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Recently, the Japanese food industry is facing a difficult sit- 0 Phone: 0120-094-777 (toll free)Ol
uation in which any lack or failure in food safety or corpor- = Number of sharest  [J
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ate ethics could have fatal consequences for the company. S

Foods believes corporate responsibility lies in complying

with these requirements concerning food and diet. We are

resolved to supply safe and nourishing foods to our custom-

ers while keeping in mind our corporate motto:* We contri-

bute to the world by supplying appealing savory and whole-

some stamina food products.” [ c

As our long-range target, we aim to establish ourselves as a \J Srwcls
general meat company, living up to the slogan:* Top quality

and sales: meat in Japan and variety meat in the world.” 0 S Foods Inc. 22-13 Naruohama 1-chome, Nishinomiya, Hyogo 663-8142 Phone: +81-798-43-10650
http://www.sfoods.co.jp/



| Overview of Business

The meat market in Japan has been plagued by extreme
price fluctuations. Beef prices stayed high because of supply
shortage in the first half of the year. In the latter half of the
year, prices plunged in the wake of speculation that the trade
ban on U.S. beef would be lifted. Finally, prices became un-
stable when, shortly after the resumption of
trade, the trade ban was re-imposed.t

While the Japanese meat market has been con-
fused ever since the halt of U.S. beef imports in
December 2003, in this fiscal year our company
continued to carry out measures to stably sup-
ply safe and tasty meat products. These meas-
ures are achieving steady results.0]

Specifically, we have developed and expanded sales of meat
products other than beef, such as Ton-
tetchan, Motsu-nabe and Purukogi-style
Umabuta-guts, all of which have pork va-
riety meat as the main ingredient. We
also enhanced the line and improved the
quality of Ajiwai-Yakiniku that is Aus-
tralian beef products processed to Japa-
nese taste with our unique process-
ing skills. Naruo Bokujyo, the high-
quality Australian beef brand we
started selling exclusively in March
2004, has been penetrating the mar-
ket.O

On March 1, 2005, the merger with
Murachiku provided us with robust supply channels and a
sales network for domestic beef. To achieve optimal synergy-
from the merger, we reinforced our sales network by upgrad-
ing our sales branches and improved management efficiency
by integrating our computer systems. [ 7
Construction of the Nagoya sales
branch, which opened on October 29,
2005 and has a meat processing cen-
ter, represents the business develop-
ment of the newly born S Foods.
Also, we made OM2 Network Co,
Ltd. into a consolidated subsidiary of S Foods Inc. through a
takeover bid on August 9, 2005. This takeover enabled us to
form the basis of a general meat company group with compa-
nies both upstream and downstream. As a result of the above
measures, consolidated sales for this fiscal year were 92,676
million yen, up 64.7% from the previous year, pre-tax earn-
ings were 2,447 million yen, up 24.9% from the previous year,
and net income was 988 millionyen, down 5.2%.

| Prospect

The Japanese meat industry has been tormented by suc-
cessive problems, including BSE affecting beef, avian in-
fluenza affecting chicken and tax-evasion allegations in
the pork industry. These issues that may possibly under-
mine consumers’ confidence are yet to be resolved.
Amid the turmoil, we continue to provide safe and reli-
able meat products. Also, we are trying to establish a
trustworthy general meat company group with affiliates
from manufacturers down to retailers, and are strength-
ening corporate governance by enforcing internal control.
Specifically, we will improve sales branches by utilizing
advantages of the merger, boost operation rates and en-
hance competitiveness through efficient operation.C0

We project that these measures will provide sales for the
year ending February 28, 2007 of 110 billion yen, up
18.7% from the previous year, and an increase in pre-tax
earnings of 63.4%, to 4.0 billion yen. We also expect net
income to be 1.5 billion yen, up 51.7%.

Business Result and Financial Position (Consolidated)

FY Feb.O| FY Feb.O|FY Feb.20070

2005 2006 projection
SalesO 56,2660 92,6760 110,0000
Income from operationsCl 1,7070 1,8960 3,80000
Pre-tax earnings(] 1,9600 24470 4,0000
Net incomel 1,0430 9880 15000
Total assetsO 37,0940 46,5510 ———0
Shareholders’ equity 27,385 28,237 ———=0

(in millions of yen)

Tip

Visit our website and find unique
French cuisine recipes using beef vari-
ety meat shown in a serial form.OJ

http//:www.sfoods.co.jp/




Our new products

Tontetchan renewed

Tontetchan was renewed enriching its taste with fresh
vegetable flavor—best for a barbeque, side dish or
appetizer. Two tastes are available: for barbeque and
for stir-fry with vegetable.

Purukogi-style Umabuta Guts
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Neither a barbeque nor a stew, but a new cuisine
you have never seen. Just boil meat with a
bunch of vegetables in this salty-sweet puruko-

gi-style sauce.

| Shareholder Special Benefit Plan

Shareholders will be presented S Foods productsld

as a token of our gratitude.

Qualification:O
Shareholders with 500 or more shares as of the end of[]

February, each year.O

I:D)etails:

1.Shareholders with between 500 and 1,999 sharesO
S Foods products (roast beef) worth 3,000 yen[

2. Shareholders with 2,000 or more shares]

0 Domestic beef (wagyu) worth 10,000 yenO
O

]

We plan to send the products in November.

Domestic beef (Wagyu)

Specially selected domestic beef is to be cut as each qualified
shareholder specifies into the style of shabu-shabu, steak or bar-
beque before being sent.

Round meat from Naruo-Bokujyo-brand Australian beef is deli-
cately cooked with our unique recipe to make succulent and fla-
vorful roast beef.

Note: Contents of the products are subject to change



