The Company and its consolidated subsidiaries also enter
interest swap agreements, but only to control and reduce
borrowing costs.
Outstanding positions at March 31, 2000 were as follows:

Forward currency exchange transactions

Thousands of

Millions of yen U.S. dollars
Current
Contracted market Unrealized Unrealized
amount  amount losses losses
Purchase U.S. dollars ¥9,943 ¥9,779 ¥164 $1,545

The market value amount is based on the year end forward rates.

11. FINANCE LEASES
Information for non-capitalized finance leases at March 31, 2000
and 1999 was as follows:

Thousands of

Millions of yen U.S. dollars
Furniture
March 31, 2000 and fixtures Other Total Total
Original lease obligation
(including finance
charges) ¥8,074 ¥2,149 ¥10,223 $96,307
Payments remaining:
Payments due within
one year ¥ 1,153 $10,862
Payments due after
one year 4,939 46,528
Total ¥ 6,092 $57,390

Thousands of

Millions of yen U.S. dollars
Furniture
March 31, 1999 and fixtures Other Total Total
Original lease obligation
(including finance
charges) ¥5,532 ¥2,0568 ¥7,590 $71,503
Payments remaining:
Payments due within
one year ¥1,154 $10,871
Payments due after
one year 2,816 26,529
Total ¥3,970 $37,400

Total lease payments, including finance charges, under non-
capitalized finance leases for the years ended March 31, 2000
and 1999 were ¥1,223 million ($11,521 thousand) and ¥1,052
million, respectively.

12. INCOME TAXES
Significant components of the Company’s deferred tax assets and
liabilities as of March 31, 2000 and 1999 are as follows:

Thousands of

Millions of yen U.S. dollars
2000 1999 2000
Deferred tax assets:
Allowance for doubtful
receivables ¥ 170 ¥ - $ 1,602
Bonuses accrued 423 192 3,985
Enterprise taxes 235 275 2,214
Directors retirement benefits 328 274 3,090
Write-down of investment
securities 353 - 3,325
Employees’ retirement
benefits 315 - 2,967
Accumulated loss 1,113 1,074 10,485
Unrealized gain of land 245 245 2,308
Write-down of investments
in subsidiaries - 763 -
Other 320 422 3,015
3,502 3,245 32,991
Less valuation allowance (1,129) (917) (10,636)
Total deferred tax assets 2,373 2,328 22,355
Deferred tax liabilities:
Deferred gains on real
properties (1,520) (1,441) (14,320)
Adjustment of allowance
for doubtful receivables - (134) -
Other (125) - (1,178)
Total deferred tax liabilities (1,645) (1,575) (15,498)
Net deferred tax assets ¥ 728 ¥ 753 $ 6,857




13. SHAREHOLDERS’ EQUITY

The Company purchased and retired 4,312,000 shares of its
common stock in accordance with resolutions of the directors’
meetings held on June 29 and December 14, 1999. As a result, the
number of the Company’s registered authorized common stock
was reduced to 352,701,000 shares at March 31, 2000. The cost of
the retired shares was charged to additional paid-in capital in the
amount of ¥1,989 million ($18,738 thousand).

The Commercial Code of Japan provides that at least 50% of
the issue price of new shares, with a minimum of the par value
thereof, is required to be designated as common stock. The
Commercial Code also provides that at least 10% of cash distribu-
tions of retained earnings be appropriated as legal reserve until
such reserve equals 25% of common stock. Legal reserve is
included in retained earnings.

Both additional paid-in capital and legal reserve may be used to
reduce a deficit by resolution of the shareholders, or may be capital-
ized by resolution of the Board of Directors. Retained earnings may
also be transferred to common stock, subject to approval by the
general shareholders’ meeting.

The Company may issue, by resolution of the Board of
Directors, new shares to shareholders without compensation, in
respect of the portion of common stock in excess of the aggregate
amount of the par value of the shares already issued.

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.

14. SOFTWARE COSTS

In accordance with the provisional rule of the JICPA's Accounting
Committee Report No.12 “Practical Guidance for Accounting for
Research and Development Costs” (the “Report”), the Company
continues to account for internal use software, which was included
in other non-current assets in 1999, in the same manner as in
1999. Pursuant to the Report, however, the Company included
such software in intangible assets in 2000 and depreciated it using
the straight-line method over the estimated useful lives (five years).
The amount for 1999 has not been reclassified to conform to the
2000 presentation.

15. RELATED PARTY TRANSACTIONS
Principle transactions between the Company and related parties for
the year ended March 31, 2000 are summarized as follows:

Thousands of

Millions of yen U.S. dollars
Insurance premium paid ¥147 $1,385
Purchase of cardboard boxes 34 320

16. SUBSEQUENT EVENT

At the ordinary shareholders’ meeting of the Company held on June
29, 2000, the appropriation of the Company's retained earnings for
the year ended March 31, 2000 was duly approved as follows:

Thousands of

Millions of yen U.S. dollars
Appropriation:
Cash dividends
(¥8.00 per share) ¥1,769 $16,665
Bonuses to directors 50 471
Total ¥1,819

$17,136




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

We have audited the accompanying consolidated balance sheets of ITOHAM FOODS INC. (a Japanese
corporation) and subsidiaries as of March 31, 2000 and 1999, and the related consolidated statements of income
and shareholders’ equity for the years then ended, and the consolidated statement of cash flows for the year
ended March 31, 2000, expressed in Japanese yen. Our audits were made in accordance with generally
accepted auditing standards in Japan and, accordingly, included such tests of the accounting records and such

other auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the consolidated
financial position of ITOHAM FOODS INC. and subsidiaries as of March 31, 2000 and 1999, and the
consolidated results of their operations for the years then ended and their cash flows for the year ended March
31, 2000, in conformity with accounting principles generally accepted in Japan applied on a consistent basis
during the periods, except as noted in the following paragraph.

As explained in Note 2 (1), in the year ended March 31, 2000, ITOHAM FOODS INC. and subsidiaries
prospectively adopted the new Japanese accounting standard for consolidated financial statements.

Also, in our opinion, the U.S.dollar amounts in the accompanying consolidated financial statements have been
translated from Japanese yen on the basis set forth in Note 1.

Osaka, Japan ‘d B L

June 29, 2000 Asahi & Co.
(Member Firm of Andersen Worldwide SC)

Statement on Accounting Principles and Auditing Standards

This statement is to remind users that accounting principles and auditing standards and their application in
practice may vary among nations and therefore could affect, possibly materially, the reported financial position
and results of operations. The accompanying financial statements are prepared based on accounting principles
generally accepted in Japan, and the auditing standards and their application in practice are those generally
accepted in Japan. Accordingly, the accompanying consolidated financial statements and the auditors’ report
presented above are for users familiar with Japanese accounting principles, auditing standards and their
application in practice.
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