


Five-Year Consolidated Financial Highlights

ITOHAM FOODS INC. and Consolidated Subsidiaries

Thousands of
U.S. dollars
Millions of yen (Note 1)
Years ended or as of March 31 2005 2006 2007 2008 2009 2009
Net sales ¥505,461 ¥517,275 ¥504,349 ¥517,951 ¥487,128 $4,959,055
Cost of sales 402,429 420,571 404,803 415,427 397,263 4,044,213
Selling, general and administrative expenses 98,431 100,641 96,602 96,417 92,330 939,936
Operating income (loss) 4,601 (3,937) 2,944 6,107 (2,465) (25,094)
Other income (expenses) 3,108 (871) (1,995) (695) (2,119 (21,572)
Income (loss) before income taxes and minority interests 7,709 (4,308) 949 5,412 (4,584) (46,666)
Provision for income taxes
Current 1,034 1,151 1,274 2,340 1,401 14,262
Deferred 1,748 2,859 1,028 (1,388) 261 2,657
Minority interests (55) (53) (33) (64) (49) (499)
Net income (loss) 4,872 (8,371) (1,386) 4,396 (6,295) (64,084)
Net income (loss) per share (in yen and U.S. dollars) 23.38 (40.17) (6.69) 21.10 (30.01) (0.306)
Total assets 237,866 243,050 244,804 233,667 209,885 2,136,669
Net assets (Note 3) 125,844 121,148 118,575 118,556 117,437 1,195,531
Ratio of equity to total assets (Note 3) 52.91% 49.84% 48.16% 50.51% 55.66%
Net assets per share (in yen and U.S. dollars, Note 3) 603.93 581.45 565.87 566.59 476.25 4.85
Return on assets (Note 2) 2.8% (1.1)% 1.6% 2.9% (0.4)%
Return on equity (Note 3) 3.9% (6.8)% (1.2)% 3.7% 5.4)%
Cash dividends 1,668 834 834 1,042 736 7,493
Payout ratio 34.2% - - 23.7% -
Cash flows from operating activities 3,804 (2,821) 17,746 13,221 (7,728) (78,672)
Cash flows from investing activities (5,354) (12,833) (2,271) (1,264) (3,478) (35,407)
Cash flows from financing activities (2,950) 5,670 (2,619) (7,357) 5,616 57,172
Cash and cash equivalents at end of year 24,098 14,342 27,288 31,962 25,705 261,682

Notes 1: Dollar amounts represent translation of Japanese yen, for convenience only, at the rate of ¥98.23=US$1.00, the rate prevailing on March 31, 2009.

2: Return on assets is calculated by dividing ordinary income (loss), as recorded in the Japanese-language Consolidated Statements of Operations, by the average

of total assets at the start and end of the fiscal year.

3: Effective for the year ended March 31, 2007, the Company and its domestic consolidated subsidiaries adopted new accounting standards, “Accounting Stan-
dard for Presentation of Net Assets in the Balance Sheet” (“Statement No. 5” issued by the Accounting Standards Board of Japan on December 9, 2005), and
“the Implementation Guidance for the Accounting Standard for Presentation of Net Assets in the Balance Sheet” (“the Financial Accounting Standard Implemen-
tation Guidance No. 8” issued by the Accounting Standards Board of Japan on December 9, 2005).
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It

oham’s Management Policy

The ltoham Group is aiming to increase corporate value over the long term.

To this end, our basic policy is to engage in Company-wide efforts to be a lively

and attractive company, one that also contributes to society.

Company Policy

“Service to Society Through Business”

Management Stance

e \We practice rigorous compliance (adherence to corpo-
rate ethics) and highly transparent management,
aiming to be a company trusted by society.

¢ \We will deliver safe and reliable products to customers.

¢ We will conduct corporate activities in an environmen-
tally responsible manner.

¢ We believe that employees are an important asset of a
company and therefore aim to create a lively and chal-
lenging workplace that emphasizes ability and results.
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Mission

The Itoham Group will communicate the joy, fun
and importance of “food” as the foundation of a
healthy lifestyle through the provision of products
and services imbuing value.

Code of Conduct

e We conduct activities in observance with all laws
and ordinances and corporate regulations, and with
a social conscience.

¢ We conduct free and vigorous discussions and
implement decisions immediately, seeing them
through to the end.

¢ We act voluntarily and constantly embrace new
ideas without being constrained by convention.

e We practice the principle of individual responsibil-
ity based on an enduring spirit of being strong,
ethical and reliable.
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Message from the President

Chikara Kasai
President

Fiscal 2009 Business Results

During the first half of fiscal 2009, the fiscal year ended March 31, 2009, the Japanese
economy began to show increasing signs of slowing. Exports and capital investment slack-
ened and personal consumption was weak due to climbing prices for daily living essentials.
From September onwards, however, the financial crisis and sudden economic recession
originating in the U.S. developed globally. This resulted in an extremely harsh business
climate with economic activity including investment, production and consumption stalling
and contracting markedly. The business climate in our own industry also became very
difficult as the recession began to bite, with consumers becoming even more frugal.

Under these conditions, the Itoham Group embarked on its medium-term management
plan for fiscal 2009 through 2011, which is based on the themes of bolstering earnings
power and laying the foundations for growth. In doing so we set fresh business perfor-
mance targets in line with our three key strategies: establishing competitive edges in core
businesses, actively developing business in growth fields and enhancing management
quality. In the fall of last year, however, we had a problem with contaminated underground
water at our Tokyo Plant, which caused great inconvenience not only to consumers, but
also to our business partners, shareholders, investors and others. | would like to offer my
sincere apologies once again for this incident. Since then, we have taken advice and guid-
ance from the Investigative Committee, comprised of observers from outside the Company,

and from regulatory agencies, to clarify the cause, correct deficiencies in our risk manage-

ment framework, and enhance activities to ensure complete compliance throughout our

operations. In this way, we have continued our efforts to prevent any such incident from

recurring, to regain trust, and to restore the standing of the Itoham brand.

In the first half of the fiscal year under review, our sales and profits recorded generally

steady growth. In the second half, however, the effects of the underground water incident

This year's cover message is
also Itoham's corporate
message, reflecting our desire
to become an energetic and
forward-looking company that
not only supplies safe and reli-
able products, but also puts

great importance on family fun,

comfort and happiness.
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triggered a steep decline in sales, especially of ham and sausages.
This was compounded by severe losses associated with the subse-
quent product recall and halt of operations at the Tokyo Plant,
resulting in a rapid deterioration in our profits. In fresh meat, we
faced tough challenges in profitability with persistently harsh condi-
tions for our Australian livestock operations and rapid changes in

sales environment of poultry when the market price fell heavily after



The Iltoham Group embarked on
its medium-term management
plan for fiscal 2009 through 2011,
which is based on the themes of
bolstering earnings power and

laying the foundations for growth. ) o
e ) the summer. As a result, our consolidated net sales for this fiscal year

In doing so we set fresh business
performance targets in line with declined overall by 6.0% or ¥30,823 million from the previous fiscal year to
our three key sirategies: establish-

ing competitive edges in core ¥487,128 million. This reflected lower sales in all divisions: Ham and Sausage

businesses, actively developing o
business in growth flelds and sales fell by 8.5%, Fresh Meat by 5.0%, and Processed Foods and Other

enhancing management quality. Products by 5.5%. Gross profit declined by 12.3% or ¥12,659 million year on

year to ¥89,865 million, affected not only by the slump in sales, but by a
significant decline in the profitability of our Ham and Sausage operation. Operating income
declined ¥8,572 million from the previous fiscal year’s ¥6,107 million to a loss of ¥2,465
million. This was despite a ¥4,087 million reduction in selling, general and administrative
expenses due to the fall in sales. Other losses include costs related to voluntary recall of
products and losses from suspension of plant operations at our Tokyo Plant. When these
losses are accounted for, our income before income taxes and minority interests was a
negative ¥4,584 million, down ¥9,996 million from last year’s ¥5,412 million. The Group’s
net income for the year was a negative ¥6,295 million, down ¥10,691 million from the previ-
ous fiscal year, when we recorded a net income of ¥4,396 million.

The Company considers the return of profits to our shareholders to be an important
management consideration, and our basic policy concerning dividends is to continue to
return stable dividends taking into account our profits, future business development, and
other considerations. We will invest retained earnings effectively, taking a long-term view to
sustainable growth, and continue striving to achieve steady business performance and to
increase our income.

In light of the significant net loss recorded for the year under review, and to prepare for
a harsh business environment going forward, we regret to say that the year-end dividend for

fiscal 2009 has been set at ¥3 per share, a reduction of ¥2 from the previous fiscal year.

Outlook for Fiscal 2010

The economic climate in fiscal 2010 shows no sign of an early recovery from the unprec-
edented global decline in business conditions. We are seeing investment plans scaled back
and frozen due to deterioration in corporate business results, along with widespread activity
to reform business structures, including reorganization of and withdrawal from unprofitable
businesses and cutting excess production capacity. There are also concerns that personal
consumption will weaken due to deterioration in employment stability and income. In short,

the economic climate is expected to continue to be harsh.
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In the food industry, we believe that conditions in raw material purchas-
ing will continue to be unpredictable. Some raw materials are expected to
increase dramatically in price, despite changes in the global economic situa-

tion bringing a degree of calm to the purchasing environment. In sales too, we are
expecting competition with rival companies to become even fiercer as we seek to
respond to the problem of structural change—whereby domestic demand is shrinking as
our society ages—and to consumers seeking lower prices in their increasing efforts to
preserve their family finances.

Under these conditions, Itoham will strive to regain the trust of consumers and to
restore the standing of our damaged brand. We will make the most of what we have
learned from the underground water incident and return to basics, re-examining the compli-
ance awareness of each employee, and building up a record of responsible corporate activ-
ities through management based on observance of corporate ethics. We will also strive to
achieve our medium-term management plan objectives of bolstering earnings power and
laying the foundations for growth. To this end, the ham and sausage and the processed
foods business and the fresh meat business will be the two main pillars of our organization
as we enhance our marketing capabilities and promote collaboration through business
alliances with top-class companies worldwide, as well as undertaking thorough cost man-
agement including optimizing the distribution of personnel and reducing expenses.

For the fiscal year ending March 31, 2010 we are expecting consolidated net sales of
¥484,000 million (down 0.6% year on year), operating income of ¥2,700 million (compared
with a loss of ¥2,465 million in the previous fiscal year), and net income of ¥2,000 million
(compared with a ¥6,295 million loss).

In keeping with our basic policy regarding dividends, we plan to leave the dividend for

fiscal 2010 unchanged from fiscal 2009 at ¥3 per share.

Chikara Kasai
President

& )

Cautionary Note: Forward-Looking Statements

The forecasts in this annual report are based on management’s assumptions and beliefs in light of informa-
tion currently available and contain a number of risks and uncertainties. Readers are therefore cautioned
that actual results could differ materially from forecasts due to a number of factors outside the control of the
ltoham Group that include, but are not limited to, economic conditions in the Group’s operating environ-
ment, market trends, exchange rate fluctuations and outbreaks of animal infection.



Rigorous Compliance

Top Management Message Forums

The ltoham Group held 11 ‘Top Management Message’ forums from late January through
March 2009 at nine venues around Japan to prevent future compliance violations. In
these meetings, top management discussed the importance of compliance directly with
employees, led by president Chikara Kasai, CSR Division General Manager Takashi
Takechi (at that time), and Production Division Senior General Manager Shingo lwamoto.

In addition to presenting an accurate picture of the Company’s position to employ-
ees, these forums were intended to unify the mindsets of all Group employees toward
revitalization of the company and provide a forum for the sincere exchange of opinions
between management and staff.

President Kasai stressed that rather than simply obeying laws and ordinances, com-
pliance means acting with the confidence that one’s behavior accords with social ethics
and is proper from the viewpoint of society. Emphasizing that a proper mindset is vitally

important and that the establishment of an emotional bond is tied to the compilation of
knowledge, President Kasai asked all employees to communicate closely among themselves and to perform their duties dili-

gently with a shared mindset to create a better company. Senior General Manager lwamoto SN P
explained that all plants are being placed under the Production Division to provide greater i e
assurance on compliance issues to both internal and external stakeholders. General Man-
ager Takechi explained about the Group’s dedication to rapidly narrowing the gap between
the Group’s present compliance system and the expectations of society. The forums also
provided a venue for lively exchanges of opinions between employees and upper manage-
ment, including questions from staff in each location around Japan about the need for

compliance education and training and the exchange of workers among departments.

Compliance Training
Following a problem with underground water used at the Tokyo Plant in the fall of 2008, the  mgg Ty
- v B3
'
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Production Division conducted more than 90 compliance training seminars at all 16 of the
Group’s business sites which were placed under its control in January 2009.

Conducted by members of the Group’s Compliance Promotion Section, these semi-
nars presented the incident at the Tokyo Plant as a case study as part of an overall pro-
gram to boost compliance awareness.

Participating employees report that they will remember to carry out ‘reporting, contact,
and consultation.” Also that they will keep in mind the content of the seminar as they per-

form their duties each day as members of the ltoham Group, and comply with all relevant
laws and ordinances.
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