





home-use tempura flour rose by 4% from the previous
year.

WWe have also been concentrating efforts on expanding
vegetable oil sales through our mini-tank system and
installing more storage tanks nationwide as a measure
to make our company less susceptible to market
influences. In this fiscal year, we installed three new
tank stations. Now at the end of March 2002, we have
a total of 14 tank stations nationwide. Sales volume
rose by 8.7% from the previous year.

BTo restructure our Frozen Foods Division, we
transferred parent operations in frozen food sales to
our wholly owned subsidiary Showa Frozen Foods Co.
By integrating production and sales, we are speeding
up decision making, accelerating product development
and improving productivity.

II. Promotion of high-performance

operations

BMTo promote distribution efficiency, we opened a
distribution center at our Funabashi Plant in September
2001. We expect to save about 200 million yen a year
as a result of streamlining.

Min October 2001, we opened our West Japan Order-
processing Center and in February 2002, we opened
our East Japan Order-processing Center. The two sites
consolidate order processing that had previously taken
place in multiple locations. Through the new facilities,

we aim to reduce personnel costs, improve supply-and-

demand-control accuracy and shrink inventories.

Bin March 2002, we began construction of our seventh
silo at our Kashima Plant, where silo space had been
insufficient. The new facility will improve profitability
by resolving problems related to the shortage of space,
which had caused the outflow of outside companies'
cargo to other berths, increases in demurrage, and
congestion in berths.

BWWe launched a new purchasing system with the aim of
restructuring our company-wide system for purchasing
supplies. The new system has improved our ability to
monitor purchasing company-wide and improved

traceability. At the same time, the system has improved

the efficiency of our purchasing operations and
lowered purchasing prices.

III. Meeting the expectations of
shareholders and investors
regarding corporate evaluation

Min April 2001, we introduced a cash management
system to centrally manage the surplus capital in our
group. This was our first step toward creating a
business support center that consolidates accounting
operations for the group. Through centralized
management of capital and efficient operation, we
succeeded in shaving our interest-bearing liabilities by
about 1.7 billion yen.

MSince the fiscal year ended March 2001, we have
continued to retire our own shares, boost our profits
per share, and improve our return on equity (ROE). In
the fiscal year ended March 2002, we retired about 6.9
million shares (worth about 1.58 billion yen). The
cumulative amount retired since the fiscal year ended
March 2001 has been about 10.8 million shares (worth
about 2.31 billion yen).

IV. Responding to changes in the
environment surrounding
businesses

M As a result of heightened awareness of food safety, we
have altered our organization to clarify roles and
responsibilities of our headquarters and plants with
regard to quality. This is in an effort to further
strengthen our quality management system.

WWe introduced co-generation equipment in our Kobe
Plant. Operation of the equipment began in November
2001. The plant now supplies 51% of its own
electricity. The equipment makes effective use of
exhaust heat and also helps to prevent air pollution.

Min the fiscal year ended March 2002, we completed
earning ISO 9000 series certification for all our plants of
all our divisions, a goal we have been working toward
since 1999 as part of our continuous efforts to establish
a quality assurance system for Showa Sangyo as a
whole.

BWWe have begun acquiring ISO 14001 certification on a
company-wide basis as one step toward promoting
environmental management. In the fiscal year ended
March 2002, the Environmental Management Group at
the Showa Sangyo head office, as well as the Funabashi
Plant and our General Research Institute, acquired
certification.
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Productive Presentation

b ah 4B 4B 4B B JB B 4B 45 4B A8 JZB 48 A8 248 48 45 48 B 48 248 48 48 48 A5 48 LB 4B 4B J8 48 48 LB B &

Our primary operation is food, which consists
of divisions for flour milling, vegetable oils,
cornstarch and corn sweeteners, household
foods and frozen foods. The food operations
involve producing and selling a wide range
of products for commercial and household
use. The products, made from grains such as
wheat, soybeans and corn, are a part of
people's diet in a variety of forms.

We also makes good use of the by-products
generated in the processing of these grains
by producing and selling mixed animal feed.
The animal feed operation also includes
producing and selling eggs.

Other operations include warehousing
business for grains and real-estate leasing
business for effective use of real estates.
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Cornstarch and Corn Sweeteners Division
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This division produces cornstarch as well as starch sweeteners such as corn syrup,
dextrose, high-fructose corn syrup and oligosaccharides. The products are made at
our Kashima Plant and our subsidiary, Shikishima Starch Co. under strict quality
control standards. The goods are used in a variety of products such as soft drinks,
beer, low-malt beer and bread.

Cornstarch

Cornstarch is made by drying out starch derived from corn. It is used in foods such
as beer and processed seafood. It is also used in industrial products such as paper,
corrugated cardboard and fibers to add viscosity and adhesive properties.

Corn sweeteners (corn syrup, dextrose, high-fructose corn syrup, oligosaccharides)

@Corn syrup is fermentable and viscous, absorbs and retains water, has adhesive
properties and browns well. The syrup is used in the recently popular low-malt
beer, as well as confectioneries, bread, milk products, bean paste and jams.

@Dextrose is used in beverages, confectioneries and bakery products. The
substance also has medical applications. Further, it is used in seasonings such as
mirin sake.

@High-fructose corn syrup is used mainly by the beverage industry for use in
products such as soft drinks and lactic drinks.

@Oligosaccharides are receiving attention for their ability to promote bifidus

bacteria growth and their ability to prevent tooth decay. Through its own research,
Showa Sangyo developed isomalto-oligosaccharides, which are superior in health-
promoting qualities and are valued for ease of processing. Isomalto-
oligosaccharides are designated by Japan's Ministry of Health and Welfare as a
food for specified health use.

FOOD OPERATIONS

TOPICS

@With the rise in demand for low-malt beer, the demand for its
ingredient, corn syrup, is also rising. To meet with the demand,
we began construction to enhance corn-syrup production ability
at our corn sweeteners production facilities at the Kashima Plant.
Operation at the enhanced facilities began in May 2001.

@Currently, we are working with a focus on enhancing the sales of
functional sweeteners such as isomalto-oligosaccharides,
maltotetraose and maltotriose that add value to processed foods.
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Household Foods Division
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Showa Sangyo's household foods division makes and sells a broad range of
processed foods for household use to suit diverse food styles and individual tastes.
These include wheat flour, premixes, macaroni, spaghetti, vegetable oils, gift sets as
well as health food products. The products are made chiefly at our Kashima, Kobe
and Funabashi plants.
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Wheat flour

A variety of wheat flours made from high-quality wheat.

Premixes

A selection of premixes including Tempura Daisakussen!, Tempura Flour Ogon and
Karaage Meat Tenderizing Flour.

Pasta

Products such as 100% durum semolina spaghetti.

Vegetable oils

A lineup of vegetable oils including healthful oils rich in oleic acid.

Gift sets

An array of gift packages containing various food products of the Showa Sangyo
Group, from flours to oils.

Taiyo no Ristorante

A brand of Ttalian foods that makes it easy to enjoy Italian cuisine at home. Products

include pasta and pasta sauces.

Health foods

A lineup including Okama ni Pon, a capsule containing wheat germ oil, that fortifies
rice with 10 times the vitamin E as brown rice; Sonomama Ajiwau Wheat Germ; and
Oligo Time, an isomalto-oligosaccharide, designated a food for specified health use
by Japan's Ministry of Health and Welfare in recognition of its beneficial effects on
the digestive system.

TOPICS

@1n September 2001, we began selling Tempura Daisakussen!, a new
product to mark our 40th anniversary of selling tempura flour.
Using a new, innovative production technology, we developed this
product so that consumers can easily make delicious tempura in
their homes. Since its introduction, the premix has been winning
acclaim surpassing that of our classic products.

@Our Olein Rich, which we began selling in March 2000, is healthful
oil rich in oleic acid. The product is winning over customers
because it is strongly resistant to oxidation and heat and suitable
for all types of cooking. In addition to promoting this as a regular
household product, we are also marketing it as a key gift set
product. It is enjoying strong sales.

13



FOOD OPERATIONS
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Frozen Foods Division
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Frozen foods are becoming an integral part of our everyday life because of the
simplicity and convenience they offer.

Our frozen foods operations involve the production and sale of goods including
snack foods, everyday dishes, Italian foods, and tempura. Our subsidiary Showa
Frozen Foods Co. develop, manufacture and sell the foods, making use of Showa
Sangyo Group's own selection of ingredients, such as flour, premixes and vegetable
oils, as well as processing technologies. These high-quality products are widely used
as commercial frozen foods for their taste, nutritional value and safety, contributing
to the varied menus available at supermarkets, pubs and karaoke lounges.

Snack foods

We offer an assortment of Japanese snack products such as taiyaki, takoyaki and
imagawayaki. Our great-tasting snack foods reflect the technology and experience of
the Showa Sangyo Group, which carries a varied line of foodstuffs.

Everyday dishes °
We boast a varied selection of products including delicatessen meats, such as both F ROZE N
Japanese-style and American-style fried chickens and wontons.

Italian foods

Our ravioli and other dishes make it possible to easily serve authentic Italian cuisine.
Tempura

For our tempura, we carefully select the freshest ingredients and then add our own
renowned tempura flour and salad oil. Our tempura maintains its crispy texture and

FOODS

appealing flavor even after restaurant preparation and has a strong reputation for
consistent high quality.

TOPICS

@On August 1, 2002, we transferred Showa Sangyo's
frozen food operations to our subsidiary, Niigata Elite
Foods Co., and renamed it as the new Showa Frozen
Foods Co. By integrating the product development,
manufacturing and sales processes under the new
company, we will speed up our decision-making and
product development, and streamline our production
system. Our aim is to revamp the Showa Sangyo
Group's frozen food operations.



Animal Feed and Allied Products Division
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Mixed feeds

Showa Sangyo Group's mixed feeds use our own ingredients, which are strictly
quality-controlled. These ingredients include wheat bran, defatted soybeans and corn
gluten meal. We also use imported ingredients such as corn, milo and fish meal that
meet the same exacting safety standards as our own. The feeds are produced mainly
at our Kobe Plant, Kashima Shiryo Co. and Kyushu Showa Sangyo Co.

We manufacture a wide variety of mixed feeds, including mixes for chickens (both
egg-laying hens and broilers), pigs, dairy cattle, beef cattle and fish. In addition, we
produce mixture materials that contain isomalto-oligosaccharides, which have
beneficial effects on the intestinal tracts of animals.

Chicken eggs
Showa Sangyo Group contributes to the stable supply of chicken eggs.

We have passed every company's quality management standards test, including one
that is reputed to be one of the strictest in the industry. We have built a quality-
control system that covers everything from chicken feed, production farms, grade-
packing centers and distribution to how the eggs reach the consumers. Through
Group companies including Showa Keiran Co., we provide a reliable source of eggs
based on the concepts of safety, freshness and stable supply.
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@We built new heat-treated feed manufacturing facilities, which we
use to produce feed for our egg-laying hens. The heat treatment
eliminates harmful bacteria, such as salmonella, which is a cause of
food poisoning. This heat-treated feed helps to ensure the quality
of livestock and poultry food products, such as eggs, milk and

meats.
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Warehousing Division

Showa Sangyo's plants in Kashima, Kobe and Funabashi are ideally
located in large-scale, oceanfront industrial regions. Each of the sites
carries out efficient unloading and storing of imported grains. Each PR
factory is outfitted with a large silo, offering a combined storage '.
capacity of 340,000 tons of grain. In addition, the Kashima and Kobe 'WARE—
plants have berths that allow large grain ships to dock. The grain is HOUSE
taken from the ships via unloading equipment, fumigated and stored .
in the silos. Companies in our Group, Kashima Silo Co., and Shibushi
Silo Co., also have large silos that, combined, can store more than
270,000 tons of grain. The grain stored in these silos is sent to Showa
Sangyo Groups' plants as needed, as well as being supplied to other
manufacturers of flour, vegetable oils and animal feed.

Further, as part of our effort to diversify our warehousing
operations, Showa Sangyo is also entering the refrigerated storage

field. Making use of a prime location near to Tokyo, we constructed
a warehouse complex and linked refrigerated warehouse within our
Funabashi plant compound. The warehouse complex is an ordinary
warehouse for both business and private use. It is also, however, a
multi-function and multi-purpose operation that includes a food
processing plant. The refrigerated warehouse can be used for the
storage of products processed at the warehouse complex. The site is
thus being used as a distribution point for the expanding frozen
foods market. Shourei Co., a subsidiary, manages the refrigerated
warehouse.

OTHER OPERATIONS

Business Development Division

Showa Sangyo has been taking bold steps to make effective use of
unused real estate assets such as former plant sites. Together with our
subsidiary, Shosan Kaihatsu Co., we are working to diversify our
operations by developing commercial facilities and initiating leasing

SNOLLVHddO ¥4H.LO

operations in tenant buildings. Our projects include the development of
the Shosan Plaza shopping center in Ageo, Saitama and the
construction of tenant buildings in Ichikawa, Chiba, and Ota, Gunma,
as part of leasing operations.

In addition, Showa Sangyo is also entering the restaurant business,
making use of its know-how as a comprehensive food company. We
have opened Romana, a restaurant specializing in spaghetti, and
Tamagoya San, a restaurant specializing in omelets. With our
innovative menus, we are expanding on the joy of eating.
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Research and Development

The most important aspect of developing and expanding our
operations as a general manufacturer of processed foods is
research and development (R&D) aimed at creating new
technologies and products. At Showa Sangyo's General
Research Institute, Food Development Center, and Animal
Feed Technology Center, numerous diverse technology
groups are engaged in a broad range of efforts. The efforts
include everything from applied research — which includes
developing products that meet customer needs and customer
demands for quality and safety, as well as improving existing
products and production processes — to basic research, in
which researchers develop new products and new
technologies from a mid to long-term perspective.

Our mid to long-term development of new products revolves around the milling, extraction, refining, and enzyme-

utilization technologies that we have cultivated as our main lines of business. We also aim to develop high value-added
foodstuffs through the application of biotechnology.

Showa Sangyo views such societal issues as environmental problems and the more sophisticated use of biological
resources as its own concerns. Our environmental measures include waste reduction through new, unconventional
technologies such as enzyme and membrane technology, and explorations of technologies with eyes for the next
generation. We are also working on effective use of the by-products and waste products that are produced during factory
manufacturing processes, such as developing zein, a protein component of corn, and nutrients made with wheat bran for
cultivating mushrooms. We have also turned our attention to the problem of food allergies, and are cooperating in the
development of processed foods using hypo-allergenic wheat flour.

By forging wide-ranging links with university and public research institutions in our areas of research and taking
advantage of exchanges with other industries in our areas of applied research, we are striving to enhance our R&D
capabilities in these fields and our ability to commercialize the results.

Furthermore, our R&D teams, which maintain close links with the business departments, develop products while
remaining in communication with our customers so that they can respond rapidly and flexibly to their needs. We are
making efforts to provide high value-added products and technological information in a timely manner.

This year, we developed a variety of products: wheat flours such as Deluxe Red Neon, bakery mixes such as Loaf Bread
Base Mix, pastas, vegetable oils, starch sweeteners for use as raw ingredients for processed foods, tempura flour, karaage
flour, batter mixes, frozen bread doughs, frozen foods and prepared foods. These products are chiefly for commercial use
and are being supplied mainly to food processing companies and convenience stores. For the household market, on the
other hand, we introduced a various new products including premixes such as Tempura Daisakussen!, sauces such as
Asari no Tomato Sauce and gift sets. In addition, we have put analysis technology in place to help us cope with problems
of food safety, such as ingredients that cause food allergies.

In the area of animal feeds, we developed new products to
further improve the safety of these feeds. We developed heated
R&D Expenses mash feed, which is conventional mash feed that has undergone
(¥ Million) heating for sterilization, and began marketing products such as our
Progressive Series for poultry and Century Series for pigs.

Furthermore, our R&D activities are conducted within the scope
of company-wide efforts to obtain ISO 9000 and ISO 14001
certification as well as mastering GMO (genetically modified
organisms) analysis technology. We also worked to make further
1000 improvements in our products, reduce costs, guarantee safety and
preserve the environment.

Our R&D expenses for this fiscal year were 1,778 million yen.
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Showa Sangyo and the Environment

Showa Sangyo's Fundamental Environmental Policies

Basic Principles
The destruction of the environment and the misuse of resources are a growing problem worldwide. In such an era, it is becoming
more and more important for companies to keep future generations in mind while engaging in environmentally sound
management.

Our mission as a company in the business of food products is to contribute to the health of people and safety in food.

To help create an environment in which people can live safely and healthfully, we not only abide by applicable laws and
regulations but also aim to fulfill our corporate social responsibilities through a company-wide maximum effort on the basis of the
action guidelines below.

Action Guidelines
1. Making effective use of vegetation resources
As a food industry company that makes use of vegetation resources such as wheat, soybeans and corn, we will promote more
effective use of those materials and contribute to the health of society and safe food.
2. Combating environmental pollution
We will eliminate air pollutants and prevent water pollution.
3. Promoting energy conservation
We will promote energy conservation in our production plants and strive for efficient shipping in our distribution processes.
4. Reducing the volume of industrial waste
In line with our long-term vision, we will take steps to minimize industrial-waste products.
5. Promoting resource recycling
We will effectively recycle various types of resources.
6. Development of environmentally friendly products
We will develop products that can easily be disposed of properly after use, particularly products used in the home.
7. Environmental practices for administrative divisions
We will control the output of waste products from our non-manufacturing divisions, promote reuse of waste products by using
recycled products, and sort waste products.

Showa Sangyo’s Negative Impact on the Environment

HAEAZILWL(TS

INPUT SHOWA OUTPUT

Electricity 83 million KWh C02 256,000 tons
Gas 21,000 tons NOx 294 tons
Fuel Oil 13,000 KL SOx 26 tons
Coal 56,000 tons
Water 4.8 million tons Waste water 4.1 million tons
Chemical substances 32 tons Waste products discharged 32,000 tons
Recycling rate 97%
Electricity Electricity purchased from electric power CO2 Carbon dioxide arising from the use of electricity,
companies for use in plants gas and fuel
Gas City gas, LPG and LNG used as energy in plants NOx Nitrogen oxides arising from the use of gas and
fuel oil
Fuel Oil Fuel oil and light oil used as energy in plants SOx Sulfur oxides arising from the use of coal and fuel
oil
Coal Coal used as energy in plants
Waste water Waste water from plant production processes and
facilities
Water Tap water, industrial water and sea water used in
plants ‘Waste products Waste products arising from operating activities
Chemical Substances in plants subject to be reported in the Recycling rate Rate in which waste products are used as
substances pollutant release and transfer register (PRTR). materials, raw materials and resources through

reusing, material recycling and thermal recycling
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The Showa Sangyo Group takes providing high-quality, safe and reliable food
products for customers as its obligation. At the same time, we also see it as our
duty not to disrupt the global environment, to coexist with the earth and to

AL

(4]
create a recycling society.
In order to promote environmental management in accord with basic strategy g Ha /‘ /A
IV — Responding to changes in the environment surrounding businesses — of our 9Ll
Step 21 medium-term business plan, we are working to strengthen our
environmental upkeep system and to acquire ISO 14001 integrated certification.
Our major activities this fiscal year included the February 2002 acquirement of

ISO 14001 integrated certification at the head office's Environmental Management
Group, the Funabashi Plant and the General Research Institute. We plan to
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continue increasing the number of our certified operation sites, and have already V2
added Kobe Plant and Tsurumi Plant in May 2002. In addition, to help combat

global warming and promote energy conservation, we have introduced co- v e
generation equipment to our Kobe Plant. Environmental Report

Preserving the environment is our responsibility to society. We will continue to
put in our best efforts to creating an environment in which people can live healthy lives with peace of mind.

Showa Sangyo issues its Environmental Report to provide the public with information on its environmental activities
(Japanese only).

Environmental Activities

H 1SO 14001 Integrated Certification
In February 2002, to clearly define Showa Sangyo's corporate
ethics at the company-wide level, we acquired ISO 14001
integrated certification. We are building and operating a
common environmental management system for the entire
company.

In the future, our primary certification activities will be for
plants and research facilities, which place a relatively heavy
burden on the environment compared to offices. Our
secondary certification activities will be expanded to our head
office and branches.

Co-generation Equipment (Kobe Plant)

M Introduction of Co-generation Equipment (Kobe Plant)

We have introduced LNG-fueled gas turbine co-generation equipment, which make efficient use of waste heat.
Compared to fuel oil and LPG (liquefied petroleum gas), LNG (liquefied natural gas) has even lower carbon dioxide

emissions and has zero sulfur oxide emissions. In addition, we have installed Japan's first LNG satellite system at a
business site and are making efficient use of the waste energy that arises during the vaporization of LNG.

H Streamlining of Distribution 4
The creation of an efficient distribution network is helping to conserve
energy and preserve the atmosphere.

@ Establishment of East Japan and West Japan Order-processing Centers
We consolidated and centralized the operations surrounding receipt of
orders and shipments and created an efficient distribution system.

@ Construction of Funabashi Distribution Center
By centralizing distribution, we are reducing the movement of forklifts and
trucks within the premises. This cuts down nitrogen oxide emissions and
helps combat global warming.

Funabashi Distribution Center
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Production and Distribution
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All of our production bases are located on
oceanfront properties that make procuring raw
materials easy. What's more, the plants are fully @
equipped to manage the entire production

process, from processing raw materials to

packaging the finished products. This means that

the plants can be versatile in meeting consumer

needs. They also are conveniently located for

distribution, being near the products' marketing

areas where timely delivery is possible. Such

solid production and distribution systems allow

us to efficiently perform business and to live up

to consumers' expectations in all aspects.
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Kyushu Shibushi Silo Kobe Plant Shikishima Naigai Flour F bashi Kasl Kash Kashi Kida Flour
Showa Sangyo Co., Ltd. Starch Mills Plant Plant Shiryo Silo Mills
Co., Ltd. Co., Ltd. Co., Ltd. Co., Ltd. Co., Ltd. Co., Ltd.
Flour Milling
T 14,500t/month 4,783/month | 15,000/month |  26,500t/month 4,910t/month
Vegetable Oils
Raw Materials 33.000t/month 47,100t/month
Processing Ability " 5
Refining Ability 5,850t/month 15,000t/month
Cornstarch and
Corn Sweeteners
Cornstarch 15,000t/month 27,000t/month
Corn Sweeteners 5,000t/month 18,300t/month
Animal Feed
Pronessing bty | 25,000v/month 18,500t/month 50,000t/month
Silo
Storage Capacity 131,600t 135,000t 22,600t 186,000t 142,350t
Outline
Manufacture and Manufacturing | Manufacture and | Manufacture Manufacture Showa Sangyo Manufacture Manufacture
sale of mixed base in Western sale of and sale of of flour and Group's flagship and sale of and sale of
animal feed Japan cornstarch flour products pasta plant mixed animal flour products
in the Kyushu and corn feed in Hokkaido
area sweeteners area
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Management’s Discussion and Analysis

Unless otherwise noted, the financial information contained in
this section is all based on the consolidated financial statements
included in the annual report of Showa Sangyo Co. Ltd. These
financial statements have been prepared according to generally
accepted accounting principles in Japan.

INTRODUCTION

At Showa Sangyo, our corporate principle is to contribute to a
rich and healthful diet that has its origins in the bounties of
nature. Our goal as management is to take full advantage of the
resources we have built on this principle, so that we may
improve and maximize our shareholder and corporate values.

To meet this goal, as a combined processed food
manufacturer of food materials centering on raw material
grains, we will strive to expand Showa Sangyo's operations by
further enhancing our technology and total corporate strengths
that we have fostered to this day. We will create new values for
society, and increase shareholder value.

On the other side we believe it is imperative that we
minimize Showa Sangyo's fund raising cost through appropriate
funding strategies and capital structure, create wealth through
investments in economically profitable fields, and maximize our
long-term cash flow.

In accordance with our goal to increase shareholder value, we
have been buying back our company stock in the market for a
few years since stock buybacks in Japan became deregulated.

We were among the first in the food industry to do so,
retiring stocks using capital reserves. Our aim is to increase
Showa Sangyo's value per share and return the profit to our
shareholders. To further raise our shareholder value in the
future, we plan to continue buying back and retiring our
stocks.

Net Sales
(¥ Billion)
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The Company

We are a combined processed food manufacturer that produces
and processes a diverse range of food materials, such as flour,
vegetable oils, corn sweeteners and animal feed, from raw
material grains. Our consolidated financial statement is
composed of figures for Showa Sangyo, 11 of its subsidiaries
and 2 affiliate companies.

Our operations are divided into three business segments:
Food Operations, which include flour milling, vegetable oils,
corn sweeteners, household foods and frozen foods; Animal
Feed Operations, which deal with the production and
marketing of animal feeds and eggs; and Other Operations,
which include the warehouse division and real estate leasing.

The percentages of sales for each segment this fiscal year
were 73.6%, 22.4%, and 4.0%, respectively.

OPERATIONS

Overview

The Japanese economy remained weak this fiscal year due to
deteriorating corporate earnings mainly in the manufacturing
sector, a drastic drop in exports, a decline in production and
decreased capital spending. A further drop in consumer
spending — due to job insecurities stirred by a rising
unemployment rate — and numerous bankruptcies of major
corporations also slowed down the economy seriously to give
it a prolonged bleak outlook. The uncertainty of the future of
the world economy also rose when, on top of the downturn of
the global information-technology industry and the unforeseen
recovery of the U.S. economy, terrorists attacked the United

Sales by Segment
(¥ Billion)
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States in September.

In the food industry, in which Showa Sangyo does
business, consumer confidence also dropped along with
personal income. Preference for lower prices is here to
stay, and competition has intensified due to declining
demand. It was a difficult business environment as several
incidents occurred that prompted consumers to question
the reliability of food products. Factors that lower
profitability increased, such as the weakening of the yen
and the surge in the prices of one of our raw materials,
rapeseed.

In such a situation, we worked toward the success of
our three-year, STEP 21 Plan that was launched in April
2000, and strove to strengthen our business foundation.
We make effort to supply products that promptly respond
to customer needs and to promote safety. We built the
new Funabashi Distribution Center, began operations at
East and West Order-processing Centers for pursuing
efficiency, and replaced Kobe Plant's fuel-oil-fired boiler
with a gas-turbine co-generation system to help preserve
the global environment and to cut production costs.

In managing our capital, we employed a cash
management system to cut down on fund procurement
costs, and bought back our stock in our efforts to raise
shareholder value.

Net sales

This fiscal year, our net sales fell 0.2% from the previous
year to 184.757 billion yen.

The decline was due primarily to the 770 million yen
decrease in net sales in Food Operations, whose products
bring about 73.6% of Showa Sangyo's net sales. Factors

Operating Income by Segment
(¥ Billion)
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The figures are before subtraction for corporate.

for the lackluster sales include the low prices of oil
products and corn sweeteners, fewer sales of household
gift sets due to a weak economy, the smaller net sales of
frozen food products due to our cutting back the number
of items to improve profitability.

Cost of sales

This fiscal year, our cost of sales increased 1.4% to
149.874 billion yen. Its ratio to net sales also increased
from 79.8% to 81.1%.

A factor bringing to the increase in our cost of sales to
net sales is the increase in the prices of raw materials for
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products such as vegetable oils and corn sweeteners in
our Food Operations and mixed animal feed in our
Animal Feed Operations. Another factor is that such
increases have not yet reflected on our product prices.

Factors for the increase in the costs of these raw
materials include the weaker yen which was 14.19 yen
lower on a weighted average basis for the year, the 23.3%
surge in the price of a raw material, rapeseed, and the
cost of inspecting for the GMO corn, Starlink, which is
not approved in Japan.

Selling, general and administrative expenses

Selling, general and administrative expenses for this fiscal
year fell 0.4% to 31.948 billion yen. Their ratio to net sales
remained at nearly the same percentage as the previous
year's, at 17.3%.

Selling, general and administrative expenses for this
fiscal year include research and development expenses
that increased 1.0% over the previous year to 1.779 billion

Non-consolidated Sales by Division
(¥ Billion)
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yen. Most of these were spent on developing products for
convenience stores, which are currently believed to be a
growth field.

This fiscal year, we began operating Funabashi Plant's
Funabashi Distribution Center, which includes a multiple-level
automated warehouse. We also started East and West Japan
Order-processing Centers, having concentrated orders in
eastern Japan to the Distribution Department in our head office
and orders in western Japan to our Kobe Plant. The main
purpose of this is to achieve greater efficiency by reducing our
distribution costs, in accordance with our STEP 21 Plan.

Operating income

Due to our activities mentioned above, our operating income
this fiscal year decreased 44.5% to 2.935 billion yen. Our
operating margin also declined from 2.9% to 1.7%.

In comparing the figures from the previous year by segment,
the Food Operations had a 2.279 billion yen decrease in
operating income as the cost increase could not be fully
reflected in our prices; the Animal Feed Operations had a 53
million yen increase in operating income — despite income
from mixed animal feed declining due to the increased raw
material costs — due primarily to an increase in the price of our
pork that resulted from the mad-cow disease scare; and the
Other Operations had a 227 million yen decrease in operating
income due to the warehouse division's operation rate decline
in relation to the stocking of Non-GMO raw materials.

Other income and expenses

The net amount of our other income and expenses for this
fiscal year came to a loss of 4.82 billion yen, which is 110.6%

R&D Expenses
(¥ Million)
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more in losses than the previous year.

Other income and expenses this fiscal year include the
disposition loss of 240 million yen associated with the
warehouse for lease that we constructed in Tsurumi for the
purpose of using our assets more effectively, and the 832
million yen loss in the disposition of property, plant and
equipment, including the 77 million yen loss associated with
the disposition of the above-mentioned construction of the
Funabashi multi-level warehouse.

We also changed the value of stocks whose market prices
dropped significantly below the values they were listed on our
books due to the decline of the market this fiscal year, which
resulted in an investment securities loss of 3.008 billion yen.

In addition, we have posted a total of 429 million yen loss in
reserves for the reorganization of three subsidiaries, including
our consolidated subsidiary Fukushima Elite Foods Co., Ltd.,
that are scheduled to shutdown or are changing their type of
business. The loss included estimated uncorrectable losses in
investments in the three subsidiaries.

Starting this year, we employed a cash management system
(CMS) to centralize the funds within our Group to use our
funds more efficiently. As a result, we have reduced our cash
and cash equivalents by 1.5 billion yen and interest-bearing
liabilities by 1.7 billion yen, which contributed to an
improvement of 141 million yen in our interest income and
expenses.

Income before income taxes
Our income before income taxes this fiscal year decreased
4.884 billion yen from the previous year to a 1.885 billion yen

net loss before income taxes.
Income taxes

Depreciation
(¥ Billion)
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Our income taxes this fiscal year include our current tax
expense of 492 million yen and deferred tax of 1.045
billion yen. This resulted in our net income tax refund of
553 million yen.

Net income

Net income this fiscal year decreased 2.902 billion yen
from the previous year to a net loss of 1.376 billion yen.
As a result, our income per share before delusion
decreased from 7.95 yen to -7.36 yen, and our return on
equity decreased from 3.3% to -3.0%.

SEGMENT ANALYSIS
<Food Operations>

This fiscal year, while sales of products in Food
Operations increased from the previous year in terms of
the volume sold, sales were affected by the weakness of
vegetable oil and corn sweetener product prices and fell
770 million yen, or 0.6%, from the previous year to
136.022 billion yen.

Our operating income decreased 2.279 billion yen, or
73.6%, from the previous year to 817 million yen, having
been affected by the increase in costs caused by the weak
yen and a surge in the cost of raw materials, and by not
yet having reflected the cost increase on some of the
product prices.

The following are the sales trends by product for
products in our Food Operations.

Capital Expenditure
(¥ Billion)
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Flour Milling Division

This fiscal year, our Flour Milling Division engaged in
aggressive sales activities amid a climate in which
demand for flour was not growing. The sales of flour in
terms of volume decreased from the previous year,
affected by the increase in flour-adjustment product
imports, among other things. On the other hand, sales of
premixes and other products, such as those for donuts
and bread, increased in terms of volume from the
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previous year thanks to our aggressive sales activities
such as marketing new products and holding promotional
campaigns. Sales of wheat bran also increased in terms of
volume. Our sales, however, fell 0.9% to 37.279 billion
yen due to the drop in the volume of flour sold.

Vegetable Oils Division

This fiscal year, despite a continued intense market
competition, the sales volume of vegetable oils increased
over the previous year as we focused on expanding sales
by setting up mini-tanks. Despite a surge in the market
price of rapeseed, the prices of vegetable oil products
dropped from the previous year with the market price of
our primary raw material, soybeans, remaining steady.
Although the sales of defatted soybeans remained the
same as the previous year in terms of volume, the selling
price increased over the previous year, affected by the
international market price. The sales volume of foods for
commercial use also increased over the previous year due
to our aggressive efforts to establish new sales channels.
As a result, sales for our Vegetable Oils Division
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increased 4.2% to 35.556 billion yen.
Cornstarch and Corn Sweeteners Division
Despite the demand for high-fructose corn syrup for soft drinks

dropping, the sales volume of our corn-sweetener products
increased over the previous year due to the strong shipment of

corn syrup for use in low-malt beer, whose demand is growing.

The sales volume of cornstarch also grew from the previous
year due to a steady sale of cornstarch for bread and noodles,
despite that for beer decreasing. Product prices continued to
move on the weaker side despite a strong market price for our
primary raw material, corn. As a result, in the Cornstarch and
Corn Sweeteners Division, our sales increased 0.8% over the
previous year to 24.523 billion yen.

Household Foods Division

The overall sales volume of our household vegetable oils
decreased from the previous year amid a continued weak
demand, despite strong sales of our healthful vegetable oil,
Oleinrich. The sales volume of secondary processed wheat
flour products for home use increased over the previous year
in a continuous competitive market due to our efforts to
expand sales by introducing new products and improving
existing products. In particular, Tempura Daisakussen, which
we developed to commemorate the 40th year of selling
tempura flour, became a huge success. The new hit product is
revolutionary in that it is easier to dissolve in water than
previous products and that ingredients used in the tempura
flour are combined in a single particle, which is nearly uniform
in size so that all the particles dissolve at the same speed. On
the other hand, the sales volume of gift sets decreased from the
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previous year due to the prolonged economic recession.
Selling prices also dropped from the previous year due to

deflation. As a result, in our Household Foods Division, sales

decreased 2.7% from the previous year to 33.520 billion yen.

Frozen Foods Division

As demand in the restaurant industry decreased and consumer
spending continued to drop this fiscal year, we worked hard to
expand new sales channels. Our sales volume, however,
decreased from the previous year due to the effects of having
eliminated unprofitable items. Our sales decreased 18.3% to
5.144 billion yen. Part of the decrease was also due to the
elimination of our two consolidated subsidiaries.

<Animal Feed Operations>

In our Animal Feed Operations, we engaged in aggressive sales
activities and achieved a sales increase from the previous year
especially in our sales of chicken feed. This was despite an
environment of increased livestock imports and declining
domestic livestock production, which consequently led to a
decrease in the sales volume of mixed animal feed. Due to the
prices at commodities exchange remaining steady, selling
prices also increased over the previous year. On the other
hand, despite an increase in the sales volume of eggs over the
previous year, the selling price of eggs decreased from the
previous year due to a weak egg market. As a result, our sales
increased 628 million yen, or 1.5%, over the previous year to
41.475 billion yen.

Our operating profit increased 53 million yen, or 275.8%, over
the previous year to 72 million yen despite a difficult situation
in which the raw materials cost increase for mixed animal feed

Total Assets
(¥ Billion)
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caused by the weak yen and other factors had not been
reflected on some of the selling prices.

<Other Operations>

In other operations, despite our aggressive marketing
activities to gain commodities in a continuously
competitive environment, sales at the Warehouse Division
decreased from the previous year with smaller cargo
volume and storage space.

In our Real Estate Division, despite starting operations at
new lease warehouses, sales remained at the same level
as the previous year due to declining building operation
rates.

As a result, the overall sales from our Other Operations
fell 186 million yen, or 2.5%, from the previous year to
7.26 billion yen.

Operating income also declined 227 million yen, or
5.6%, from the previous year to 3.806 billion yen.

FINANCIAL POSITION

This fiscal year, we used our capital reserves to retire
6,886,000 shares of our stock valued at 1.581 billion yen.
The accumulated total to date is 10,806,000 shares, or 2.3
billion yen.

By employing a cash management system (CMS), we
have decreased our cash and cash equivalents 1.5 billion
yen, and interest-bearing liabilities 1.7 billion yen from
the previous year.

As a result, our total assets at the end of this fiscal year
decreased 3.9% to 150.930 billion yen.

Interest-bearing liabilities
(¥ Million)
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Among assets, our current assets decreased 6.9% to
51.925 billion yen due primarily to the decrease in cash
and cash equivalents and trade notes receivable.

Our investments and advances decreased 16.3% this
fiscal year to 15.151 billion yen. The decrease was due
primarily to the 3.336 billion yen decrease in investment
securities from having posted valuation losses caused by
falling market prices.

On the other hand, we increased our property, plant
and equipment by 0.6% this fiscal year to 83.308 billion
yen. The increase was due primarily to the capital
investment increasing to 8.1 billion yen from the previous
year's 4.6 billion yen. The investments include 1.2 billion
yen to renovate Kashima facilities that manufacture corn
syrup for use in low-malt beer, 1.2 billion yen for
establishing Funabashi Distribution Center, 700 million
yen for establishing warehouses for lease in Tsurumi, and
400 million yen for Kobe's co-generation system.

Total liabilities at the end of this fiscal year dropped
1.9% to 106.436 billion yen due primarily to the reduction
of long-term loans. Current liabilities increased 17.2% to
74.794 billion yen.

The primary reason for its increase was the straight
bonds scheduled to be redeemed within one year that
were transferred from fixed liabilities.

Our fixed liabilities this fiscal year decreased 29.2% to
31.642 billion yen due to the reduction of interest-bearing
liabilities, in addition to the above transfer of bonds.

Shareholders' equity decreased by 8.8% to 43.072 billion
yen this fiscal year due to the posting of 1.376 billion yen
in net loss, retiring of 1.581 billion yen in company stock
using capital reserves, and dividend payments of 1.126

billion yen. The equity ratio changed from 30.1% to 28.5%.
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LIQUIDITY AND CAPITAL RESOURCES

We believe that our ability to generate cash flow from
operating activities to continuously invest in growth fields is an
important element in raising our corporate value. It is the
foundation of the financial strength of the Company. We are
also always working to maintain sufficient liquidity to allow for
versatile implementations of our business strategies and to
respond to changes in our business environment.

In this fiscal year, we generated a free cash flow of 2.596
billion yen. This helped improve our balance sheet by
redemption of treasury stocks and by reducing interest-bearing
liabilities.

Our cash flow this fiscal year from operating activities came to
8.995 billion yen, up 1.556 billion yen from the previous year.
The increase, despite a decrease in income before taxes this
fiscal year, is due to the decrease in amount of trade notes
receivable, accounts receivable and inventory assets.

The cash flow used in investment activities increased 1.468
billion yen from the previous year to 6.498 billion yen. Primary
reasons for this include the strategic investment we made in
high-profit fields such as the above-mentioned corn-syrup
manufacturing facility in Kashima, and the investment increase
in establishing the Funabashi Distribution Center to improve
efficiency.

On the other hand, the cash flow used in financial activities
increased 815 million yen from the previous year to 4.462
billion yen. This was primarily due to the increase in cash
outflow from buying back stock in the market.

Due to such activities, our cash and cash equivalents at the
end of this fiscal year fell 1.965 billion yen from the previous
year to 4.139 billion yen.

28

RISK MANAGEMENT

We are exposed to a variety of risks in the course of our
normal business operations, including risks arising from
currency and interest rate fluctuations. As a means of effectively
managing those risks, we engage in derivative trading.

Our use of currency-related derivatives consists of exchange
forward contracts to avoid currency fluctuation risks associated
with foreign currency-denominated trading, mainly import of
raw material grains. Regarding trading of interest-rate
derivatives, we use interest-rate swap agreements to reduce the
cost of raising funds and to avoid interest-rate fluctuation risks.

We do not engage in such trading for speculative purposes or
with the aim of making profits from the trading itself.

Derivative trading itself is accompanied by its own risks.

The most important of these are market risks and credit risks.
Market risk refers to the chance that a particular trading
position will incur a profit or loss due to changes in the market.
The exchange forward contracts used by the Company are
vulnerable to currency fluctuations, while our interest-rate swap
agreements are subject to risk from changes in interest rates.

Credit risk refers to the possibility that a trading partner will
fail to meet its obligations, thereby making it impossible for us
to enjoy anticipated future results were we to continue trading
with the partner. Because we conduct derivative trading with
banks that have appropriate credit ratings, we believe there is
negligible risk that our trading partners will fail to meet their
obligations.

All the exchange forward contracts that we conclude are
hedge transactions in which any of our exchange risks on our
balance sheet caused by actual product demand are offset. To
determine the total amount of exchange forward contracts
related to business transactions, we employ a system in which



the head office’s Finance Division compiles the total
amount of exchange exposures calculated from each
operating department’s total scheduled transactions, and
allows each department to engage in hedge transactions
with the hedge ratio not exceeding 75% of each exposure
at the time of purchasing commodities. Normally, such
hedge transactions are conducted using mainly exchange
forward contracts. However, in some cases, in
consideration of the exchange market situation at the
time, the hedging may be conducted by purchasing
currency options.

In doing so, we pay our utmost attention in preventing
fraud and error, and arrange superior personnel in terms
of integrity and diligence in separate departments,
between those who make decisions on placing orders on
individual derivative transactions and those who order,
execute and manage the contracts. The total amount of
concluded exchange forward contracts is always under
the management of the Finance Division at the head
office.

On the other hand, when currency exchange forward
contracts or interest-rate swap agreements are entered
into for finance purposes, the Finance Division concludes
the deal after the decision is requested in-house and the
president gives his transaction approval. The results are
then managed by the Finance Division. We do not
engage in other derivative transactions. Our consolidated
subsidiaries also take the same procedures, with our
Finance Division confirming important transactions.

In addition to the risks described above, we may be
exposed to non-financial or immeasurable risks in the
course of our normal business operations. Such risks
include country risks, credit risks and legal risks, but

because of their unpredictable nature, we do not address
them in this annual report. However, we can say that as
of the end of this fiscal year, we were not involved in any
ongoing litigation.

Currency Risk

We procure many of our raw material grains from
overseas, for which we pay in U.S. dollars.
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To this extent, we are vulnerable to the risk of
fluctuations in currency markets. To reduce currency rate
risks mainly in import of raw material grains, we make
use of currency exchange forward contracts and currency
options.

All the exchange forward contracts that we use are a
hedge position in which risks are offset by all underlying
risks on our balance sheet. Thus they have no exposure
risks outside of minimal credit risks.

Interest Risk

We are exposed to risks arising from interest-rate
fluctuations through our investment activities and cash
management activities. We participate in interest-rate
swap agreements largely to fix interest rates that apply to
our variable-interest obligations. Most of the positions we
hold are offset by their underlying risks.

Stock Market Risk

For alliance purposes and investment purposes, we hold
shares in various listed and unlisted companies and are
therefore exposed to share price fluctuation risk.

According to current-value accounting standard, the
total of these listed stocks is posted at 7.628 billion yen.
In addition, we have 2.652 billion yen in stocks stated at
cost.
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Domestic Network

L AR B B ZB B 25 B A5 B A8 B B B B X8 AR JAB ZB JZB X8 X5 B ZB B 25 I8 A5 B AN 2]

Head Office
Osaka Branch
Nagoya Branch
Sendai Branch
Sapporo Branch
Fukuoka Branch
Hiroshima Branch
Ohta Branch (5]
Mito Branch

Takamatsu Business Office

Chiba Office

Kanagawa Office

Niigata Office

South Kyushu Office

Kashima Plant

Kobe Plant

Funabashi Plant (4]
Tsurumi Plant

Research and ®

Development Center

Bio Science Laboratory

Food Development Center

Food Development Center

(Western Division) ©
Animal Feed and [7)

Allied Products Laboratories (10)

®D OO0 9NN OCIO000DO0C

14]

O 9
T o
@

4
=
©)
2
L

4

.
—
|70]
L
=
O

A

42



Corporate Data
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PRINCIPAL SHAREHOLDERS

The shares of common stock of the Company are listed on the Tokyo and Osaka Stock Exchanges. On 31st March,
2002, there were 13,593 shareholders listed on the Company's register of shareholders. The following table lists the
ten largest shareholders appearing on the register at that date.

Name Number of Percentage of

Shares Held Total Shares

(Unit : Thousand shares) Outstanding
Nissho Iwai Corporation 18,525 10.2%
NIPPONKOA Insurance Co., Ltd. 10,352 5.7%
The Dai-ichi Kangyo Bank, Ltd. 9,018 4.9%
The Chiba Bank, Ltd. 7.875 4.3%
I-Foods Co., Ltd. 7,541 4.1%
The Industrial Bank of Japan Ltd. 6,786 3.7%
The Norinchukin Bank 5,515 3.0%
The Yasuda Fire and Marine Insurance Co., Ltd. 5,101 2.8%
Yuasa Funashoku Co., Ltd. 5,049 2.8%
The Tokio Marine and Fire Insurance Co., Ltd. 3,918 2.2%

GENERAL INFORMATION ON SHARES

Fiscal year End : March 31

General Meeting of Shareholders : June

Stock Transfer Agent : The UFJ Trust & Banking Co., Ltd.

Share Handling Office : 4-3, Marunouchi 1-Chome, Chiyoda-ku, Tokyo, Japan
Newspaper for Public Notice : The Nihon Keizai Shimbum
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